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I Introduction 

LO C AT I N G CITIE S O N  GLO BAL C I R C UIT S 

Saskla Sassen 

Cross-border economic processes-flows of capital, labor, goods, raw materials, 
travelers-have long existed. And over the centuries enormous fluctuations 
have occured in the degree of openness or closure of the organizational forms 
within which these flows took place. In the last hundred years, the political 
interstate system came to provide the dominant oganizational form for cross­
border flows, with national states as its key actors. It is this condition that has 
changed dramatically since the 1980s as a result of privatization, deregulation, 
the opening up of national economies to foreign firms, and the growing partic­
ipation of national economic actors in global markets. 

In this context we see a rescaling of what are the strategic territories that 
articulate the new system. With the partial unbundling or at least weakening of 
the nation as a spatial unit come conditions for the ascendance of other spatial 
units and scales. Among these are the subnational, notably cities and regions; 
cross-border regions encompassing two or more subnational entities; and 
supranational entities, such as global electronic markets and free trade blocs. 
The dynamics and processes that get terrrltorialized or are sited at these diverse 
scales can in principle be regional, nation�, and global. There is a proliferation 
of specialized global circuits for economic activities that both contribute to and 
constitute these new scales. (See generally, Taylor 1995; Storper 1997; Scott 
2001; Veltz 1996; Gravesteijn, van Griensven, and de Smidt 1998;Jessop 1999; 
Brenner 1998; Sum 1999). 

The organizational architecture for cross-border flows that emerges from 
these rescalings and articulations increasingly diverges from that of the inter­
state system. The key agents now include not only national states but also firms 
and markets whose global operations have been facilitated by new policies and 
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cross-border standards produced by willing or not-so-willing states. Among the 

empirical referents for these non-state forms of articulation are the growing 
number of cross-border mergers and acquisitions, the expanding networks of 
foreign affiliates, and the growing numbers of financial centers that are becom­

ing incorporated into global financial markets. Increasingly NGOs (non­
governmental organizations), government regulators, mayors, professional asso­
ciations, and others, operate transnationally and thereby constitute a variety of 
cross-border networks. As a result of these and other processes to be addressed 
in this essay, a growing number of cities today play an increasingly important 
role in directly linking their national economies with global circuits. As cross­
border transactions of all kinds grow, so do the networks binding particular 

configurations of cities (Yeung 2000; Warf and Erickson 1 996; Santos, Souze, 
and Silveiro 1994). This in turn contributes to the formation of new geogra­

phies of centrality in which cities are the key articulators. 

A central feature of this organizational architecture is that it contains not 

only the capabilities for enormous geographic dispersal and mobility but also 

pronounced territorial concentrations of resources necessary for the manage­

ment and servicing of that dispersal and mobility. The management and serv­

icing of much of the global economic system takes place in a growing network 
of global cities and cities that might best be described as having global city 

functions. The growth of global management and servicing activities has 

brought with it a massive upgrading and expansion of central urban areas, even 
as large portions of these cities fall into deeper poverty and infrastructural decay 

(Marcuse and Van Kempen 2000; Peraldi and Perrin 1996; Pozos Ponce 1996). 
While this role involves only certain components of urban economies, it has 
contributed to a repositioning of cities nationally and globally. 

Further, the fact that strategic global processes are at least partly embedded 
in national territories via the concentration of specialized global management 

and servicing functions in cities, introduces new variables in current concep­

tions about the relation of economic globalization and the state. That is to say, 

the geography for major new global economic processes partly overrides the 

duality global/national presupposed in much analysis of the relation between 

the global economy and state authority. National states have had to participate 

in creating the enabling institutional and legal environments that contribute to 

the formation of this cross-border geography for crucial functions largely 
embedded in the network of global cities. Thereby particular components of 

national states become denationalized (Sassen 2003). 
The central effort i n  this book is to contribute to the empirical and theo­

retical specifi .cation of this organizational architecture and its consequences for 

cities. It does so by focusing on how cities in the global south which are mostly 

in the mid-range of the global hierarchy become articulated with cross-border 



economic circuits. Secondly, it examines the implications of the new informa­
tion and communication technologies for both heightening and reducing 

inequality in this hierarchy. Thirdly, it examines the socio-spatial reorganization 
inside these cities. The factors involved are many, including state policy, the 

capabilities brought on by telecommunications and the new networking tech­
nologies, older histories of economic advantage enjoyed by some cities, location 

in specialized global circuits, and the spatial and social restructuring required 
for the development of global city functions. The fact that these cities are in the 

global south and in the mid-range of the global hierarchy provides a somewhat 

distinct cast to the operation of these variables and fills a gap in the scholarship 
on this subject. But perhaps more important for purposes of research and the­
orization, it allows us to capture a dynamic in formation, unlike what is the case 

with global cities already well established. 

In examining how cities become part of global circuits there are several 

possible units of analysis. The chapters in this book focus in part on current 

global and local architectures of technical connectivity, transport networks, 
firms and their overseas offices, cross-border transactions such as investment 

and trade, alliances among financial markets, and growth of transnational labor 

markets for professionals and specialized service workers. But there are, in prin­
ciple, many other units of analysis that one might have considered, such as ille­
gal trafficking networks in people, drugs, stolen goods; immigrant personal and 

business networks; art biennales; the art market; tourism patterns (for instance, 

stops for major cruise lines); and activists' networks, from environmentalists and 

human rights efforts to poor people's advocacy organizations. It is impossible to 

cover such a diverse range of units of analysis in one book. 

In this introduction I focus on some of the key features of the global eco­
nomic system to provide a larger framework for the ensuing chapters. Among 

these features are the combination of centralization and dispersal trends, the 

disproportionate concentration of value and transactions in the North Atlantic, 
the role of cities in an increasingly digitized global economy, especially as illus­

trated by the growth of finance and specialized services, and the impact of the 

new networking technologies on urban economies. 

W O R L DW I D E  N E T W O R K S  A N D  C E N T R A L  C O M M A N D F U N CT I O N S  

The geography of globalization contains dynamics of both dispersal and cen­

tralization. The massive trends toward the spatial dispersal of economic activi­
ties at the metropolitan, national, and global levels that we associate with 

globalization have contributed to a demand for new forms of territorial cen­

tralization of top-level management and control functions. Insofar as these 

functions benefit from agglomeration economies even in the face of telematic 

integration of a fi rm's globally dispersed manufacturing and service operations, 
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they tend to locate in cities. This raises a question as to why they should bene­

fit from agglomeration economies, especially since globalized economic sectors 
tend to be intensive users of the new telecommunications and computer tech­
nologies and increasingly produce a partly dematerialized output, such as finan­
cial instruments and specialized services. D. Linda Garcia (this volume) 
examines the extent to which business networks are a crucial variable that is to 
be distinguished from technical networks. Such business networks have been 
crucial since long before the current networking technologies were developed. 
Business networks benefit from agglomeration economies and hence thrive in 
cities even today when instantaneous global communication is possible. 

Elsewhere (200 1: chap. 2 and 5) I examine this issue and find that the key vari­
able contributing to the spatial concentration of central functions and associ­

ated agglomeration economies is the extent to which this dispersal occurs under 

conditions of concentration in control, ownership, and profit appropriation. 

This dynamic of simultaneous geographic dispersal and concentration is one of 

the key elements of the organizational architecture of the global economic sys­

tem. Let me first give several empirical referents and then examine some of the 
implications for theorizing the impacts of globalization and the new technolo­
gies on cities. 

The rapid growth of affiliates illustrates the dynamic of simultaneous geo­

graphic dispersal and concentration of a firm's operations (table 1). By 1999 
companies had well over half a million affiliates outside their home countries 

accounting for U.S. $11  trillion in sales, a very significant figure if we consider 

that global trade stood at U.S. $8 trillion. Peter Taylor, D. R. F. Walker, and 

]. V. Beaverstock (this volume) examine a specific instance by showing the 
global geography of offices for leading London firms in finance, accounting, 

law, and advertising. Firms with large numbers of geographically dispersed fac­

tories and service outlets face massive new needs for central coordination and 

servicing, especially when their affiliates involve foreign countries with differ­

ent legal and accounting systems. The extent of geographic dispersal is well 

captured in tables 2 and 3 which show the global network of affiliates for 

Chicago-based firms in two of these four sectors, accounting and advertising. 

Another instance today of this negotiation between a global cross-border 
dynamic and territorially specific sites is that of the global financial markets. The 

orders of magnitude of cross-border financial transactions have risen sharply, as 

illustrated by the 1999 U.S. $68 trillion in the value of internationally traded deriv­

atives, a major component of the global economy. These transactions are partly 

embedded in electronic systems that make possible the instantaneous transmission 

of money and information around the globe. Much attention has gone to this 

capacity for instantaneous transmission. But the other half of the story is the extent 
to which the global financial markets are actually located in cities. 



TA B L Et 

FO R E I G N  A F FIL I AT E S ,  1996-1998 ( B N  U S D  A N D  P E RCE NT) 

Item 

Sales to foreign affiliates 
Gross product of foreign affiliates 
Total assets of foreign affiliates 
Exports of foreign affi liates 
Employment of foreign affiliates 

Value at Current Prices (bn USD) 

1996 1997 1998 

9.372 9.728 11.427 
2,026 2,286 2,677 

11,246 12,211 14,620 
1,841 2,035 2,338 

30,941 31,630 35,074 

Source: UNCTAD, World Investment Report 1999: Foreign Direct Investment and the Challenge of 
Development, p.  9 

TA B L E  zA 

TOP C H I CAGO A D V E RT I S I N G FIR M S ,  1999 

Fee Income 1998 No. Affiliates 

Rank Name (US$ Millions ) in other Cities 

1 Starcom Worldwide 3,700 40 
2 Leo Burnett Worldwide 3,100 38 
3 FCB Chicago 1,310 44 
4 DDB Chicago 1,200 5 
5 DraftWorldwide 859 24 
6 Ogilvy & Mather 446 47 
7 BBDO Chicago 349 47 
8 Publicis & Hal Riney 203 5 
9 Abelsom-Taylor 202 1 
10 GSP Marketing 199 

Source: Fee income rankings downloaded from Crain's Ch icago Business, http:/ /www.chicagobusi­
n ess.com/cgi-bi n/mag/article. pl?static_id=4 on Dec 20, 2ooo; number of affiliates based on 
individual firm's website listings 
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TA BLE 2B 

G EOGRAPH I ES O F  AFFIL IATES, TOP TEN C H I CAGO ADVERTI S I N G  F IRMS, 1999 

No. of Firms with 

Offices in City City 

7 Paris 
6 Amsterdam, Bangkok, Brussels, Frankfurt, Hong Kong, 

Kuala Lumpur, Lo ndon, M i lan, Montreal, Moscow, New York, 
San Francisco, Seoul, Singapore, Stockholm Sydney, Tokyo, 
Toronto, Zurich 

5 

4 
3 
2 

TA B L E  3A 

Beijing, Budapest, Buenos Ai res, Caracas, Copenhagen, 
lstambul, Jakarta, Mad rid, Melbourne, Mexico City, Prague, 
Santiago, Shanghai, Taipei 
Barcelona, Johannesburg, Los Angeles, Miami, Sao Paulo 
Atlanta, Dallas, Hamburg, Mani la, Rome 
Berlin, Dusseldorf, Minneapol is, M unich, Washington, DC 

TO P C H I CAGO ACC O U N T I N G  F I R M S ,  2 0 0 0  

Fee Income 1998 No. Affiliates 

Rank Name (US$ Millions) in Other Cities 

Pricewaterhouse Coopers 15,300 55 
2 Andersen Wo rldwide 13.900 55 
3 E rnst & Young internatio nal 10,900 51 
4 KPMG International 10,400 53 
5 Delo itte Touche Tohmatsu 9,000 25 
6 BDO I nternational 1,601 6 
7 Grant Thorton International 1,506 
8 Horwath International 1,185 10 
9 RSM International 1,182 9 
10 Moores Rowland I nternational 1,141 7 

Source: Fee income ran kings downloaded from Crain's Chicago Business, http:/ /www.chicagobusi­
ness.com/cgi-bin/mag/article.pl?static_id=4 on Dec 20. 2ooo; number of affiliates based on 
individual firm's website listings 



TAB L E 3B 

G EOGRAPH I E S  OF AFF I LIATES T E N  TO P CH ICAGO ADVERT I S I N G  F I R MS, 2ooo 

No. of Firms with 

Offices in City City 

9 
8 
7 
6 
5 

4 

3 

2 

Minneapolis 
New York, Washington, DC 
Dallas, los Angeles 
Atlanta, Boston, london, Miami, Paris 
Berlin, Budapest, Buenos Aires, Caracas, Frankfurt, Hamburg, 
Hong Kong, Houston, Istanbul, Jakarta, Johannesburg, 
Melbourne, Mi lan, Moscow, Munich, Prague, Rome, Sao Pau lo, 
Santiago, Seoul, Shanghai, Singapore, Stockholm, Sydney, 
Taipei, Tokyo, Toronto, Warsaw 
Amsterdam, Bangkok, Barcelona, Beijing, Brussels, 
Copenhagen, Geneva, Kuala lumpur, Madrid, Mani la, 
Mexico City, Zurich 
Osaka 
Dusseldorf 

Expansion in these markets is partly a function of the expanding number 
of cities that become part of the global network. Yet even as the volume of the 

industry has risen sharply there has not been a significant reduction in the dis­
proportionate concentration of assets in cities of the global North. Indeed, the 
degrees of concentration internationally and within countries are unexpectedly 
high for what is an increasingly globalized and electronic economic sector. 
Inside countries the leading financial centers have come to concentrate a greater 
share of national financial activity over the last fifteen years, and internationally, 

cities in the global North concentrate well over half of the global capital mar­
ket. (I discuss this subject empirically in a later section). 

Stock markets constitute one of the components of the global capital mar­
ket. The late 1980s and early 1990s saw the addition of markets such as Buenos 

Aires, Sao Paulo, Mexico City, Bangkok, Taipei, Moscow, and growing num­
bers of non-national firms listed in many of these markets. This growing num­

ber of financial centers incorporated in the global capital market has 
contributed to raise the capital that can be mobilized through the global net­

work, reflected in the sharp worldwide growth of stock market capitalization 
which reached more than US. $30 trillion in 2000. This globally integrated 
stock market system, which makes possible the circulation of publicly listed 
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shares around the globe in seconds, is embedded in a grid of very material, 
physical, strategic places. 

The specific forms assumed by globalization over the last decade have cre­
ated particular organizational requirements (see, e.g., Amin and Thrift 1995; 
Aspen Institute 1998; Castells and Hall 1994) .  The emergence of global mar­
kets for finance and specialized services and the growth of investment as a 
major type of international transaction have contributed to the expansion in 
central functions and in the demand for specialized services for firms. 

By central functions I do not only mean headquarters functions; I am refer­
ring to all the top-level fmancial, legal, accounting, managerial, executive, and 
planning functions necessary to run a corporate organization operating in mul-. 
tiple countries. These central functions are partly embedded in headquarters, 
but also in good part in what has been called the corporate services complex, 
that is, the network of financial, legal, accounting, and advertising firms that 
handle the complexities of operating in more than one national legal system, 
national accounting system, advertising culture, and so forth and do so under 
conditions of rapid innovations in all these fields.' Such services have become 
so specialized and complex that headquarters increasingly buy them from spe­
cialized firms rather than produce them in-house. These agglomerations of 
firms producing central functions for the management and coordination of 
global economic systems are disproportionately concentrated in an expanding 
network of global cities. This network represents a strategic factor in the organ­
ization of the global economy. 

It is important analytically to unbundle the fact of strategic functions for 
the global economy or for global operation, and the overall corporate economy 
of a country. These global control and command functions are partly embedded 
in national corporate structures but also constitute a distinct corporate subsec­
tor. This subsector in each city can be conceived of as part of a network that 
connects global cities across the globe through firms' affiliates or other repre­
sentative offices, and through the specialized servicing and management of 
cross-border transactions.2 For the purposes of certain kinds of inquiry this dis­
tinction may not matter; for the purposes of understanding the global economy, 
it does.' 

National and global markets as well as globally integrated organizations 
require central places where the work of globalization gets done. Finance and 
advanced corporate services are industries producing the organizational com­
modities necessary for the implementation and management of global eco­
nomic systems. Cities are preferred sites for the production of these services, 
particularly the most innovative, speculative, internationalized service sectors. 
Further, leading firms in information industries require a vast physical infra­
structure containing strategic nodes with hyperconcentration of facilities; we 



need to distinguish between the capacity for global transmission/communica­
tion and the material conditions that make this possible. Finally, even the most 
advanced information industries have a production process that is at least partly 
place-bound because of the combination of resources it requires even when the 
outputs are hypermobile. 

Theoretically this addresses two key issues in current debates and scholar­
ship. One of these is the complex articulation beween capital fixity and capital 
mobility, and the other, the p_osition of cities in a

_gl?bal economy (See, e.g., 
Castells 1996; Allen et al. 1999; Kostinsky f997; Coh:en et al. 1996; Ascher 
1995). Elsewhere (2001: chap. 2) I have developed the thesis that capital mobil­
ity cannot be reduced simply to that which moves or to the technologies that 
facilitate movement. Rather, multiple components of what we keep thinking of 
as capital fixity are actually components of capital mobility. This conceptualiza­
tion allows us to reposition the role of cities in an increasingly globalizing 
world, in that they contain the resources (including fixed capital) that enable 
firms and markets to have global operations.' The mobility of capital, whether 
in the form of investments, trade, or overseas affiliates, needs to be managed, 
serviced, coordinated. These tasks are often rather place-bound, yet are key 
components of capital mobility. Finally, states-place-bound institutional 
orders-have played an of ten crucial role in producing regulatory environments 
that facilitate the implementation of cross-border operations for national as 
well as foreign firms, investors, and markets (Sassen 2003). 

In brief, a focus on cities makes i t  possible to recognize the anchoring of mul­
tiple cross-border dynamics in a network of places, prominent among which are 
cities, particularly global cities or those with global city functions. This in turn 
anchors various features of globalization in the specific conditions and histories 
of these cities and in their variable insertions in their national economies and in 
various world economies across time and place. The chapters on Mexico City 
(Parnreiter, this volume), Beirut (Huybrechts, this volume), Shanghai (Gu and 
Tang, this volume), and Buenos Aires (Ciccolella and Mignaqui, this volume), all 
explore the specific trajectories through which these cities are becoming part of 
global circuits in the current period. This type of conceptualization about global­
ization contributes to identifYing a complex organizational architecture that cuts 
across borders and is both deterritorialized and concentrated in cities. Further, it 
creates an enormous research agenda in that every particular national or urban 
economy has its specific and inherited modes of absorbing change and linking up 
with current global circuits. The chapter by Taylor, Walker, and Beaverstock in 
this volume begins to develop a new methodology for this type of research. Once 
we have more information about variance across countries and cities we may also 
be able to establish whether position in the global hierarchy makes a difference 
and the various ways in which it might do so. 
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THE G EO G R A PHY O F  CROSS-B O R D E R  CA P I TAL FLOWS 

This type of analysis of globalization, which seeks to map the strategic sites 
with hyperconcentration of resources as well as the cross-border networks that 

link these sites and others, helps us understand to what extent there is a specific 

geography of globalization and the fact that it is not a planetary event encom­

passing all of the world.' It is, furthermore, a changing geography, one that has 

undergone multiple, of ten specialized transformations over the last few cen­

turies and over the last two decades/ and most recently has come to include 
electronic space. 

A first step in capturing this geography of globalization is to examine some 

of the patterns of cross-border capital flows. These flows are often used as (par­

tial) indicators of economic globalization. The empirical patterns of foreign 

direct investment and global finance show both a sharp concentration in certain 

areas of the world and a growing incorporation of particular sites in the less 

developed world. The evidence makes it clear that the center of gravity lies in 

the North Atlantic region. The northern transatlantic economic system (partic­

ularly the links among the European Union [EU], the United States, and 

Canada) represents the major concentration of processes of economic global­

ization in the world today. This holds whether one looks at foreign direct 

investment flows generally, at cross-border mergers and acquisitions in particu­

lar, at overall financial flows, or at the new strategic alliances among financial 

centers. At the end of 1999, the North Atlantic accounted for two-thirds of 

worldwide stock market capitalization, 60 percent of inward foreign investment 

stock and 76 percent of outward stock, 60 percent of worldwide sales in merg­

ers and acquisitions (M&As), and 80 percent of purchases in M&As. There are 

other major regions in the global economy receiving capital flows (table 4)­
Japan, Southeast Asia, Latin America-but they are dwarfed by the weight of 

the northern transatlantic system (See table 5; see also Schiffer, table A, this 

volume). A second rna jor pattern is the significant growth in the absolute level 

of flows going to other parts of the world, even though they do not compare 

with the North Atlantic region. Disaggregating these patterns makes clear that 

most of the the capital is going to a limited number of sites. Flows in Latin 

America reflect these two patterns well: a massive increase in foreign invest­

ment but mostly concentrated in Brazil, Mexico, and Argentina (see table 5; see 

also Schiffer table A, this volume). 

Cross-border M&As today dominate global foreign direct investment 

(FDI) flows. M&As are heavily concentrated in Organization for Economic 

Cooperation and Development countries, which account for 89 percent of pur­

chases and 72 percent of sales. A growing number of companies opt for merg­

ers as a mode of overseas expansion or consolidation. For instance, acquisitions 

represented 90 percent of total FDI in the United States in 1996. In 1998 



TAB L E  It 
AV E RA G E  A N N UAL G ROWTH R AT E  OF D I R ECT FO R E I G N  I NVESTM E N T  

F R O M  D EV E L O P E D  TO D EV E LO P I N G  C O U N T I R E S ,  S960-s998 ( P E RC E NT) 

Period Growth Rate 

1960-1968 ].0 
1968-1973 9.2 
1973-1978 19-4 
1980-1987 1.9 
1988-1996 16.8 
1997-1998 -4.0 

Source: 1960-1978: OECD, Recent International Direct Investment Trends (1981); 1980-1987: World 
Bank, World Development (1988); 1988-1998, OECD, Survey o{OECD Work on International 
Investment (1998). 

TA B L E  5 

FO R E I G N  D I R ECT I NV E STM E N T  FLOWS BY R E G I O N ,  S986 TO 1997,  

S E L ECTE D YEARS (MN USD A N D  P E R C E N T) 

Region FDI Inflows FDI Outflows 

1986-1991 1997 % of world 1986-1991 1997 % of world 

(annual totals (annual totals 

average) in 1997 average) il1997 

North Atlantic 121,144 213,852 53·4 131,646 323,111 81.8 

Latin America 9.460 56,138 14.0 1,305 9,097 2.3 
and the 
Carribean' 

South, East 15,135 82,411 20.6 8,315 50,157 12.7 
and Southeast 
Asia' 

Subtotal 145.739 352,401 88.0 141,266 382,365 96·7 

World total 159.331 400,486 180,510 395.236 

Source: UNClAD, World Investment Report 1998, Annex B, 361-371. 

Notes:' North Atlantic region includes all countries in the European Union, Iceland, Norway, 
Switzerland, Gibraltar, Canada, and the United States '·' Please refer to source for detailed listing 
of all countries included. 
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M&As in the North Atlantic reached US$256.5 billion, up from U.S. $69.4 bil­
lion in 1995. The average transnationality index for the EU is 56.7 percent 
compared to 38 .5 percent for the United States (but 79.2 for Canada). This 

index is an average based on ratios of the share that foreign sales, assets, and 
employment represent in a firm's total of each. The index has grown for the 100 
largest TNCs in the world since it was first used in 1990. Most of the United 

States and EU TNCs in this top 100 list have very high levels of foreign assets 
as a percentage of total assets: for instance, 51 percent for IBM, 55 percent for 
Volkswagen Group, 91  percent for Nestle, % percent for Asea Brown Boveri, 

and so on. The United States, the United Kingdom, France, Germany, and 
Japan together accounted for three-fourths of these 100 firms in 1997; this has 

been roughly so since 1 990. 
We are seeing the consolidation of a transnational economic system that 

has its center of gravity in the North Atlantic both in terms of the intensity and 

value of transactions, and in terms of the emerging body of rules and standards. 

This system is articulated with a growing network of sites for investment, trade, 
and financial transactions in the rest of the world. It is, however, a complex 

geography. There is also a strengthening of cross-border regions at various lev­

els of the global hierarchy. The cases of Mercosur and the Iran-Dubai corridor 
described in this volume are two such instances. (See Schiffer, this volume; 

Parsa and Keivani, this volume). Globalization does indeed entail dispersal, but 

the combination of concentration and network expansion makes for a strongly 

hierarchical distribution. 

The weight of the North Atlantic system in the global economy raises a 
number of questions. One concerns the extent to which this growing interde­

pendence is moving toward the formation of a cross-border economic system.' 
The weight of these transatlantic links needs to be considered against the 

weight of established zones of influence for each of the rna jor powers-partic­

ularly, the Western Hemisphere in the case of the United States, and Africa, 

central and eastern Europe for the European Union. Elsewhere I have argued 

that incorporation in a hierachical global network centered in the North 

Atlantic now increasingly shapes the economic relations of the United States 
and major European countries with their zones of influence. Thus, while the 

United States is still a dominant force in Latin America, several European 
countries have become major investors in Latin America on a scale far surpass­

ing past trends (see chapters on Mexico City, Sao Paulo, and Buenos Aires, this 

volume) . And while several European Union countries have become leading 
investors in central and eastern Europe, U.S. firms are playing a role they never 

played before. This contributes to shape a new grid of economic transactions 

superimposed on the old geoeconomic patterns. The latter persist in variable 

extents, but they are increasingly submerged under this new cross-border grid. 



I M PACTS O F  N EW I N FO R M AT I O N  A N D  C O M M U N I CATI O N S  

T E C H N OLOG I E S  O N  C E N TR AL I TY 

Cities have historically provided national economies, polities, and societies with 

something we can think of as centrality. In terms of their economic function, 

cities provide agglomeration economies, massive concentrations of information 

on the latest developments, and a marketplace. How do the new technologies 

alter the role of centrality and hence of cities and metro areas as economic enti­

ties particularly for those sectors that can benefit from these new information 
and communications technologies (ICTs)? And, further, how do they alter the 

spatial organization inside cities and metro areas as they alter the meaning of 

centrality? 

Centrality remains a key feature of today's global economy. But there is no 

longer a simple straightforward relation between centrality and such geographic 

entities as the downtown, or the central business district (CBD) (Veltz 1996; 
Scott 2001; Santos et a!. 1994). In the past, and up to quite recently in fact, the 
center was synonymous with the downtown or the CBD. Today, partly as a 

result of the new technologies, the spatial correlates of the center can assume 

several geographic forms, ranging from the CBD to a new global grid of cities. 

Simplifying one could identify three forms of centrality today.' 

First, while there is no longer a direct relation between centrality and geo­

graphic entities such as the downtown, the CBD remains a key form of cen­

trality. But the CBD in major international business centers is one profoundly 

reconfigured by technological and economic change (Abu-Lug hod 1999; Souza 

1994; Beauregard 1991) .  Stephen Graham (this volume) examines the variety 

of impacts of the new technologies on this reconfigura tion, and the chapters on 

Mexico City (Parnreiter, this volume), Beirut (Huybrechts, this volume), 

Shanghai (Rose Gu and Tang, this volume), and Buenos Aires (Ciccolella and 
Mignaqui, this volume; see also Pirez 1994) describe the multiple ways in which 

this can occur. (See also Orum and Chen 2000). 
Second, the center can extend into a metropolitan area in the form of a grid 

of nodes of intense business activity (Veltz 1996; Marcuse and van Kempen 
2000). This is a case well illustrated by recent developments in Buenos Aires 

(Ciccolella and Mignaqui, this volume). One might ask whether a spatial 

organization characterized by dense strategic nodes spread over a 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 subur­

banization or geographic dispersal. Insofar as these various nodes are articulated 

through cyberroutes or digital highways, they form a grid that is a geographic 

correlate of the most advanced type of"center." The places that fall outside this 

new grid of digital highways, however, are peripheralized. This grid of nodes 

represents, in my analysis, a reconstitution of the concept of region. Far from 
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neutralizing geography, the grid is likely to be embedded in conventional forms 

of transport infrastructure, notably rapid rail and highways connecting to air­
ports. Ironically perhaps, conventional infrastructure can to maximize the eco­
nomic benefits derived from telematics. I think this is an important issue that 

has been lost somewhat in discussions about the neutralization of geography 
through telematics. 

Third, we are seeing the formation of a transterritorial "center" constituted 

via telematics and intense economic transactions. It consists of the multiple and 
diversifYing inter-city links that take place partly in electronic markets and 
transactions and partly through the intensifYing circulation of goods, informa­

tion, firms, and workers. In this regard this is both a territorialized and deterri­

torialized space of centrality. It requires both a specific logic for territorial 
development and the infrastucture f or global networking technologies 

(Graham, this volume). The work of developing a city's capability for "housing" 

global city functions is well described in all the chapters focused on specific 
cities and regions in this book (See Parts Two and Three, this volume). These 
chapters show us how the development of global city functions entails a whole 

new logic for territorial development; to achieve this takes enormous resources, 

both private and governmental, and it takes re-regulation of crucial sectors by 

governments. The chapters in Part One show us the formation of cross-border 

networks that connect cities through technology, business transactions, firms' 

affiliates, and airline travel. The most powerful of these new geographies of 

centrality at the interurban level binds the major international financial and 

business centers: New York, London, Tokyo, Paris, Frankfurt, Zurich, 

Amsterdam, Chicago, Los Angeles, Sydney, and Hong Kong, among others.9 

But this geography now also includes cities such as Sao Paulo and Mexico City. 
The intensity of transactions within this geography, particularly through the 

fi.nancial markets, trade in services, and investment, has increased sharply, and 

so have the orders of magnitude involved. We are also seeing emergent regional 

geographies of centrality; as is illustrated by the case of Sao Paulo in the Mercosur 

free-trade area (Schiffer, this volume) and by the relation between the participat­

ing entities in the Iran-Dubai corridor (Parsa and Keivani, this volume). 

The specific processes through which new spaces of centrality are consti­

tuted can also be expected to have an impact on inequality between cities and 

inside cities. We would expect these processes to reorganize particular features 

of space inside each city and region and to reorganize their articulation with 

national and global economic circuits (For a broad range of perspectives see, 
e.g., Tardanico and Lungo 1995; Keil 1 993; Sum 1999; Persky and W ievel 

1994; Nijman 1996; Landrieu et al. 1998). There is an expectation in much of 

the literature about ICTs that they will override older hierarchies and spatial 

inequalities through the universalizing of connectivity that they represent. The 



chapters in this book suggest that this is not quite the case. Whether it is the 
network of financial centers and foreign direct investment patterns discussed in 
this chapter, or the more specific examinations of the spatial organization in 
particular cities, the new technologies have not reduced hierarchy nor spatial 
inequalities even as they restructure space. Nor have socioeconomic inequalities 
been reduced in the cities examined here. (For other cities, see, e.g., Baum 1997; 
Elliott 1999; Fincher and Jacobs 1998; King 1 995; Abbott 1996; Gugler 2002). 
And this is so even in the face of massive upgradings and state-of-the-art infra­
structure in all of the cities examined in this book. 

There is little doubt that connecting to global circuits has brought with it 
a signifi cant level of development and expansion of central urban areas and 
metropolitan grids of business nodes, and considerable economic dynamism. 
But various forms of spatial unevenness have not been reduced; on the contrary, 
all these chapters show growing spatial fragmentation even as economic 
dynamism and spatial upgrading of expanding areas inside these cities and 
regions have also occurred. Further, the pronounced and sharpened orientation 
to the world markets evident in high-growth economic sectors in these cities 
suggest a diminished, or at least changed, integration with their national 
economies, their regions, and the larger economic and social structure inside 
these cities. Cities have typically been deeply embedded in the economies of 
their immediate region, indeed often reflecting the characteristics of the latter; 
and they still do. But cities that are strategic sites in the global economy tend, 
in part, to disconnect from their region.10 This conflicts with a key proposition 
in traditional scholarship about urban systems, namely, that these systems pro­
mote the territorial integration of regional and national economies. There has 
been a sharpening inequality in the concentration of strategic resources and 
activities between each of these cities and others in the same country, though 
this tends to be evident only at fairly disaggregated levels of evidence. For exam­
ple, Mexico City today concentrates a higher share of some types of economic 
activity and value production than it did in the past, but to see this requires a very 
particularized set of analyses, as Christof Parnreiter (this volume) shows us.11 
Though with different modalities, this also holds for Buenos Aires (Ciccolella 
and Mignaqui, this volume) and Sao Paulo (Schiffer, this volume) 

T H E  I N T E R S E CT I O N  O F  S E RV I C E  I N T E N S I T Y  A N D  GLO BA L I Z AT I O N  

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 is the sharp growth in the globalization of eco­
nomic activity; this has raised the scale and the complexity of transactions, 
thereby feeding the growth of top-level multinational headquarter functions 
and the growth of advanced corporate services. With qualifications, this also 
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holds for multisite firms that operate only nationally. Thus while these firms 
need not negotiate the complexities of international borders and the regulations 

of different countries, they are still faced with a territorially dispersed network 
of operations that requires centralized control and servicing. 

The second process we need to consider is the growing service intensity in 

the organization of all industries. By this term I mean that today firms in all 
sectors of the economy-from mining and manufacturing to finance and con-. 
sumer services-buy more intermediate service inputs. This has contributed to 

a massive overall growth in the demand for producer services, including finan­
cial, accounting, insurance, communications, and maintenance services.12 The 
key process from the perspective of the urban economy derived from this grow­

ing demand f or services by firms in all industries is the fact that cities are pre­
ferred production sites for such services, whether at the global, national, or 
regional level. Hence the increase in service intensity in the organization of all 
industries has had a significant growth effect on cities beginning in the 1980s 
in the North Atlantic and in the 1990s in Latin America and Asia. The chap­
ters on Mexico and Sao Paulo examine these issues in great detail (see this vol­

ume). As a result we see in cities the formation of a new urban economic core 
of flnancial and service activities that comes to replace the older, typically man­

ufacturing-oriented core. Some of these cities cater to regional or subnational 
markets; others cater to national markets, and yet others cater to global mar­

kets. Seen analytically, globalization changes the scale and adds complexity to 
these patterns of urban growth. 

In the case of cities that are major international business centers, the scale, 
power, and proflt levels of this new core suggest that we are seeing the forma­

tion 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 finance, since the 
late 1970s there have been dramatic changes in the structure of the business and 
financial sectors as well as sharp increases in the overall magnitude of these sec­
tors and their weight in the urban economy. (See, generally, Graham and 
Spence 1997; Harris and Fabricius 1996; Moulaert and Scott 1997). Second, 
the ascendance of the new finance and services complex, particularly interna­

tional finance, engenders what may be regarded as a new economic regime 
(Sassen 2001: chapters 1 and 10). That is, although this sector may account for 

only a fraction of the economy of a city, it imposes itself on that larger econ­

omy. Most notably, the possibility for superprofits in finance has the effect of 

devalorizing manufacturing insofar as the latter cannot generate the superprof­
its typical in much financial activity. 

But not everything in the economy of these cities has changed. There are 
continuities and many similarities with cities that are not global nodes. Rather, 
the implantation of global processes and markets has meant that the interna-



tionalized 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 vari­
ous economic activities and outcomes. This has had devastating effects on large 
sectors of the urban economy. High prices and profit levels in the internation­
alized 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 displacement, as, for example, neighborhood shops tai­
lored to local needs are replaced by upscale boutiques and restaurants catering 

to new high-income urban elites. 
These trends became evident in the late 1 980s in the global cities of the 

North and in the early 1 990s in a number of major cities in the developing 
world that have become integrated into various world markets: Sao Paulo 
(Schiffer, this volume), Buenos Aires (Ciccolella and Mignaqui, this volume), 

Bangkok, Taipei, and Shanghai (Rose Gu and Tang, this volume), Beirut 
(Huybrechts, this volume), and Mexico City (Parnreiter, this volume) are only 
a few examples. As in the North, also here the new urban core was fed by the 
deregulation of various economic sectors, ascendance of finance and specialized 

services, and integration into the world markets. The opening of stock markets 
to foreign investors and the privatization of what were once public 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. 
It is important to recognize that manufacturing remains a crucial sector in 

all these economies, even when it may have ceased to be a dominant sector in 
major cities. The interaction between manufacturing and the producer services 
is complex and the subject of disagreement." In my research (2001) I have 
found that even when manufacturing-and mining and agriculture, for that 

matter-feeds growth in the demand for producer services, its actual location is 
of secondary importance in the case of global level service firms. Thus whether 

manufacturing plants are located offshore or within a country may be quite 
irrelevant as long as these plants are part of a multinational corporation likely 
to buy the services from those top-level firms. Moreover, a key proposition in 
my global city model (2001 : Preface to the New Edition) is that the territorial 
dispersal of plants, especially if international, actually raises the demand for 

producer services. This is yet another meaning, or consequence, of globaliza­
tion: the growth of producer service firms based 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 fi nancial and business transactions that either have 
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nothing to do with manufacturing, as is the case in many of the global financial 

markets, or for which manufacturing is incidental, as in much merger and 

acquisition activity centered as it is on buying and selling firms rather than the 

buying of manufacturing firms as such. 

THE LOCAT I O N A L  A N D  I N S T I T U T I O N A L  E M B E D D E D N E S S  O F  

G LO BA L  F I N A N C E  

Several of the issues discussed thus far assume particularly sharp forms in the 

emerging global network of financial centers. The global financial system has 

reached levels of complexity that require the existence of a cross-border net­

work of financial centers to service the operations of global capital .14 This net­

work of financial centers increasingly differs from earlier versions of the 

international financial system. In a world of largely closed national financial 

systems, each country duplicated most of the necessary functions for its econ­
omy; 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 offshore 

markets and a relatively small number oflarge banks, the international system 
consisted of a string of closed domestic systems. 

The global integration of markets makes many of these activities redun­

dant and makes collaboration a far more complex matter, one that has the effect 
of sharpening the division of labor within the network. Beyond the necessary 

range of specialized services present in all these centers, we now also see a trend 

toward the formation of specialized capabilities that partially differentiate cen­

ters and simultaneously integrate them into a larger global network. This con­

figuration also promotes the formation of strategic alliances. In this context 

London and New York with their enormous concentrations of resources and 

talent continue to be powerhouses in the global network for the most strategic 

and complex operations of the system as a whole. They are the leading exporters 

of financial services and typically part of any major international public offer­

ing, whether it is the privatization of British Telecom or of a large public sec­

tor utility in Latin America. Similarly, the formation of the Eurozone is 

strengthening the position of Frankfurt and of Paris, each of which is, in turn, 

becoming part of a crisscross of alliances among major European centers. 

The incorporation of a growing number of financial centers is one form 

through which the global fmancial 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 
c 
Ill destinations of investment therewith grow in number. The financial centers of 
c 
� many countries around the world are increasingly fulfilling gateway functions 
Ill 
c for the circulation in and out of national and foreign capital. Gateway functions 
Ill 
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emerge as a key mechanism for integration into the global financial market. In 
contrast, among key functions in leading centers are the production of innova­
tions to package the capital flowing in and out. Further, most of the complex 
operations involved in gateway functions tend to be executed by many of the 

top investment, accounting, and legal services firms, through affiliates, 
branches, direct imports of those services, or some other form of transfer. Thus 
the development effects, even in the narrow sense of building these types of 
skills, may well be quite limited. These gateways for the global market are also 
gateways for the dynamics 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 join the exodus: for instance, during the Mexico crisis of 
December 1994, we now know that the first capital to flee the Mexican mar­

kets was national, not foreign. 

In my reading the globally integrated financial system is not only about 
competition among countries as is typically assumed. The trend is toward an 

increase in specialized collaborative efforts among these centers. Further, inso­

far as markets are integrated, growth overall is maximized through growth in all 
centers. The crisis in Tokyo or Hong Kong does not create advantages for other 

centers, except perhaps in some very particular segments of the market. The 
sharp growth of London, New York, Paris, or Frankfurt is in part fed by the 

global network of financial centers. The global capital market needs a network 
of state-of-the-art financial centers. Hence simply to reduce the interaction 
among even the leading cities in the network to competition is inadequate. For 
instance, there is little gain for the larger financial system in Hong Kong's or 

Tokyo's decline. Since its inception, Hong Kong has been a strategic exchange 
node for firms between China and the rest of the world, as well as among all 
the overseas Chinese communities (Meyer, this volume). Few other centers in 
the world can replicate this advantage, but they can benefit from Hong Kong's 
specialized roleY Today, even after a severe crisis, Hong Kong still has one of 
the most sophisticated concentrations of advanced services that puts it in the 
group of top-ranked centers. A parallel argument can be made for Tokyo: even 
as its economy is in crisis, it will continue to be a crucial cog in the global finan­
cial system given its enormous concentration of financial resources and its role 
as the leading exporter of capital in the world." The interactions among finan­
cial centers are multifaceted, and competition is just one element. 

The rapid growth of electronic networks and markets raises a question 
about the ongoing importance of financial centers.17 Insofar as the latter com­
bine multiple resources and talents necessary for executing complex operations 

and servicing global firms and markets and insofar as this combination cannot 
easily be relocated to electronic space, financial centers will remain important. 
The question then becomes: How far can the new communications technolo-
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gies go in eliminating the need for actual financial centers and the network of 

such centers, especially given the increasingly global and electronic nature of the 
capital market.18 An important distinction in my research on the subjet is that 
between centers and exchanges: financial centers cannot be reduced to their 

exchanges. They are part of a far more complex architecture, and they encom­
pass far more than exchanges. It is far easier to make a financial exchange elec­

tronic than a fi nancial center. The next two sections develop these issues. 

I N  T H E  D I G I TA L  E RA: M O R E  C O N C E N T RAT I O N  T H A N  D I S P E RSAL? 

What really stands out in the evidence for the global financial industry i s  the 

extent to which there is a sharp concentration of the shares of many financial 
markets in a few financial centers.19 London, New York, Tokyo (notwithstand­
ing a national economic recession), Paris, Frankfurt, and a few other cities reg­
ularly appear at the top and represent a large share of global transactions. 

London, followed by Tokyo, New York, Hong Kong, and Frankfurt account for 
a major share of all international banking. London, Frankfurt, and New York 
account for an enormous world share in the export of fi nancial services. 

London, New York, and Tokyo account for more than one-third of global insti­
tutional equity holdings, and this as of the end of 1997 after a 32 percent 
decline in Tokyo's value over 1996. London, New York, and Tokyo account for 
58 percent of the foreign exchange market, one of the few truly global markets; 

together with Singapore, Hong Kong, Zurich, Geneva, Frankfurt, and Paris, 
they account for 85 percent in this, the most global of markets. 

This trend toward consolidation in a few centers even as the network of 
integrated financial centers expands globally also is evident within many coun­
tries. In the United States, for instance, New York concentrates a dispropor­
tionate share of the leading investment banks and international exchanges. 
Sydney and Toronto have equally gained power in their respective 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 have gained share and functions from respectively Rio de 
Janeiro in Brazil and New Delhi and Calcutta in India. One might have 
thought that such large countries with multiple cities and powerful economies 
could sustain several major financial centers. In France, Paris today concentrates 
larger shares of most fi nancial sectors than it did ten years ago, and once­

important stock markets like Lyon have become "provincial," even though Lyon 
is today the hub of a thriving economic region. Milano privatized its exchange 
in September 1997 and electronically merged Italy's ten regional markets. 
Frankfurt now concentrates a larger share of the financial market in Germany 
than it did in the early 1980s, and so does Zurich in Switzerland, which once 

· had Basel and Geneva as significant competitors. Further, the trend towards the 



consolidation of one leading financial center in each country is a function of 
rapid growth in the sector, not of decay in the losing cities. 

There is both consolidation in fewer major centers across and within coun­
tries and a sharp growth in the numbers of these national centers that become 

part of the global network as countries deregulate their economies. Sao Paulo 

and Bombay, for instance joined the global financial network after Brazil and 
India (partly) deregulated 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 centers. Today the leading, typically foreign, 

financial, accounting, and legal services firms enter their markets to handle the 
new cross-border operations. Though they add to the total volume in the global 
market, incorporation typically happens without a gain in the share of the 

global market that they can command even as capitalization may increase, often 

sharply, and enrich investors. 
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 concen­

tration of market shares in the leading global and national centers? Both 
globalization and electronic trading are about expansion and dispersal beyond 
what had been the confined realm of national economies and fl oor trading. 
Indeed, one might well ask why financial centers matter at all. 

WHY TH E N E E D  F O R  C E N T E R S  I N  THE GLOBAL D I G I TAL E R A ?  

The continuing weight o f  rna jor centers is, i n  a way, countersensical, as is , for 
that matter, the existence of an expanding network of financial centers. The 

rapid development of electronic exchanges, the growing digitization of much 
financial activity, and the fact that fi nance produces a dematerialized and hyper­
mobile product, all suggest that location should not matter. In fact, geographic 
dispersal would seem to be a good option given the high cost of operating in 
major fmancial centers. Further, the last ten years have seen an increased geo­
graphic mobility of financial experts and financial services firms. 

There are, in my view, at least three reasons that explain the trend toward 
consolidation in a few centers rather than massive dispersal (Sassen 2001) .  
Several of the chapters in  this volume also provide u s  with detailed empirical 
specifications of some of these trends (see especially Garcia; Schiffer; 
Parnreciter; Meyer). 

a) The importance �(social connectivity and central functions. First, while ICTs do 

indeed enable geographic dispersal of economic activities without losing system 
integration, they have also had the effect of strengthening the importance of 
central coordination and control functions for firms and even for markets. 

Indeed for fi.rms in any sector, operating a widely dispersed network of branches 
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and affiliates and operating in multiple markets has made central functions far 
more complicated. Their execution requires access not only to top talent but 
also, more generally, to innovative milieux-in technology, accounting, legal 
services, economic forecasting, and all sorts of other, many new, specialized cor­
porate services. Major centers have massive concentrations of state-of-the-art 
resources that allow them to maximize the benefits ofiCTs and to govern the 
new conditions for operating globally. Even electronic markets such as NAS­
DAQand £•Trade rely on traders and banks that are located somewhere, with 
at least some in a major financial center. 

One fact that has become increasingly evident is that to maximize the ben­

efits ofiCTs firms need not only the infrastructure but a complex mix of other 
resources. Most of the value added that these technologies can produce for 
advanced service firms lies in so-called externalities-material and human 
resources such as state-of-the-art office buildings, top talent, and the social net­
working infrastructure that maximizes connectivity. Any town can have fiber 
optic cables, but this is not sufficient (see Garcia, this volume; Graham, this 
volume; Meyer, this volume). 

A second fact that is emerging with greater clarity concerns the meaning 
of"information." There are two types of information (Sassen 2001 :  chap. 5 and 

7) . One is the datum, which may be complex yet is standard knowledge: the 
level at which a stock market closes, a privatization of a public utility, the bank­
ruptcy of a bank. But there is a far more difficult type of"information," akin to 
an interpretation/evaluation/judgment. It entails negotiating a series of data 

and a series ofintepretations of a mix of data in the hope of producing a higher­
order datum. Access to the first kind of information is now global and imme­
diate from just about any place in the highly developed world thanks to the 
digital revolution. But the second type of information requires a complicated 
mixture of elements, which we could think of as the social infrastructure for 

global connectivity. It is these specialized kinds of social connectivity that give 
major financial centers a leading edge. 

It is possible, in principle, to reproduce the technical infrastructure any­
where, but the same cannot be asserted for specialized kinds of social connec­
tivity. While the leading financial and business centers have the highest levels 
of connectivity, this is a key feature of cities generally, and of spaces of central­

ity particularly. When the more complex forms of information needed to exe­
cute major international deals cannot be gotten from existing databases, no 

matter what a firm can pay, then one needs the social information loop and the 

associated de facto interpretations and inferences that come with bouncing off 
information among talented, informed people. It is the importance of this input 
that has given a whole new importance to credit rating agencies, for instance. 

· Part of the rating has to do with interpretation and inference. When investors 



accept these as "authoritative," they become "information" available to all. The 
process of making inferences/interpretations into "information" takes quite a 

mix of talents and resources. 
In brief, financial centers provide the specialized social connectivity that 

allows a firm or market to maximize the benefits of its technological connec­

tivity. 

b) Cross-border mergers and alliances. Global firms in the fi nancial industry need 
enormous resources, which is leading to rapid mergers and acquisitions of firms 
and strategic alliances among markets in different countries. These are happen­

ing on a scale and in combinations few would have foreseen as recently as the 
early 1990s, with growing numbers of mergers forged among financial services 
firms, accounting firms, law firms, insurance brokers-in brief, firms that need 

to provide a global service. A similar evolution is also possible for the global 
telecommunications industry, which will have to consolidate in order to offer a 
state-of-the-art, globe-spanning service to its global clients, among which are 
the financial firms (see Graham, this volume). 

I would argue that yet another kind of"merger" is the consolidation of elec­
tronic networks that connect a very select number of markets. In the late 1990s 
several financial exchanges sought to form highly integrated alliances. The most 

important and visible of these was the attempted alliance between the London 
Stock Exchange and Frankfurt's Deutsche Borse. The complexities of these 
mergers are such that at this time most of them have failed to sort out the dif­
ficulties. Yet the will to merge continues, and it is likely that workable formu­
las will be built eventually. Europe's more than thirty stock exchanges have been 

seeking to shape various alliances. Euronext (NEXT) is Europe's largest stock 
exchange merger, an alliance among the Paris, Amsterdam, and Brussels 
bourses. The merger created the world's fifth largest stock exchange, with more 

than thirteen hundred listed companies. But it is not only the largest exchanges 
that are merging: in March 2001 the Tallinn Stock Exchange in Estonia and its 
Helsinki counterpart created an alliance. A new pattern toward takeovers is also 
evident among these exchanges, such as the attempt by the owners of the 
Stockholm stock market to buy the London Stock Exchange (for a price of U.S. 
$3.7 billion). This was the fi rst time that a stock exchange faced a hostile 
takeover. While the efforts to form strong alliances have failed, a number of 
looser networks connecting markets have been set up in the last few years. In 
1999 NASDAQ the second largest U.S. stock market after the New York Stock 
Exchange, set up Nasdaq Japan and in 2000 Nasdaq Canada. This gives 
investors in Japan and Canada direct access to the market in the United States.20 
The Toronto Stock Exchange has joined an alliance with the New York Stock 

Exchange (NYSE) to create a separate global trading platform. The NYSE is a 
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founding member of a global trading alliance, Global Equity Market (GEM) 
which includes ten exchanges, among them Tokyo and NEXT. (For a fuller dis­
cussion see Sassen 2001:  chap. 4, 5, and 7.) 

These developments are likely to strengthen inter-city links in the worldwide 

network of about forty cities through which the global financial industry operates. 
We now also know that a major fmancial center needs to have a significant share 
of global operations to be such. Another indication of this intercity system is the 
fact that the worldwide distribution of equities under institutional management 
is spread among a large number of cities that have become integrated in the global 

equity market with deregulation of their economies and the formulation of 
"emerging markets" as an atractive investment destination in the 1990s. In 1999, 

institutional money managers around the world controlled approximately U.S. 
$ 14 trillion. Even as there is a growing number of cities that participate in this 
broad network, there is sharp concentration. Thomson Financial (1999), for 

instance, has estimated that at the end of 1 999, twenty-five cities accounted for 
about 80 percent of the world's valuation of these assets. These twenty-five cities 
also account for roughly 48 percent of the total market capitalization of the world, 

which stood at U.S. $30 trillion at the end of 2000. 
These various centers don't just compete with each other: there is collabo­

ration and division of labor. In the initial stages of deregulation in the 1980s 
there was a strong tendency to see the relation among the major centers as one 
of straight competition among New York, London, and Tokyo, then as today 
the major centers in the system. But in my research on these three centers I 
found clear evidence of a division of labor already in the 1980s. What we are 
seeing now is an additional pattern whereby the cooperation or division of func­
tions is somewhat institutionalized: strategic alliances not only between firms 
across borders but also between markets. There is competition, strategic collab­
oration, and hierarchy. 

c) Denationalized elites and agendas. National attachments and identities are 

becoming weaker for these global firms and their customers. Deregulation and 
privatization have further weakened the need for national financial centers. The 

nationality question simply plays differently in these sectors than it did even a 
decade ago. Global financial products are accessible in national markets and 

national investors can operate in global markets.21 For instance, some of the major 

Brazilian firms now list on the New York Stock Exchange and bypass the Sao 
Paulo exchange, a practice that has caused somewhat of an uproar in financial cir­
cles in Brazil. The major U.S. and European investment banks have set up spe­
cialized 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. 



One wayof describing this process is as an incipient denationalization of cer­
tain institutional arenas (Sassen 1996: chap. 1; 2003). It can be argued that 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 only needs to 
involve strategic institutional areas-most national systems can be left basically 
unaltered. China is a good example. It adopted international accounting rules in 

1993, necessary to engage in international transactions. To use these standards it 
did not have to change much of its domestic economy. Japanese firms operating 

overseas adopted such standards long before Japan's government considered 
requiring them. In this regard the "wholesale" side of globalization is quite dif­
ferent from the global consumer markets, in which success necessitates altering 
national tastes at a mass level. On the organizational side of the global economy, 
the changes are bounded, strategic, and confined largely to what is absolutely nec­

essary. This process of denationalization has been strengthened by state policy 
enabling privatization and foreign acquisition. 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, although allowing the massive 

entry of foreign investment, had never relinquished that control.22 

Major international business centers produce what we can think of as a 
new subculture, a move from the "national" version of international activities to 
the "global" version. Many of the countries that are becoming incorporated into 

the global economic system need to overcome often deeply rooted business cul­
tures that are at odds with key aspects of the new global economic culture. For 

instance, the long-standing resistance in Europe to M&As, especially hostile 
takeovers, or to foreign ownership and control in East Asia, are elements of 
national business cultures that are somewhat incompatible with the new global 
economic culture of liberalizing capital flows and acquisitions of foreign firms. 

I would posit that major cities, and the variety of so-called global business 

meetings (such as those of the World Economic Forum in Davos and other 
similar occasions), contribute to denationalize corporate elites. Whether this is 

good or bad is a separate issue (see Sassen 2001 :  part 3).23 But it is, I would 
argue, one of the conditions for setting in place the systems and subcultures 
necessary for a global economic system. 

I N  C O N C L U S I O N  

Economic globalization and the new information and communications tech­

nologies have contributed to produce a spatiality for the urban that pivots on 
cross-border networks as well as territorial locations with massive concentrations 

of resources. This is not a completely new feature. Over the centuries cities have 
been at the crossroads of major, often worldwide processes. What is different 

today is the intensity, complexity, and global span of these networks, the extent 
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to which significant portions of economies are now dematerialized and digitized, 

hence the extent to which they can travel at great speeds through some of these 

networks, and the numbers of cities that are part of cross-border networks oper­

ating at vast geographic scales. What is also different today is the development 

of cross-border regulatory regimes necessary to accommodate the global eco­

nomic system. Governments have had to produce new legislative instruments to 

privatize and deregulate vast sectors of their economies and to guarantee rights 

of contract and the private property of foreign firms and investors. While typi­

cally formulated for the global and national levels, the impacts of these regimes 

and instruments are made concrete in specific transactions and places: among 

the most important of these are global cities and their inter-city networks. 

The growth of mostly specialized transactions connecting cities contributes 

to patterned networks. These include, among others, the global networks of 

firms' affiliates, the particular architecture of connectivity emerging from the 

interests of those actors with the powers to shape it, the formation of regional 

cross-border hierarchies enabled by free trade zones and international growth 

corridors, the integration of a growing number of fmancial centers into the 

global capital market. All of these are examined in this book. 

Engaging in these highly specialized transactions has required often massive 

transformations in growing portions of these cities. The development of global 

city functions is embedded in infrastructural, structural, and policy developments 

that can amount to a new political, economic, and spatial order in these cities 

alongside the continuing dynamics of older orders. The depth of these transfor­

mations can be partly submerged under the megacity syndrome in some of these 

cities and the fact that large cities tend to have multiple social, economic, and spa­

tial dynamics. The new urban spatiality produced as cities become sites for cross­

border transactions is, then, partial in a double sense: it accounts for only part of 

what happens in cities and what cities are about, and it inhabits only part of what 

we might think of as the space of the city. New articulations with global circuits 

and disarticulations inside the city are thus produced. 

Each of the chapters in this book examines a particular combination of these 

conditions and dynamics. Abstracting, it is possible to identity at least the follow­

ing questions to which these chapters provide often detailed empirical answers. 

Much has been written about the decisive difference that access to 

advanced ICTs makes for firms, markets, and urban economies. In their respec­

tive chapters, Garcia, Graham, and David Meyer examine how economic 

dynamics are embedded in complex configurations and the ways in which this 

sets limits on the capabilities of technology: meeting the technological require­

ments of our era is a necessary but not a sufficient condition for the develop­

ment of the type of economic systems we have today. The ascendance of iCTs 

raises the importance of technical connectivity for firms, markets, and cities. 



But it is becoming clear that the relationship between technical connectivity 

and economic growth is complicated. 
A second issue concerns the scales at which these networking technologies 

operate. Much attention has gone to their globe-spanning capacities and hence 

their overriding of place and locality. Patrice Riemens and Geert Lovink dissect 

the creation of a local digital network aimed at strengthening relations among 

a city's inhabitants and thereby its civic fabric. The multiplication of such local 

digital cities can conceivably produce intercity collaborations leading to the 

emergence of community-oriented cross-border networks. Digital City 

Amsterdam (DCA) was the first major such local network and the best known 

one, and it was emulated by cities worldwide. Riemens and Lovink's analysis 

captures a unique moment in the hisory of these networking technologies in the 

1980s and early 1990s, when they were less common than today so there was 

the need to develop a culture within which these technologies would make 

sense and acquire meaning and usefulness (see, e.g., ADILKNO 1998). This is 

another version of the embeddeness of technical networks examined by Garcia, 

Graham, and Meyer. Riemens and Lovink also examine the diruptive power of 

commercial interests for such civic efforts. The founding, managing, and evolu­

tion of DCA captures a broad spectrum of matters of ten neglected in the more 

general discussions about networking technologies. 

A third issue concerns the capabilities of these technologies for enabling 

widespread connectivity and hence, one might infer, for reducing gaps and 

inequalities. Most of the chapters in this book document the development of 

ICT infrastructure from various angles and in various cities, and find that it has 

contributed to a growth in the spatial differentiation inside cities even as they 

can strengthen their cross-border transactions. Further, although a growing 

number of cities develop better infrastructure and some of their economic sec­

tors experience upgrading and vigorous growth, these conditions do not reduce 

the inequalities in the global hierarchy, as is shown in both Graham's chapter 

and this introduction. This is partly so because the benefits that these tech­

nologies can provide firms, markets, and urban economies are in good part 

predicated on a variety of nontechnical conditions, be it the networks of capi­

tal that Meyer describes for Hong Kong or the impacts of different histories of 

economic advantage in the world economy. 

How these older histories of advantage play into the current dynamics of 

globalization is one of the subjects addressed by Parnreiter for Mexico City, Sueli 

Ramos Schiffer for Sao Paulo, and Ali Parsa and Ramin Keivani for the lran­

Dubai corridor. Sao Paulo and Mexico City have long been dominant cities in 

their national economies, with massive their concentrations of resources and a dis­

proportionate share of national wealth or its control. Does this make a difference 

in their current positioning on cross-border circuits connecting these cities to the 
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global economy and in their national economies? Both Mexico City and Sao 
Paulo, emblematic of other such older cities, have lost enormous numbers of man­
ufacturing companies and jobs, as well as share of national population, all variables 
of enormous significance for certain types of issues. Yet they also account for some 
of the most dynamic sectors in their national economies and control a dispropor­

tionate share of the cross-border transactions of their national economies. 
Parnreiter finds that notwithstanding many aggregate indicators showing declines 
for Mexico City, a more detailed examination shows its enormous and growing 
control over key international processes, which in turn are gaining ascendance in 
the national economy, and how the city has also gained more than any other region 
in Mexico when it comes to some of the leading, highly specialized economic sec­
tors. Understanding the production of these current histories of advantage requires 
using a combination of variables that is not the one frequently used in aggregate 

level studies or in measuring past histories of economic advantage. 
One of the key issues in much discussion about globalization concerns the 

weight of history and the specificities of a city. Except when the subject does 
not warrant it, these chapters examine the trajectories that produced the 
enabling environments for current forms of globalization. It is clear from these 
accounts that many of the so-called effects of globalization are actually the out­
come of explicit and highly developed government policies in each of the coun­
tries and cities involved. These may range from the centrally planned 
development of global city capabilities in Shanghai to the enormous conces­
sions that governments have made to private enterprises in the cases of Sao 
Paulo, Buenos Aires, Mexico City, and the most extreme case, Beirut. 

Another major issue is the extent to which globalization brings with it grow­
ing competition among cities or a division of functions at both the global and 
regional scales. In the case of the global geography of a firm's overseas affiliates, 
examined by Taylor et a!., it is crucial that there exist many cities that offer the 
requisite conditions for successful operation. This is a different inter-city relation 
from that between cities competing for a single factory. Since globalization also 

entails expanding into new areas, including ones that are not necessarily well pro­
visioned, there is a push toward upgrading infrastructures and the built environ­
ment. Firms and markets with global operations require a network of 

well-provisioned cities to execute the operations. At a more specialized level, one 
can identifY a variety of modalities through which this need for a network of cities 
functions and gets implemented. The chapters in this volume examine a broad 
range of particular cases in addition to the framing analysis in this introduction. 

They include Beirut's reconstruction aimed at reentry into various specialized 
global circuits and complementarity with other regional centers; the particular 
division of functions in the emerging Iran-Dubai corridor; the geography of the 

� global network of firms' offices and of airline connections; and Hong Kong's 



deeply embedded networks of capital exchange. In none of these instances can the 

complex inter-city links be reduced to a relation of competition. 

Finally, a key issue concerns the impacts of becoming part of global circuits 

on the cities themselves. Bey ond the aspects discussed above, there are ques­

tions concerning the functioning of various markets, from real estate to labor, 

and questions concerning poverty and income inequality, all addressed by most 

of the chapters in this book. At the heart of these diverse subjects lies the 

broader question about the positive and negative consequences of economic 

globalization for the socioeconomic structure of cities that are global or, at the 

least, have global city functions. The results produced by the research of the 

authors in this volume show, on the one hand, a pronounced upgrading of select 

urban infrastructures and built environments, and on the other, a multiplication 

and sharpening of spatial and social inequalities. 

Let me conclude by summarizing the focus of each part of the book.2' 
In part 1, the focus is on the architecture of networks. The chapters address 

two of the concerns in this book. One is the tension between global span and 

particular sites, explored here through an examination of both the global archi­

tecture of these networks and their interactions with the specific environments 

of different cities. The second concerns the complex interactions between tech­

nical networks and social or economic networks, explored through the cases of 

business networks, capital exchange networks; and transport networks. Garcia, 

Graham, Taylor and his colleagues and David Smith and Michael Timberlake, 

each examine particular instantiations of these issues. (The complex interac­

tions between urban civic networks and ICfs are examined in chapter 12.) 

Using a new and pioneering data set, Taylor, Walker, and Beaverstock map 

the global networks of offices of the leading firms in accounting, law, advertis­

ing, and finance. These networks of offices can be used to classifY cities in terms 

of their participation in cross-border networks. Smith and Timberlake have 

been among the first to develop ways of applying network analysis to cross-bor­
der transactions. In their chapter they focus on air travel networks showing how 

some of the cities in this book and, more generally, in the global networks under 

discussion, have only indirect connections with one another. It brings to the 

fore one of the central concerns in this book, which is to capture the presence 

or absence of cross-border interactions among cities that are in the middle 

range of various global hierarchical networks and, more generally, in the global 

south. It is also an interesting juxtaposition with the evidence presented by 

Taylor and his associates for the geography of offices of some of the most pow­

erful firms in the global economy. Air travel includes a far broader range of 

cross-border transactions than the networks of affiliates in law and finance. 

Part 2 of the book moves to the urban and regional scale and examines the 

role of leading cities in the internal articulation of cross-border regions and in 
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locating the region on global circuits. In several regards this is further developed in 
part 3, which examines cities as nodes in cross-border networks. Parnreiter's exam­
ination of Mexico City shows us its location on multiple global circuits and the 
complex history of economic internationalization that characterizes the country. In 
their chapter, Parsa and Keivani focus on the emergent Dubai-Iran corridor in the 

Hormuz Strait. Though little discussed in Western scholarship on these issues, it 
plays a crucial role in the decentered map of the global economy presented in this 
part of the book Under current economic and political conditions as described in 

the chapter, older cross-border networks are becoming reactivated and new ones 
are being formed. There is an emergent division of functions between Dubai, 
which has positioned itself as a leading financial and trading center in the region, 
and southern Iran, which has the labor and land resources lacking in Dubai and 
the other members of the United Arab Emirates. Schiffer examines the role of Sao 

Paulo in articulating the South American region, specifically the range of transac­
tions encompassed by the Mercosur free-trade agreement. Schiffer shows us that 
Sao Paulo is at the intersection of regional cross-border circuits and global circuits, 
and that it is the leading global node in the region. Eric Huybrechts examines the 
rebuilding of Beirut under a leadership intent on reconnecting the city to key 
global circuits both in finance and port-linked trade. This has become a largely 
physical and technical process, and has proceeded without attending to the need 
for internal reconciliation after a long and brutal war. 

The chapters in part 3 examine the work of developing the infrastructures, 
urban spaces, and policies necessary for global city functions. Except for chapter 
12, all chapters in part 3 focus on the restructuring of urban space to enable 
global city development. Each captures a particular combination of conditions 
that dominates this process and might also be evident in other cities in the 
world: a long history of economic interdependence with a major global power, 
either central government planning or private corporate leadership aiming at 

connecting a city to global circuits, and private and foreign investment-led 
restructuring of urban space. Meyer, long a student of Hong Kong, examines the 

role of this city as a strategic node for capital exchange between China and the 
world. What is extraordinary in this history is the extent to which it is Hong 
Kong's social connectivity that produced and reproduced this strategic role. The 

actors changed in terms of their origins and nationalities and their competitive 
advantages, but the machinery that secured Hong Kong its privileged role con­
tinued to grow. Meyer focuses particularly on the difference that the new com­
rimnication and information technologies might make for this historic role. In 
contrast, Felicity Rose Gu and Zilai Tang show us how tight government con­
trol, leadership and initiative in Shanghai are producing the technical connec­
tivity that might give this city a key role in global networks. The question that 
jumps out of this detailed account of the constructing of the technical base is 



whether Shanghai can produce the social connectivity that is the crucial factor 

for maximizing the benefits of technical infrastructure. Pablo Ciccolella and 

lliana Mignaqui have done some of the most extensive and detailed research on 

the new forms of sociospatial polarization evident in Buenos Aires. Their chap­

ter documents the actual work of developing a city's capabilities to host global 
city functions, and examines the urban fabric that is being configured. Riemens 

and Lovink examine the capacity of the new networking technologies to 

strengthen local interactions inside a city. Theirs is one of the first detailed 

accounts of the formation of Digital City Amsterdam, the most famous of the 

urban public digital spaces and the first freenet of its kind. Being among the 

founders and active participants in the project and the larger public media cul­

ture that made it possible, they dissect the trajectory of this experiment until its 

current transformation into a private enterprise. The efforts and setbacks they 

describe are a microhistory that is taking place in multiple cities around the 

world as people struggle to make these new technologies work for them. 

N OT E S  
1 .  For illuminating examinations o f  the general issue o f  cultural complexity, see Hannerz 1992; 

Appadurai 1 996; Maldonado 1997; Low 1999. 
2.  In this sense, global cities are different from the capitals of erstwhile empires, in that they are 

a function of cross-border networks rather than simply the most powerful city of an empire. There 
is, in my conceptualization, no such entity as a single global city as there could be a single capital 
of an empire; the category "global city" only makes sense as a component of a global network of 
strategic sites. The corporate subsector which contains the global control and command functions 
is partly embedded in this network. 

3. This distinction also matters for questions of regulation, notably regulation of cross-border activ­
ities. If the strategic central functions-both those produced in corporate headquarters and those pro­
duced in the specialized corporate services sector---are located in a network of major fillancial and 
business centers, the question of regulating what amounts to a key part of the global economy will entail 
an effort different from that which would be the case if the strategic management and coordination 
functions were as dispersed geographically as the factories, service outlets, and affiliates generally. 

4. There are multiple specifications to this argument. For instance, the development of fi nan­
cia( instruments that represent fixed real estate repositions the latter in various systems of circula­
tion, including global ones. In so doing the meaning of capital fixity is partly transformed and the 
fixed capital also becomes a site for circulation. For a fuller elaboration see Sassen 2001, chapter 2. 

5. In contrast to the notion of globalization as signaling the transformation of the world into a 
single place or as denoting the "global human condition," it can be argued that globalization is also a 
process that produces differentiation. But the alignment of differences is of a kind very different from 
that associated with such differentiating notions as national character, national culture, national soci­
ety. For example, the corporate world today has a global geography, but it isn't everywhere in the 
world: in fact it has highly defined and structured spaces; it also is increasingly sharply differentiated 
from noncorporate segments in the economies of global cities or countries where it operates. There is 
homogenization along certain lines that cross national boundaries and sharp differentiation inside 
these boundaries. The hierarchical nature of global networks is yet another form of differentiation 
even within the somewhat homogenized geography of centrality discussed earlier. Globalized forms 
and processes, though homogenizing, tend to have a distinct geography. (For discussions of particular 
aspects, see, e.g., Bonilla et al. 1998; Ong and Nonini 1997; Staeheli 1999; Cochrane, Peck, and 
Tickell 1996; Clark and Hoffman-Martinot 1998; Eade 1996; Olds et al. 1999). 
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6. We need to recognize the specific historical conditions for different conceptions of the inter­
national or the global (Arrighi and Silver 1999; Isin 2000; Ong and Nonini 1 997). Today there is 
a tendency to see the internationalization of the economy as a process operating at the center, 
embedded in the power of the multinational corporations and, in the past, in colonial enterprises. 
One could note that the economies of many peripheral countries are thoroughly internationalized 
because of high levels of foreign investment in all economic sectors, and of heavy dependence on 
world markets for "hard" currency (see Parnreiter, this volume; Ciccolella and Mignaqui, this vol­
ume). What the highly developed countries have is strategic concentrations of firms and markets 
that operate globally, the capability for global control and coordination, and power. This is a very 
different form of the international from that which we find in the global South. 

7. The fact of systemic conditions in the new geoeconomics is a significant factor for the question 
of regulation. The orders of magnitude and the intensity of transactions in the North A dan tic system 
facilitate the formation of standards even in the context of strong differences between the United 
States and Continental Europe in their legal, accounting, antitrust, and other rules. It is clear that even· 

though these two regions have more in common with each other than with much of the rest of the 
world, these differences matter when it comes to the creation of cross-border standards. The fact of 
shared Western standards and norms, however, in combination with the enormous economic weight, 
has encouraged the circulation and imposition of U.S. and European standards and rules on transac­
tions involving firms from other parts of the world. There is a sort of globalization of Western stan­
dards. Much has been said about the dominance of U.S. standards and rules, but European standards 
are also evident, for instance in the new anti-trust rules being developed in central and eastern Europe. 

8. There is a fourth case, which I have addressed elsewhere (2001), that consists of electroni­
cally generated spaces of centrality. 

9. In the case of a complex landscape such as Europe's we see in fact several geographies of cen­
trality, one global, others continental and regionaL A central urban hierarchy connects major cities, 
many of which in turn play central roles in the wider global system of cities: Paris, London, 
Frankfurt, Amsterdam, Zurich. These cities are also part of a wider network of European finan­
cial/cultural/service capitals which articulate the European region and are somewhat less oriented 
to the global economy than the top five listed above. And then there are several geographies of mar­
ginality: the East-West divide and the North-South divide across Europe as well as newer, more 
finely grained divisions. In eastern Europe, certain cities and regions, notably Budapest, are rather 
attractive for purposes of investment, both European and non-European, while others will increas­
ingly fall behind, notably in Rumania, Yugoslavia, and Albania. \Ve see a similar differentiation in 
southern Europe: Madrid, Barcelona, and Milan are gaining in the new European hierarchy; 
Naples, Rome, and Marseille are struggling. 

10. For instance, the globalization of investment banking and fund management, two areas in 
which New York firms are major players, may well have been more important in strengthening 
London's position as a financial center than England's national growth per se. In the original 1991 
edition of The Global City I posited that the globalization of markets reduces the importance of 
national economic health for rna jor cities to thrive as international business centers-not necessar­
ily a desirable feature of the global economic system. I found this trend again in the research for the 
second edition (2001). For instance, several European countries with thriving stock markets have 
had slow economic growth and high unemployment throughout the 1990s. Schiffer (this volume) 
and Parnreiter (this volume) fmd similar patterns in, respectively, Sao Paulo and Mexico City. 

1 1 .  This also holds in the highly developed world. For instance, the Paris region accounts for 
more than 40 percent of all producer services in France, and more than 80 percent of the most 
advanced ones. New York City is estimated to account for between a fourth and a fifth of all U.S. 
producer services exports though it has only 3 percent of the U.S. population. London accounts for 
40 percent of all exports of producer services in the United Kingdom. Similar trends are also evi­
dent in Zurich, Frankfurt, and Tokyo, all located in much smaller countries. 

12. We can think of the producer services, and most especially finance and advanced corporate 
services, as industries producing the "organizational commodities" necessary for the implementa­
tion and management of global economic systems (Sassen 2001: chap. 2-5). Producer services are 



intermediate services bought by firms. They cover financial, legal, and general management mat­
ters, innovation, development, design, administration, personnel, production technology, mainte­
nance, transport, communications, wholesale distribution, advertising, cleaning services for firms, 
security, and storage. Central components of the producer services category are a range of indus­
tries with mixed business and consumer markets; they are insurance, banking, financial services, real 
estate, legal services, accounting, and professional associations (for more detailed discussions see, 
e.g., Noyelle and Dutka, 1988; Daniels 1991; Veltz 1996). 

13. Indeed, several scholars have argued that the producer services sector could not exist with­
out manufacturing (Cohen and Zysman 1987; Markusen and Gwiasda 1994 ). A key proposition for 
these and other authors is that producer services are dependent on a strong manufacturing sector 
in order to grow. Others disagree (Noyelle and Dutka 1988; Drennan 1992; Drennan, Tobier, and 
Lewis 1996). Drennan, Tobier, and Lewis find that a strong producer services sector is possible 
without manufacturing growth. In a variant on both positions, I (2001: chap. 5) argue that manu­
facturing indeed is one factor feeding the growth of the producer services sector, but that it does so 
whether located in the area in question, somewhere else in the country, or overseas. 

14. For a detailed analysis of and data on the issues discussed briefly here, see Sassen (2001: 
chap. 4, 5, and 7). 

15. Its historic advantage as a nexus between the world and China, and its concentration of 
state-of -the-art specialized services secure a strategic role for Hong Kong. David Meyer's impres­
sive Hong Kong as a Global !Vletropolis is one of the best explanations of this peculiar Hong Kong 
advantage as an intermediary for global networks of capital. See also \ Vasserstein, forthcoming. 

16. For instance, according to the most recent data available, in 1999 Japan had U.S. $1 trillion 
in assets under institutional management and U.S. $10 trillion in savings and similar accounts that 
are about to be deregulated. 

17. Electronic trading will also contribute a radically new pattern whereby one market, for 
instance Frankfiut'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 U.S. Treasury futures listed on screens used by traders all around the United States. 

18. For instance, the typical emphasis in much commentary on the electronic features of the fi1tures 
market in Frankfurt veils the fact that this electronic futures network is actually embedded in a network 
of financial centers. And the brokerage firm Cantor Fitzgerald, which has computerized the sale of 
U.S. Treasury futures, actually has an alliance with the Board ofTrade ofNew York to handle these sales. 

19. Among the main sources of data for the figures cited in this section are the Bank for 
International Setdements (Basle); International Monetary Fund national accounts data; specialized 
trade publications such as the Wall Street journal's WorldScope; Morgan Stanley Capital 
International; The Banker; data listings in the Financial Times and The Economist; and, especially for 
a focus on cities, the data produced by Technimetrics, Inc. (now Thomson Financials). Additional 
names of standard, continuously updated sources are listed in Sassen 2001.  

20. The first step in this alliance includes the installation of terminals a t  ten securities firms in 
Montreal to allow Canadian investors the ability to trade more than five thousand stocks listed on 
NASDAQ.including more than 140 Canadian companies traded in the U.S. markets. 

21. For example, 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 (see, for example, Latin 
American Finance, various recent issues). 

22. For instance, after the crisis erupted in 1997, Lehman Brothers bought Thai residential mort­
gages worth half a billion dollars for a 53 percent discount. This was the first auction conducted by 
the Thai government's Financial Restructuring Authority, which is conducting the sale of $21 bil­
lion in financial companies' assets. It also acquired the Thai operations of Peregrine, the Hong Kong 
investment bank that failed. The fall in prices and in the value of the yen has also made Japanese 
firms and real estate attractive targets for foreign investors. Merrill Lynch has bought thirty branches 
ofYamaichi Securities; Societe Generale Group was set to buy 80 percent ofYamaichi International 
Capital Management; Travellers Group became the biggest shareholder of Nikko, the third largest 
brokerage; and Toho Mutual Insurance Co. announced a joint venture with GE Capital. These are 
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but some of the best-known cases right after the 1997 crisis. Much valuable property in the Ginza­
Tokyo's high-priced shopping and business district- is now being considered for acquisition by for­
eign investors, in a twist on Mitsubishi's acquisition of Rockefeller Center a decade earlier. 

23. Denationalization has multivalence. I fit produces a hollowing out of a national economy it could 
be seen as negative; if it strengthens the human rights regime in a country, as positive (Sassen 2002). 

24. Originally the project on which this book is based was to include Johannesburg and 
Bombay, two key cities for global-city analysis. For various reasons this could not be organized. For 
treatments of these cities see Gugler 2000. 
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The role that communication and information technologies can play in affect­

ing economic outcomes is now widely recognized.' Less certain, however, is our 

understanding of how these technologies will affect the locus of economic 

activity. Emphasizing the enhanced ability of information and communication 

technologies to overcome barriers of time and space, a number of scholars con­

tend, for example, that nonmetropolitan areas are less likely to be disadvantaged 

in the future, given a global economy in which they can access a greater num­

ber and variety of resources (Parker et al. 1995; Hudson 1 995). Others d isagree. 

They contend that proftts and growth opportunities in an information-based 

global economy will be ever more closely linked to transaction costs. Under 

such circumstances, cities-which benefit greatly from economies of agglomer­

ation-will have an even greater economic advantage over nonmetropolitan 

areas than they have today. In fact, cities will themselves be ranked depending 

on their size and importance, with those at the top of the hierarchy serving as 

central hubs and access ramps to the global economy (Gottman 1983; Sassen 
2000; Castells 1989). Some go even further in characterizing the spatial impacts 

of communication technologies, claiming that in a networked, global economy, 

economic activities will become det�rritorialized, with resources and power 

being shif ted from geographically bounded nation-states to large transnational 

fums (O'Brian 1 992). 

This lack of clarity and consensus can be explained, in part, by the fact that 

many analysts neither differentiate among information and communication tech­

nologies in terms of their capabilities nor characterize them according to how 

they are each-given their differences-likely to mediate social and economic 

exchanges.2 Communication and information technologies are hardly the same in 
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these regards. One need only compare, for example, the impact of the railroads 
and the telegraph versus those of the telephone on rural areas. Because the rail­
roads and telegraph were point-to-point technologies, they served to deplete rural 
areas of their resources. In contrast, the telephone, with its meshed, network 

architecture, served instead to reinforce local ties. Today's information-based net­
working technologies are far more varied-as well as variable-than networks in 
the past.3 Defined by software, and supporting almost all forms of communica­
tion, today's advanced networking technologies are extremely flexible and versa­
tile so they can easily be customized to the task at hand. This flexibility means 

that the impact of today's networking technologies will-to a considerable 
degree-be a matter of the social, economic, and political forces driving their evo­
lution. Depending on these forces, networking technologies can be designed and 
deployed either to empower or to weaken the position of parties in an exchange. 

To anticipate the architecture of global networks, this chapter first lays out 
a framework for analyzing and differentiating among networks and their 

socioeconomic impacts. Next it examines how networking technologies will 
likely evolve given the technological, economic, and political forces at work. 
Based on this analysis, the chapter argues that although advanced networking 

technologies have the potential to promote and sustain more decentralized and 
widely distributed economic activities, such an outcomes is highly unlikely 
under the present circumstances. Operating in a deregulated environment, and 

responding to the most lucrative business demands, networked industries will 
design and deploy networks to mirror the existing flow of trade and financial 
transactions between major city regions (Sassen, this volume). Moreover, while 
operating globally, these industries will at the same time base their organiza­
tions in major cities where they can better service their business clients as well 
as interconnect their networks through central international hubs. The existing 
first mover advantages enjoyed by these city regions in the global hierarchy will 
thereby be reinforced as technology networks generate even greater externali­
ties and increasing returns. The increased role of cities and globally networked 
actors will diminish, but certainly not eliminate, the role of nation-states. 

National government will continue to play an active role in the economy-both 
domestically, in setting national priorities, and internationally, by advocating in 
support of national objectives and on behalf of national economic players. 

C O M M U N I CAT I O N  N ETWO R KS 

Communication processes do not occur in a vacuum; they are facilitated and 
sustained by an underlying network of individuals, institutions, and technolo­

gies that provide the means and mechanisms for formulating, exchanging, and 
interpreting information, and for creating the necessary linkages among these 
activities.' As part of the infrastructure, communications networks not only 



support communication processes; they also mediate them, restructuring the 

way in which these processes take place. 
Networking technologies can affect communication processes in a variety 

of ways. For example, they can alter the speed and cost of communication, the 
distance that information can travel within any given time period, the amount 
of intelligence/functionality that can be transferred, the density and richness of 
information flows, the relationships and interdependencies among parties to an 
act of communication, and the perceptions of the parties communicating. 

It is these changes in communication processes-and not the actual deploy­

ment of technology-that eventually give rise to social and economic opportunities 
and impacts. Thus, for example, communications technologies such as fiber optics 

and optical switches, which increase the speed and reduce the cost of communi­
cation, can foster economic growth by permitting a greater number of transac­
tions to take place. Similarly, search engines and filtering devices, by restructuring 
economic relationships and directly linking consumers to the products and serv­
ices that they desire, can eliminate the role of traditional middlemen. 

The technical characteristics of communications networks also affect the 
way in which networking providers are structured and organized, and the rate 
at which networking technologies are likely to be deployed and diffused. Thus, 

for example, the higher the fixed costs ofbuilding network facilities, the greater 
the number of users and applications required to support them, and the greater 

the likelihood that network providers will vertically integrate themselves (Gong 
and Srinagesh 1997). Likewise, the more interoperable the components of a 

network, the lower the costs, the more rapidly it will be diffused, and the greater 

the prospects for competitive provisioning. 
Because the impacts of communication technologies are indirect, however, 

socioeconomic changes are likely to take place in an evolutionary fashion.5 
Moreover, the path such change follows is not direct; it zigzags and meanders in 

response to the openings and obstacles encountered along the way; Technology 
advances, for example, are tempered by social and economic forces as well as by the 

historical conditions under which new technologies are brought into use. Made in 
the context of existing institutional structures, laws, and practices, technology 
choices will depend on who the key decision makers are; how they perceive their 
needs, interests, and objectives in the light of new technology; and the power and 

authority that they have to determine events. To anticipate the architecture of 
global networking technologies, all these variables must be taken into account. 

N E TWO R K I N G  T E CH N O LO G I E S 

Although communications networks have many properties in  common, they are 

not all alike. They differ with respect to the components that constitute them, 
their architectures, as well as the capabilities that they can support. Together, 
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these three network aspects help to determine the socioeconomic impacts of 

networking technologies. 

Network Components 

Each network component performs a function essential to the communication 

process. Network components serve not only to determine the capabilities of 

networks, but also the relationship among their parts. Equally important, com­

ponents have an impact on the power relationships within a network as well a� 

on the way in which industry players organize themselves to provide services 

(Hakansson and Johanson 1 993). Netw ork functions can be executed via hard­

ware, software, or human "ware." 

Whatever their makeup, network components are functionally interde­

pendent; so they must work together for communication to take place. Because 

of the interdependencies among components, any network changes with respect 

to them will have far-reaching repercussions (Antonelli 1992). For example, the 

interdependencies of networking components give rise to both positive and 

negative externalities. Thus, for example-up until a certain point-adding 

another participant to a network will likely enhance the value of the network 

for existing participants. Similarly, new network applications are likely to 

increase the value of existing applications as well as the value of the network to 

users (Boyers 1986 ). On the other hand, td the extent that they cause conges­

tion, additional applications and users can give rise to negative externalities.6 

These interdependencies and externalities explain why networks, once they 

gain momentum, assume path dependent trajectories (Arthur 1989:  1 16-13 1) .  
Having become part o f  an established network, users tend to  get locked in. 

Unwilling to forgo the positive externalities, they are likely to stay put. Because 

networks represent a large installed base, users are, moreover, unlikely to pur­

chase incompatible components. Instead, they may postpone the adoption of 

new technologies-even w hen new components are far superior to old ones­

until their entire network can be written off. On the other hand-and for the 

same reasons-if a number of users come to constitute a critical mass moving 

to a new technology, others will likely jump on the bandwagon, fearing that 

they will be left behind (Farrell and Saloner 1987) .  
Network interdependencies are also a source of constraint. Because a net­

work's performance is limited by its weakest link, each component is a poten­

tial bottleneck. In today 's computer networks, bottlenecks can occur in many 

places: the rate at which data can be sent from the computer's memory to the 

network; the time required for data to pass through the links; and the time that 

switches take to route data to another network node. Unblocking a bottleneck 

in one portion of the network, however, may serve only to exacerbate the prob­

lem by generating bottlenecks elsewhere. 



Bottlenecks, it should be noted, are also a source of network power and 

control. Not surprisingly, network providers often seek to gain control over bot­

tleneck facilities as part of their business strategies. Given network interdepen­

dencies, businesses can leverage control of the bottleneck to gain a competitive 

advantage in all component markets throughout the network. Such control can 

be achieved-as some claim Microsoft has done with its operating system-by 

owning a critical network standard (Farrell and Saloner 1987; Morris and 

Ferguson 1993). Or companies may try to gain control by buying up and verti­

cally integrating the bottleneck into their business. To this end, many tradi­

tional carriers are today seeking alliances and/or buying up stakes that control 

set-top boxes, cable modems, and Internet portals. 

Network Architecture 

When network components are considered together and in relationship to one 

another, they have a definable structure. This structure and the rules that gov­

ern how components function within the network constitute the network's 

architecture. Although some communications networks are more pronounced 

and concrete than others, all have an architecture, which serves to structure and 

constrain the way in which communication takes place. 

The transportation network, for example, is a complex hierarchical net­

work of roads, rails, shipping routes, and airways. Although the network has 

many disparate parts, it appears seamless to the user. Despite its fixed nature, 

the network is somewhat flexible insofar as it can carry a wide range of cargo 

along a number of alternative distribution routes (Tennenhouse et al. 1995) .  

Capacity and quality, however, are distributed unevenly. Each network consists 

of layers of distribution channels that are linked together into hubs arranged 

and spoked out in a decreasing order of size. 

People-based networks also exhibit architecture, and with equally signifi­

cant consequences (Scott 1998). Consider, for instance, social networks such as 

kinship groups or caste systems. As in any communication network, informa­

tion is formulated, exchanged, and distributed by an integrated set of function­

ally related components-in this case individuals acting in roles-in accordance 

with certain rules and protocols. Over time, patterns of human communication 

generate a lasting structure that takes on an existence all its own.7 Embedded in 

a complex set of social relationships, human-based communication networks 

tend to be closed, inflexible systems, both reflecting as well as reinforcing the 

powers that be.8 

Virtual networks-such as the Internet-are no exception to the rule. 

Although they can be dynamically reconfigured, virtual networks also have an 

architecture that serves to mediate information flows. However, whereas the 

architecture in physical networks is determined by the fixed relationships 
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between links and nodes, and in social networks by the psychological ties that 

bind, in virtual networks the structure is to be found in the logical relationships 

that are written into the software code (Mitchell 1991) .  

Network Capabilities 

Taken together, network components and network architecture help to deter­

mine network capabilities and, hence, the range of applications that networks 

can support. These capabilities are described below. Although they are listed 

separately, network capabilities are interdependent and thus may serve to rein­

force one another, or alternatively involve trade-offs-as, for example, in the 

cases of capacity versus cost, or flexibility versus functionality. 

Network Capacity. Capacity is generally measured in terms of bandwidth over 

some measure of time-the number of bits per second. Bandwidth require­

ments will differ, depending on the application, the specific needs of users, as 

well as on the location and number of users. Generally speaking, however, the 

richer the application, the higher the capacity requirements .9 To accommodate 

future educational, e-commerce, and scientific applications in a distributed 

computer environment, networks with gigabit capacity and even higher will be 

required. 

Network Reach. Network media differ in terms of their reach. For example, 

some media-such as geosynchronous satellite systems (GEOS)-have a wide 

footprint and thus are inherently more capable of providing reach than others. 

Other technologies-if they are interoperable and interconnected on a broad 

enough basis-can also be used to provide global services. For example, the 

Internet, given its widely accepted TCP/IP standards, can provide worldwide 

communication irrespective of the transmission media used to provide services. 

Information Density. Like network reach, the density of information flows is, in 

part, a function of the media employed and the applications they can support. 

Thus, a fiber optic network that supports multimedia applications will be far 

richer in information than a narrow-band network that can support voice alone. 

Information density is also related to network architecture and, in particular, to 

the mode of communication that it supports. A real-time, two-way interactive 

multimedia communication-such as videoconferencing-will be richer in 

information than a communication carried out in a one-way point-to-multi­

point store and forward mode. Functionality is also a factor. The more process­

ing capacity in a network, the more information can be targeted to the most 

appropriate recipients and/or tailored to a user's particular needs . 



Modes of Communication. Network coverage will also be affected by the mode in 

which communication takes place. Communication can occur, for example, on 

a one-to-one basis (point to point); a one-to-many basis (point to multipoint); 

and on a many-to-many basis (multipoint to multipoint). Communication can 

also be one-way and asynchronous, as in the case of the telegraph or e-mail. Or, 

it can take place synchronously, in real time, on a two-way interactive basis, as 

in the cases of a telephone conversation or a real-time videoconference. 

Generally speaking, the mode of communication determines the topology of 

the network and, with it, the structure of communication flows. 

Network Costs. Network costs comprise the resources required to build, operate, 

and supply network services. Because of the externalities associated with net­

work interdependencies and the potential for joint production, the provisioning 

of all networking services are subject to significant economies of scale and 

scope. Putting facilities into place generally entails high up-front and long-lived 

capital investments. Once a network is built, however, the cost of adding users 

approaches zero. This cost structure plays a critical role in defining many net­

working parameters-from the size and organization of networked industries 

to patterns of deployment and use. 

Network Versatility. Network versatility refers to the extent to which a commu­

nications system can support a wide range of applications and services. 

Versatility is a function of the capacity and processing capabilities of a network, 

the way in which information is formatted, as well as the level of interoperabil­

ity among network components and network applications. Versatility helps to 

determine the types of services that can be provided, the costs of these services 

and the rate of their deployment, as well as the structure and business strategies 

of networking industries. 

Network Flexibility. Network flexibility refers to the ease with which a network 

can be modified and reconfigured. Network flexibility is determined by a num­

ber of interrelated factors, including: (1) the location of intelligence in the net­

work; (2) the technical characteristics of network components; (3) the level of 

interoperability; ( 4) the degree of network unbundling; and (5) the level of 

competition within the networking industry. Flexible networks reduce the costs 

of provisioning services, promote competition and product diversity, and 

enhance user control. 

Network Accessibility. Network accessibility refers to the ability not only to 

access a network, but also to take full advantage of the myriad opportunities and 

functionality associated with networking technologies. Accessibility is related 
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to five major factors: ( 1) patterns of deployment and diffusion; (2) cost of serv­

ices; (3) levels of interoperability; (4) rules for interconnection; and (5) techno­

logical complexity and ease of use. 

Network Functionality. Network functionality 1s a measure of the extent to 

which communications networks can execute processes and procedures in the 

course of communicating information. Functionality depends on network 

capacity and the extent and distribution of intelligence within the network. 

Functionality provides a number of benefits. At the level of systems operations, 

for example, it increases both the efficiency and effectiveness of networking 

operations. Network functionality reduces the need for network administration, 

and thus for large-scale, hierarchical operations; microlevel functionality greatly 

increases users' opportunities and choices. 

N E TWO R KS ,  I N FO R M AT I O N ,  A N D  E C O N O M I C  O R GA N I ZATI O N  

Care must be taken not to generalize about the effects of networking technolo­

gies. Their impact will depend not only on their technical capabilities, but 

also-a factor just as important-on the social and organizational context in 

which these technologies are deployed. Thus, to assess the potential impact of 

networking technologies, one needs to consider them in relationship to their 

intended purposes and the specific environment in which they will be used. 

To anticipate the impact of today's advanced networks on the global econ­

omy, three interrelated factors must be taken into account. First, it is necessary 

to understand the fundamental role that information and communication play 

in the economy, and the incentives to which it gives rise. Second, based on that 

role, one needs to determine the criteria for economic success and how, in the 

light of communication flows, these criteria drive economic outcomes and the 

organization and location of economic activities. Third, it is necessary to con­

sider how a change in communication patterns, brought about by new techno­

logical advances, might lead to different types of outcomes. 

The Role of Information and Communication in the Economy 

Information and communication are inherent in coordinating and sustaining all 

economic activities. The exchange of information, for example, is at the heart 

of the market system. Capitalism depends on it both to allocate resources effi­

ciently and to  generate and disseminate knowledge essential for innovation and 

economic growth. Likewise, within firms, the delivery of timely and accurate 

information is key to decisions about whether to enter or exit markets; how to 

secure financing; how to organize and manage workers effectively; and how t� 

distribute and market goods . 

The time, energy, and money spent in gathering, processing, and using eco-



nomic information entail considerable costs, typically referred to as transaction 

costs (Williamson 1 985). The level of transaction costs is a function of uncer­

tainty and the inclination and opportunity for economic actors to cheat one 

another.10 Such conditions are most likely to prevail, for example, when eco­

nomic activities are carried out at great distances from one another; when there 

are many different economic actors who--rarely interacting-are unknown to 

one another; when market information is unavailable or unevenly distributed; 

and when production processes, worker skills, and products and services are 

highly differentiated and not substitutable. Not surprisingly, transaction costs 

and the value of economic information have increased over time as markets 

have expanded in scope and as economic processes and products have become 

more complex (North and Thomas 1 973). 

High transaction costs not only reduce economic returns; they also inhibit 

economic growth. In fact, when transaction costs become too high, markets cease 

to exist (Ackerlof 1970). Thus, in the face of rising information costs, a wide 

range of social, political, economic, and technological mechanisms have been 

adopted to cope with them. Among these, for example, have been a reliance on 

social norms, the use of close-knit social networks, the establishment of geo­

graphically based trading regions, the imposition of political rules and regulations, 

as well as the deployment of networking technologies (Putnam 1993). 
Though such mechanisms can solve the problem of transaction costs in the 

short term, they are unsustainable in the long run. For, while reducing informa­

tion-related costs in one part of the transaction chain, these solutions serve simul­

taneously to generate new transaction costs elsewhere in the chain, thereby 

creating anew the need for organizational and technological innovations. In the 

economic reshuffling that follows, those who are best positioned to access infor­
mation and to employ it strategically are likely to be winners, while those 

excluded from access will fall behind. This sequence is depicted in figure 1 .  

Networks and the Rise of the National Economy 

As described by Sassen in chapter 1, this sequence of interactions is today leading 

to both the unbundling of the nation as a spatial unit of production as well as the 

rise of other spatial units and scales. To understand how networking technologies 

can engender such changes, it is useful to examine the dynamics among the 

model's four components over time to see how vertically integrated firms and 

national markets have been linked to advances in networking technologies. 

Consider, first, the market before the age of transport, when economic 

activities were confi ned to the town square. As the market existed then, neither 

economic and social relationships nor products were highly differentiated. In 

this context, proximity and overlapping relations reduced transaction costs, 

making markets more efficient. Buyers and sellers were known to one another. 
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F I G U R E  1 

C O P I N G  W I T H  T R A N SACT I O N  COSTS 

Scale & Scope 

of the Market 

Transaction Costs 

Social Norms 

Geographic Boundaries 

Social Networks 

Political Prescriptions 

Location & 
Organization of 

Economic Activities 

/ 
Product and Process Standards 

IT -based Networks 

Given their common expectations and established level of trust, credit was gen­

erally available, and social sanctions served to some degree to constrain people 

from exploiting one another. W hen necessary to prevent monopoly practices, 

local authorities intervened, setting caps on prices and interest rates. 

Improved transportation-in particular, large sailing ships-led not only to 

the extension of markets over much larger geographic areas; innovative prac­

tices were also required to reduce the increased uncertainties associated with 

markets operating on such scale. Thus, trading intermediaries emerged who 

specialized in accumulating, transporting, and distributing market information, 

as well as in brokering and financing deals and exchanges. ' '  As trade grew and 

became more complex, trade was organized-much as Sassen describes the 

global hierarchy of city economies today-not only horizontally across time and 

space, but also vertically according to intermediaries' roles and functions in the 

overall scheme of economic affairs.12 Thus, at the bottom of the rung were the 

small local fairs and merchants who conducted minor transactions, most often 

involving perishable goods. Next up the ladder were larger fairs frequented by 

long-distance merchants who dealt in more expensive luxury items. Just like the 

major financial centers of today, at the top of the pyramid were bankers and 

large merchant families whose revolving fund of cash and credit linked all the 

players.n 

Although these networks of intermediaries were essential, they also intro­

duced new uncertainties and bottlenecks into the economy, thereby skewing the 

flow of trade and financial transactions and concentrating it in a given geo­

graphic location.Just as New York, Paris, Frankfurt, Tokyo, and London play a 

central role today in the global economy, so Venice, Genoa, Lisbon, Antwerp 



and Amsterdam, were major information hubs for the Mediterranean economy. 

Take the case of Venice. To secme its place, the city's political leaders partnered 

with the private sector to build a vast commercial shipping infrastructure-the 

galere da mercato. Complementing this transportation infrastructure was an 

elaborate network of commercial institutions, all working together to reduce the 

costs of transacting. These tightly knit social, economic, and political relation­

ships confined in one geographic locale not only reduced transaction costs; they 

also gave rise to significant economies of agglomeration as well as a first mover 

advantage."  More and more trade was attracted to Venice as a result. 15 

As the model above might suggest, these city-based networks were unable 

to support the emergence of national markets, integrated within a territorial 

state. The transaction costs were simply too high. To develop national markets, 

it was necessary not only to transcend the barriers of time and space but also to 

overhaul the feudal sy stem. For such purposes, state intervention was required 

(Polanyi 1957). Social and economic forces, working together, also played a 

critical role. W ith the increasing density of the market, a new merchant class 

emerged, with a distinct culture of its own (Lux 1990). These merchants set 

national standards of behavior that helped to unifY the disparate cultures and 

political jurisdictions that made up the nation, thereby reducing the transaction 

costs and risks associated with trade (Hirschman 1977). 

To carry out these fundamental and far-reaching social, economic, and 

political changes, only an advanced and tightly networked communication sys­

tem would suffice (Braude! 1992a). Nowhere was the impact of an advanced 

network infrastructure better illustrated than in the development of a mass 

market in the United States. Here, the telegraph and the railroads greatly 

increased the size and scope of the market, and--of equal importance-pro­

vided the means by which businesses could revamp their operations and re­

organize their activities for mass production (Chandler 1977). W ith the 

expansion of trade came new risks and thus the need for even greater informa­

tion, coordination, and control. Economic activities took on such complexity 

that the previous means of minimizing transaction costs no longer served. 

Thus, instead of relying on intermediaries to process and convey market infor­

mation, businesses sought to eliminate the need for many middlemen by stan­

dardizing their processes and vertically integrating their organizations 

(W illiamson 1 951;  Giedion 1954). 

The Urban/Rural Divide 

By changing the nature and distribution of transaction costs, networking tech­

nology expanded markets and redirected the location of economic activities. 

Above all, increases in the size and scope of markets, together with the vertical 

integration of firms, fostered the growth of urban economies at the expense of 
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rural areas. Prior to the industrial era, for example, rural economies had been 
relatively self -sustaining (Swanson 1990) . Although populations and resources 
were sparse, the agricultural economy did not require the extensive differentia­

tion of roles. Thus, low population densities did not disadvantage rural com­
munities. Equally important, rural communities were able to compensate for 

their remoteness and thin institutional structures by taking advantage of their 
dense social relationships and cooperative norms (Ensiminger 1978: 295). In 

the industrial economy, in contrast, rural communities found themselves at a 
distinct disadvantage. The vast network of transportation and communications 
technologies that fostered and sustained industrialization channeled resources 

away from rural communities and helped create conditions for economic suc­
cess that rural communities were increasingly unable to fulfill. 

To compete in the new economy, rural communities required-at a mini­

mum-access to advanced transportation and communication networks. These 
communities, however, typically lagged urban areas in the diffusion process. 
Because of the high fixed costs entailed in constructing networks, networking 
providers focused on deploying technologies first to high-density urban areas 

where the costs of deployment were lower and could be shared across a wider 
and more lucrative customer base. As a result, favorably situated businesses in 

high-density urban corridors usually enjoyed a head start of several decades in 
utilizing networking technologies, thereby gaining a significant competitive 
advantage (DuBoff 1 983 ). 

Having access to networking technologies was no guarantee of economic 
success, however. In fact, many networking technologies favored urban 
economies over rural ones by vastly increasing the scale and scope of the 

national market.16 Using the telephone and telegraph, for example, businesses 
were able to expand their spheres of operation and centralize decision making 
in distant headquarters. As firms extended their reach, transaction costs 

increased, forcing firms to become larger and larger. While urban communities 
had the resources to support business organization on such a grand scale, rural 
economies did not. 

The advent of the mass media also reinforced the development of a 
national marketplace, exacerbating the growing disparity between rural and 
urban areas. With the emergence of inexpensive popular magazines such as the 
Saturday Evening Post, the Ladies Home journal, and Country Gentleman, small 

local retailers who had once served their communities with little competition 
su·ddenly faced a succession of new challengers-department stores, mail-order 
companies, and chain stores. 

The development of modern highways reinforced this uneven pattern of 
development and its socioeconomic impacts. Although road building brought 
rural and urban areas closer together, it forced many small communities to deal 



with urban values for the first time. Highways also stimulated massive rural 
outmigration. Concomitantly, by encouraging specialization in agriculture, 

highways reduced the need for farm labor, inducing many rural residents to seek 
urban jobs. Highways also contributed to population decentralization. Nonfarm 

employment expanded in the hinterlands along freeways and modern roads. 
Industrial belts grew up in the towns and countryside along highways, espe­

cially in the southern and border states. The nation's midsize cities linked by 
freeways also grew at the expense of rural communities. 

A N T I C I PAT I N G  CHA N G E S  I N  THE N E TWO R K E D  E C O N O M Y  

Just a s  new networking technologies restructured economic relationships i n  the 
past, advanced networks are engendering significant changes in the organiza­
tion and location of economic activities today. To anticipate their impact, we 
must first identify the distinct attributes of today's networks and the forces 

likely to determine their evolution. 

Major Technology Advances 

Technology advances are greatly enhancing the capacity of all networking tech­

nologies, allowing faster communication and denser communication flows. This 
improved capacity is likely to have a synergistic effect. It will reduce network­
ing costs and increase the applications and functionality that can be supported 
and hence the demand for network services. 

Network Reach. Technology advances are greatly extending network reach. Most 
notable in this regard are advances in satellite technology. Satellites are inher­

ently more capable of providing greater reach at lower cost than other tech­
nologies. Because of their reach, geosynchronous satellite systems (GEOS) 
have traditionally been used to transmit broadcast signals and voice over very 
long distances. With the development of very small aperture terminals 
(VSATs), businesses can now leverage satellite's long-range broadcast capabili­

ties to build private networks. At the same time, GEO technology continues to 
advance, bringing more efficient, higher capacity satellites to the fore.'7 
Satellites rotating in orbits close to the earth-such as medium Earth-orbiting 
satellites (MEOS) and low 

. 
Earth-orbiting satellites (LEOS)-offer even 

greater reach, allowing communication services to be relayed almost anywhere 
in the world .18 

The Density of Information Flows. Not only is network coverage likely to be 

extended spatially. Equally important, today's advanced networking technolo­
gies also allow much richer and denser information flows (Evans and Wurster 
1 999). One major factor contributing to richer information flows is digitiza-
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tion.19 Digital switching and data processing are the centerpieces of modern 

networking. Given this convergence, networks are becoming more and more 

versatile, so they can support a wider range of applications and services. The 

development of lightwave technology and advances in compression technolo­

gies also allow for greater information density. With the use of laser systems and 

dense wavelength division multiplexing (DWDM) on a single fiber, it is possi­

ble to transport 40+ channels of information yielding capacities up to 2 ter­

abytes (2 trillion bits per second).20 Today, such high-capacity, 

high-performance f1ber optic networks are being built to expand coverage 

across the globe. For example, between 1 996 and 1999, transatlantic cable 

capacity increased approximately tenfold. 

Network Accessibility. Not surprisingly, given these developments, today's net­

works are likely to be more accessible than ever bef ore. Advanced networking 

technologies will not only be more evenly deployed; new services and applica­

tions will be provisioned much more quickly. Wireless technologies will play a 

major role in this regard. Today's wireless technologies are not only less costly 

than wireline technology, they increasingly match-if not exceed-wire-line 

technologies in terms of performance.21 Unlike wire-line technologies, wireless 

technologies are independent of distance. Moreover, they can be rapidly 

deployed and are easy to maintain. In addition, because wireless systems pro­

vide service on a point-to-multipoint basis, their capital costs can be shared 

across all users, instead of-as in the case of wire-line systems-on a customer­

by-customer basis." Equally important, wireless technologies can be deployed 

in response to demand, so costs are not fixed but variable. Also, because these 

costs are incurred only when customers purchase the service, the return on cap­

ital is quicker, and hence the cost of capital much lower. Likewise, wireless 

operators are unlikely to have stranded capital; they can easily redeploy their 

systems if their customers relocate or terminate their services (Arora and 

Nagpaul 1 998). Deployment will also be fostered by greater network versatility. 

Offering multiple services over a common network, vendors can gain consider­

able economies of scale and scope. Moreover, by integrating media content and 

functions, they can add value and create new products and services. 

Network Flexibility. Network flexibility is another new and unique aspect of 

networking today.23 Continued improvements in the performance of computer 

te�hnologies and their convergence with communications technologies have 

allowed for the dispersal of intelligence and control throughout communica­

tions systems. More and more, systems are becoming defined and driven by 

software, which can be easily reconfigured, giving users greater control over 

· network access and use.24 Equally important in this regard is the ability to 



unbundle components from the network, allowing users to separately purchase 

services or functions that were formerly made available only as a single unit. 

Flexibility is also enhanced, given interoperable, modular components. Most 

notable in this regard is the lnternet.25 W ith its modular design and open, inter­

operable communications protocols, the Internet's service interface is totally 

independent of the underlying networking technology as well as the applica­

tions that are in use.26 Thus, new networks and applications can be added with­

out fundamentally altering the basic system (Computer Science Research 

Board 1994). 
Network Functionality. Today the software that drives the network is itself 

becoming more intelligent, greatly enhancing the ability of networks to carry 

out intelligent tasks. In contrast to traditional software, which treats data and 

procedures independently, today 's object-oriented programs integrate data 

together with the procedures that operate on that data in an "object." W hen 

data and procedures are combined in this fashion, a program can instruct an 

object to execute a process that is already embedded in it.27 Because of their 

functionality and modularity, software objects are likely to provide the building 

blocks for the distributed intelligent networks of the future. Object-oriented 

software will also be used to create "intelligent agents" that will be used to auto­

mate an ever-growing number of information-related tasks. As intelligence is 

distributed both horizontally and vertically, network layers are collapsing so 

that technology-based and socially-based networks can jointly execute func­

tions in a virtual space. 

A N T I C I PATI N G  T ECHN OLOGY I M PACTS I N  THE G L O B A L  E C O N O MY 

Given today's technology advances, networks can be both locally based as well 

as globally extended. At the same time, they can target access to customized 

information as well as provide interactive forums for communication and intel­

ligent transactions among multiple actors. Configured in a layered, networked 

architecture, advanced information technologies can greatly enhance the den­

sity and functionality of market transactions, thereby generating the kinds of 

economies of agglomeration that hitherto were available only in tight-knit 

urban markets. How will these technologies affect the organization and loca­

tion of economic activities? To answer this question, one has to consider oppor­

tunities and economic imperatives associated with new technologies and the 

new transaction costs to which they might give rise. 

Opportunities and Imperatives Associated with the Global Economy 

Gaining competitive advantage in a knowledge-based global economy no 

longer depends on efficiency and cost reduction. Increasingly, it depends on 
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businesses' ability to innovate, respond just-in-time, focus on quality, and estab­

lish more cooperative interfirm and intrafirm relationships. To enhance their 

effectiveness, businesses must take advantage of more timely and appropriately 

packaged information to help them shift from business models based on mass 

production to those that center on the concept of flexible, decentralized pro­

duction.28 In this new environment, information will be a primary resource, and 

a prerequisite for the development of all other resources. 

Providing positive externalities and economies of agglomeration, network­

ing technologies will be critical in helping businesses to maximize the value of 

their information resources. Using these technologies, businesses can integrate 

and compress the time from product innovation to marketing to drive demand 

and maximize customer responsiveness. Coupled together loosely, they can 
rearrange their activities around teams and networks to bring together everyone 

involved in the life cycle of a product. Working together and sharing the same 

information, they can carry out all business processes in parallel. This kind of 

networked economic structure reduces the time involved in product develop­

ment and leads to higher quality products. 

As networking technologies and their various functions are brought 

together into integrated and interactive networks, more and more economic 

activities will take place electronically, in a virtual environment. Already, com­

panies are moving more and more key activities on-line (Hoff 2000). Not sur­

prisingly, given these developments, business-to-business e-commerce is 

predicted to increase from $50 billion in 1 998  to $300 billion in 2003; similarly, 

worldwide revenue from application service providers is expected to increase 

from $7.7 billion in 1999 to 22.87 billion in 2003 (Bruno 2000: 161) .  
Worldwide networking technologies are also essential for conducting busi­

ness on a global scale. To fully benefit from the availability of global resources 

and markets, businesses must have a truly transnational perspective that har­

monizes operations in service of a single corporate strategy. Transnational cor­

porations must be able to balance their global operations with the requirements 

of local markets-such as the need to establish special sales channels, service 

contracts, and work relationships. Thus, as companies spread their corporate 

boundaries they will need to make far more complex decisions based on infor­

mation and data that refl ect cultural and political disparities. 

Networked information technologies will similarly be a prerequisite for 

enterprise restructuring and reengineering. Networking technologies can serve 

n0t only to support such activities but also as a catalyst for organizational 

change. In a highly complex and rapidly changing global economy, vertical 

bureaucracies are being pushed to their limits. Businesses everywhere are rear­

ranging their activities to carry them out in networks and teams. Some busi­

nesses, for example, are entering into highly integrated, long-term relationships 



with customers and suppliers; others are setting up short-term ad hoc alliances 
to address a particular problem at hand. Many of these networks, moreover, 

transcend national as well as organizational boundaries. The result has been the 

widespread vertical disintegration of business activities on a global basis.29 

New Sources of Transaction Costs 

Notwithstanding the potential benefi t of networking technologies, their effect 

will depend not only on the technical characteristics and capabilities of 
advanced networking technologies but equally on whether these technologies 
generate new transaction costs, and whether their deployment is accompanied 

by new organizational innovations and institutional mechanisms that can 
reduce transaction costs. In the knowledge-based networked economy, transac­

tion costs and new information bottlenecks will stem from three major sources: 
1) the decline of embeddedness given a shift from hierarchical business rela­
tionships to more atomized market relationships; 2) the potential for bottle­
necks in the network itself; and 3) the lack of well-defined property rights. 

Loss of Embedded ness in a Networked Environment 

As the above historical account makes clear, economic activities and relation­
ships do not exist in a vacuum. They are embedded in a complex set of social 

and organizational relationships that serve to generate knowledge and reduce 
transaction costs (Granovetter 1 985). Thus, one major challenge that businesses 
will face in an electronically networked environment is how to promote these 

locational externalities in the absence of continued face-to-face relationships 
and organizational routines. 

Establishing trust in a networked environment will be particularly chal­
lenging.30 Already, many businesses are finding it difficult to cooperate with 
their networked partners, with whom they have no shared history. As a result, 
businesses often defeat the purpose of computer-integrated manufacturing and 
electronic data interexchange (EDI) by their reluctance to share proprietary 

product data, or to let their customers or competing suppliers share their cost 

data (Everett 1 993; Munday 1992). Failure to share information within firms 
also inhibits partnering, because effective interorganizational relations require 
cooperation across sectors of all related fi rms (Kleiner and Bouillon 1991) .  

New ways of establishing trust and loyalty between management and the 

workforce will also be required. Throughout the industrial era, employees 
worked in a bureaucracy, in what were predictable and somewhat committed 
relationships, exchanging loyalty of service for salary, benefits, and career 
mobility. Today, more and more people work in a variety of settings-home, 
satellite offices, rented or temporary offices, even at the offices of suppliers, 
partners, or competitors; they also were under a variety of arrangements with 
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their employers-part time, contractual, temporary, or some other individually 

negotiated arrangement. Without new social and organizational mechanisms 

for assuring loyalty and compliance under these many circumstances, the trans­

action costs entailed in orchestrating flexible processes, assuring quality, and 

monitoring performance will be exceedingly high. 

An equally serious problem related to embeddedness is that of organiza­

tional learning and innovation. Like trust, learning in a business takes place in 

the context of social interactions. It occurs not by individuals acting on their 

own, but rather in 
·
the course of people working together to execute tasks and 

carry out routines. The shared conventions that result from such interactions 

constitute organizational learning. Providing the basis for innovation, organiza­

tional learning is critical in a knowledge-based economy, where new product 

development and product differentiation are key (Lundvall 1 992). 

Organizational learning is also a competitive resource that serves as a barrier to 

entry.31 Insofar as it is tacit knowledge, which cannot be easily replicated, orga­

nizational learning provides the only sustainable basis for competitive advan­

tage.32 The problem for businesses in a networked environment is how to foster 

and maintain organizational learning in the absence of structured organiza­

tions. 

The Network as Bottleneck 

In the networked economy, the network may itself serve as a bottleneck and 

source of new transaction costs. Because exchange transactions will increasingly 

be carried out electronically and on-line, the network will in many cases con­

stitute the market. Where this occurs, economic outcomes will depend not only 

on the relationship among economic actors, but also on the network's architec­

ture and the type of economic incentives that network service providers face in 

a knowledge-based global economy. 

Network architecture and the rules of access and interconnection will be 

critical in determining their economic impacts. The design and structure of net­

works, for example, will affect the overall efficiency of the economy, the size and 

scope of markets, the ability to conduct trade, the distribution of economic costs 

and benefits throughout the economy, the nature of work, and the quality of 

jobs. To reduce transaction costs, the network architecture must be flexible and 

open. Without such versatility, businesses will be unable to rapidly reconfigure 

their networks to respond to changing circumstances and market demand. Nor 

will they have the leeway needed to customize applications and networks to 

support changing business processes and flexible working relationships. 

Moreover, without the freedom to mix and match a wide variety of network 

components, businesses will be less able to add value and develop new products 

· and services. 



To reap the benefits of networking fully, networks will also need to be inter­

operable and open for interconnection. Proprietary systems with closed stan­

dards increase the cost of doing business and create significant barriers to market 

entry. Open, interoperable systems, in contrast, reduce transaction costs, provide 

greater network flexibility and improved ease of use, and reduce the costs of net­

works. Moreover, given standardized platforms, diffusion will be more rapid and 

equitable, and new products and innovations will be encouraged. 

In the absence of government regulation, network providers-responding 

to the signals of the market-will determine the design and evolution of the 

global network infrastructure. Although network providers are likely to provide 

an integrated platform for electronic commerce, they may be much less inclined 

to offer their networking services on an open and ubiquitous basis. In contrast 

to the downsizing characteristic of many other industries, network service 

providers have little incentive to break up and outsource their operations. To the 

contrary, by integrating infrastructure services and applications, they can bene­

fit not only from economies of scale and scope, but also from the many positive 

externalities associated with networked technologies. Equally important, inte­

grated networks will command higher service prices than nonintegrated net­

works in the marketplace. 

Not surprisingly, network providers are scurrying to take advantages of 

these opportunities. Mergers and acquisitions in the information technology, 

communications, and media industries jumped 97 percent in 1998, to $488 bil­

lion (Reinhardt 1999). Nor are Internet companies immune to these develop­

ments. In fact, given the lack of barriers to market entry, they are far more 

inclined to engage in mergers and acquisitions than established, lower technol­
ogy companies.33 Even in the burgeoning e-commerce area, one can see evidence 

of a trend toward industry concentration. In the short run, the proliferation of 

start-ups and fierce competition is the norm. Over the long term, however, the 

cost barriers associated with acquiring a critical mass of properties, strategic pric­

ing, and advertising are likely to give rise to first mover advantages J' 

The Lack of Well-defined Property Rights 

Property rights are the building blocks of the economy. Prescribing the rights 

and obligations of those engaged in economic activities, they help to determine 

the structure of prices, the allocation of resources, as well as the level and dis­

tribution of consumer welfare (Libecap 1993). Hence the way in which prop­

erty rights are structured will have profound implications for economic 

performance (North 1990). Establishing a property rights regime to maximize 

economic performance is problematic, however. Property rights are not natural; 

they are contrived. Emerging in the context of a struggle for economic and 

political advantage, property rights are more likely to reflect and reinforce exist-
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ing power relations than they are to conform to an ideal set of governance rules 

(Sened 1997). Even given agreement about the need for change, achieving con­

sensus on a new regime will be difficult, requiring bargaining and side payments 

among heterogeneous groups of stakeholders.'5 

Major technological advances such as we are witnessing today will serve to 

challenge existing property rights regimes. As more and more economic activ­

ities are shifted on-line, the value of access and market information increases 

geometrically. As a result, the informal rules that have governed cyberspace 

until now will no longer suffice. Major disputes have already arisen, for exam­

ple, with respect to privacy, security, intellectual property, access and intercon­

nection, as well as to proprietary rights to business practices. 

Resolving these competing claims is likely to go on for a very long time. 

Because the networked economy is global in scope and incorporates such a wide 

range of activities, the number and variety of stakeholder interests that need to 

be reconciled are unprecedented. The level of uncertainty is also high, because 

of our lack of experience with both the technology and the notion of informa­

tion as a commodity. Compounding the problem, there is no universally 

accepted third party or governance structure to resolve competing claims. Until 

there is a clear institutional framework and set of rules for operating in the net­

worked economy, uncertainty and transaction costs will likely abound. 

R EV I S I T I N G  T H E  T H R E E  HYPOT H E S E S  

How do the three hypotheses posited at the outset of this chapter hold up in 

the light of the analysis presented here? Overall, it is clear that-given the com­

plexity of the problem at hand-each of these three scenarios is too starkly 

drawn. Because today's networks are so malleable, in each case there is room for 

considerable leeway. Nevertheless, based on the discussion of the factors laid 

out in this chapter, some conclusions about place/space relationships in a net­

worked economy can be drawn. 

The Shift of Power from the Geographically Based Nation-state to the 

Transnational Firm 

Looking at the evolution of technology alone, the notion that power will shift 

in the future from the geographically based nation-state to the transnational 

firms is quite plausible. Because of the reach and flexibility of today's networks, 

businesses can easily bypass national boundaries, creating their own global net­

works or purchasing worldwide services from the increasing number of global 

service providers. As described by one observer, "The Old World is quickly 

becoming the telecommunications new frontier."36 What this scenario fails to 
take into account, however, are the new transaction costs that are likely to 

emerge in a global economy, and how they might serve to reinforce the need for 



the nation-state. As history bears witness, the more trade has expanded, and the 

greater its value, the more government has intervened, whether to build infra­

structure or to secure property rights . 
In today 's global environment, instituting a private governance structure 

for electric markets presents a much more formidable challenge. 

Notwithstanding the demise of the Soviet Union and the worldwide trend 

toward privatization and market liberalization, economic actors from different 

areas of the world continue to operate in accordance with diverse cultural norms 

and political rules of the game. Thus, some Western firms have found it diffi­

cult to enter foreign markets because they don't understand the unwritten rules 

and information codes of conduct (Orru, Hamilton, and Suzuki 1 989). Equally 

significant, to overcome these institutional trade barriers, or to negotiate a way 

around them, businesses are turning not to their counterparts in other countries 

but rather to their own national governments. 

Especially problematic for the private sector are conflicting perspectives­

both domestically and worldwide-about the nature of information. Some peo­

ple view information as a commodity to be bought and sold in the marketplace; 

others perceive it as a public good to be widely shared; still others consider 

information to be potentially dangerous and want it secured and protected. 

These confljcts over information, although always present, have intensified as 

the value of information has risen. Moreover, these info-skirmishes have given 

rise to market disputes involving f undamental societal issues-among them 

freedom of speech, the protection of privacy , cultural integrity, and national 

security. 

Businesses, moreover, will not go unchallenged in their efforts to redefine 

property rights. Governments, representing a broader citizenry, have their own, 

sometimes competing, interests in securing new governance regimes, especially 

in the area of national security and defense. As proved true in the heated debate 

in the United States over encryption technologies, the property rights regime 

proffered by government and that sought by industry don't always coincide. 

And though global expansion of electronic commerce will y ield numerous eco­

nomic benefits, it will also undermine international mores and accepted rules of 

behavior, creating new sources of political and economic vulnerability. Increased 

terrorism, drug trafficbng, electronic fraud, and money laundering are all likely 

upshots of the growth in electronic commerce-ills that ultimately would force 

governments to intervene. 

New Opportunities for Nonmetropolitan Areas 

The claim that networking technologies will redress the urban/rural divide is 

plausible in a number of key respects. In the past, networking technologies 

enhanced the speed of communications but increased transaction costs, requir-
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ing the establishment of vertically integrated firms, situated in central urban 

locations. In contrast, today's networks offer much greater functionality, allow­

ing them to reduce some transaction costs in the course of communication.37 

Equally important, today's networks, given their decentralized, fl exible archi­

tecture, can, in contrast to the railroads and the telegraph, which served to 

deplete rural areas, reinforce local, horizontal ties. 

By aggregating supply and demand horizontally, networking technologies 

can overcome many of the market failures associated with rural economies and 

generate new economic synergies based on economies of agglomeration. 

Equally important, such networks, when designed to strengthen local and 

regional ties, can provide a counter£ orce to the external drain on local resources 

that might otherwise occur in a globally networked economy. Put more con­

cretely, just as businesses employ networking technologies to establish industry­

based portals, so too might rural communities use these technologies to 

establish regionally based rural portals that can serve as "virtual industrial 

districts ."33 

When operating in a virtual environment, rural and urban areas are more 

likely to be on equal ground. A regional rural portal, for example, would allow 

remote communities from across an entire region to link up and cooperate with 

like communities elsewhere, thereby reinforcing local knowledge, restraining 

destructive competition among communities, and limiting the drain of 

resources to more urbanized areas. :Moreover, by participating in such a regional 

rural portal, rural communities would benefit not only from greater economies 

of agglomeration but also from the external economies associated with indus­

trial districts. These locational economies would serve not only to reduce over­

all costs but to allow communities to use their limited resources in the most 

cost-effective manner. 

Succeeding in such endeavors will be extremely difficult, however. Rural 

communities will not only have to act strategically; they will also need to have 

access to, as well as control over, the design of local networks. While rural tele­

phone cooperatives have a long history of providing communication services to 

their communities, they are less positioned to do so today in an increasingly 

competitive communication marketplace. As in the past, most of the deploy­

ment of advanced networking technologies is being focused almost exclusively 

in large cities and urbanized regions, where demand is highest and the customer 

base the most lucrative.39 \Vhat's worse, a number of large companies in the 

United States are actually abandoning their rural customers. Thus, for example, 

since 1994, US West-which provides service in fourteen states-has sold off 

more than four hundred of its exchanges (Selwyn, Kratin, and Coleman 1999) .  

Even if rural communities were successful in carrying out the economic 

endeavors described here, there would be limits to what they might accomplish. 



In a knowledge-based economy, keeping pace with transaction costs will be an 
uphill battle, notwithstanding the functionality and flexibility of advanced net­
working technologies. More than likely the traditional division of labor 
between urban and rural areas will be maintained, with the former focusing on 

highly complex, specialized goods, and the latter on standardized products 

(Storper 1991).  

The Rise of  Global Cities at the Expense of Nonmetropolitan Economies 

In contrast to the two previous hypotheses, which discount future transaction 
costs, the proposition that a chain of cities will provide the hubs of the global 

economy is premised on the notion that transaction costs are on the rise. 

According to this thesis, in an information-based economy, global cities will be 
advantaged precisely because they are suited best to handle transaction costs, 

given their strong economies of agglomeration. As in the two previous cases, 
there is much to be said for this scenario. However, while emphasizing transac­
tion costs, it fails to take into account the flexible architecture and functional 

capabilities of advanced networking technologies. Given these attributes, we 
can expect that the vertical impetus driving cities to link together at the global 

level may very well be counteracted and balanced by forces that establish hori­

zontal ties, grounding cities and their economies in a larger regional context. 
In the new economy, local places will continue to matter. However, these 

places will not remain untouched by the global expansion of markets; on the 
contrary, in order to survive, local communities will have to redefine themselves 
in relationship to them. Where the local and the global meet, two interrelated 

forces are likely to be at work. On the one hand, globalization is operating to 
eliminate the key economic distinctions that are associated with specific places. 

Thus, for example, we are witnessing the standardization of tastes, technolo­

gies, and techniques on a global scale. However, and somewhat paradoxically, 

this aspect of globalization is giving rise to totally new types of products and 
production techniques that are embedded in territorial locales. '0 

In this globally, networked economy, old industrial cities, which were 

designed to accommodate mass production, will continue their decline. 

However, urbanization will continue apace. Given the breakdown of economic 
and political boundaries, metropolitan areas will extend their connection by 

incorporating urban regions into their vastly expanded networks that stretch 
across the globe (Gereffi and Korezeniewic 1994). At the same time, new 

industrial regions are likely to emerge in places that were previously undevel­
oped.'1 The result is the rise of the "Galactic" city, which extends from one 
major metropolis to another (Lewis 1995). Nation-states will not disappear in 

this new environment. However, they will serve less and less as the geographic 

unit that bounds economic activities and provides a stimulus to economic 
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growth. Nation-states, moreover, will devolve authority both upward and 

downward. More and more they will assume the role of orchestrating a loose 

confederation of regional economies. 

N OT E S  
The author thanks the Institute for Advanced Study, United Nations University (Tokyo) for its 

support, and the Center for Advanced Study in the Behavioral Sciences (Palo Alto, CA), for host­
ing one of the meetings of the research network. 

1. Based on statistical analysis, for example, a number of recent studies have demonstrated clear 
causal links between telecommunications deployment and economic growth. In explaining these 
relationships, researchers have pointed to the abilit/ of telecommunications not only to reduce 
transaction costs within markets; they note that these beneftts also spill over to make other institu­
tions more effzcient (Hardy 1980; Cronin, Parker, et al. 1991: 529-535; Cronin, Colleran, et al. 
1993: 677) 

2. As noted by Kellerman, "[The] hidden dimension of telecommunications, and the technical 
nature of network structures could be counted as major reasons for an almost lack of interest among 
geographers in the topology, structure, and design of telecommunications" (1993). Unfortunately, 
Kellerman, though noting the problem, does not systematically address it. 

3. As described by Fleck, information-based networks can be characterized as "configurational 
technologies" insofar as they can be customized to meet specific needs (1994: 637-652). 

4. A network is a group of functionally related elements that together form a complex whole. A 
communication network can be defined as "a set of interdependent components, each of which per­
forms a function necessary to support, or execute, communication processes." 

5. As described by Braude! with respect to the industrial revolution, "When one is talking about 
social phenomenon, rapid and slow changes are inseparable. For no society exists which is not con­
stantly torn between the forces-whether perceived �s such or not-working to undermine it. 
Revolutionary explosions are but the sudden and short-lived volcanic eruption of this latent and 
long term conflict" (1992b: 537-538). 

6. Thus, flat-rate pricing, while encouraging usage, has led to congestion on the Internet, espe­
cially at the Network Access Points in the United States where most of the traffic between back­
bones is exchanged. As noted by the OECD (2000:9), the average performance of backbone 
networks-as measured by the speed of downloading-declined by 4.5 percent in 1997. 

7. As described by Katz and Kahn, "As human inventions, social systems are imperfect. They 
can come apart at the seams overnight, but they can also outlast by centuries the biological organ­
isms that originally created them. The cement that holds them together is essentially psychological 
rather than biological. Social systems are anchored in the attitudes, perceptions, beliefs, motiva­
tions, habits and expectations of human beings" (1978: 37). 

8. Thus, for example, a single-line voice conversation in a digitized format can be accommo­
dated at the rate of 56 Kbps. High-speed Internet access and medium-quality videoconferencing 
can be provided using basic rate ISDN, which operates at 144,000 bits per second. However, very 
good quality, full-motion teleconferencing will require 2.54 Mbps, while multimedia applications 
will need rates of 45 Mbps and more. 

9. Williamson (1985) refers to these two factors as "bounded rationality" and "opportunism 
with guile." 

10. Commenting on the role of intermediaries in facilitating trade, Braude! notes, for example, 
"Another effect of the organization of the London market was the dislocation (inevitably, in view 
of the scale of the enterprise) of the traditional open market, the public market where nothing could 
be concealed, where producer-vendor and buyer-consumer met face to face. The distance between 
the two was becoming too great to be traveled by ordinary people. The merchant, or middleman, 
had already, from at least the thirteenth century, made his appearance in England as a go-between 

· for town and country, in particular in the corn trade. Gradually, chains of intermediaries were set 



up between producer and merchant on the one hand, and between merchant and retailer on the 
other; along these chains passed the bulk of the trade in butter, cheese, poultry, produce, fruit, veg­

etables and milk. Traditional habits and customs were lost or smashed. Who would have thought 

that the belly of London or the belly of Paris would cause a revolution? Yet they did so simply by 

growing" (1992b, 42). 

11 .  At the bottom of the rung were the small local fairs and merchants who conducted minor 
transactions, most often involving perishable goods. Next up the ladder were larger fairs frequented 

by long-distance merchants who dealt in more expensive luxury items. At the top of the pyramid 
were bankers and large merchant families whose revolving fund of cash and credit served to link 

and bring together all the players. 
12. Six annual fairs alternated every two months, like clockwork, between Champagne and Brie. 

Connecting the trade routes from the Netherlands to northern Italy, these regional fairs provided 
the hub of European economic activity (Braudel 1992a). 

13. Agglomeration economies include scale economies that result from spatial concentration 
instead of the scale of a specific, individual f1rm. Moreover, whenever businesses are concentrated 
together they also benefit from the law of large numbers, which allows them to share risks. 
Agglomeration economies also result from complementarity in labor supply and in production. In 
addition, spatial concentration can foster personal interaction, which in turn generates new ideas, 
products, and processes (Mills and Hamilton 1984). 

14. Seeking to benefit from this expanded trade without sacrificing its own competitive advan­
tage, Venice restricted access to trade-related information, going so far as to segregate and conduct 
strict surveillance over all foreign merchants. As Braude! has described this policy: "All trade to and 
from the Terra Firma, all exports from her islands in the Levant or cities in the Adriatic (even goods 
traveling to Sicily or England) were obliged to pass through the port of Venice. Thus Venice had 
quite deliberately ensnared all the surrounding subject economies, including the German economy, 
for her own profit; she drew her living from them, preventing them from acting freely and accord­

ing to their own lights" (1992a: 228). 
15. The development is clearly illustrated by a convergence of prices across the nation. As 

Richard DuBoff notes with respect to the cotton market, "Data on cotton prices in New York show 
diminishing fluctuations over time. The average spread between lowest and highest prices narrowed 
steadily, except during the Civil War and its aftermath, and the steepest declines in high-low price 
ranges and dispersion of prices from decade averages came in the 1850s-'the telegraph decade,' as 

it might be called" (1983: 257). 
16. Thus, for example, Hughes Electronics has recently announced its plays for Spaceway-a 

$1 .4 billion North American satellite network that would provide high-speed bandwidth for data, 
Internet access, videoconferencing, and other applications on demand. In addition, Space Station 
Lora! now expects to launch a satellite that will carry more than 150 transponders-or the equiva­
lent in on-board digital signaling processing equipment-allowing it to serve multiple regions with 
an unlimited range of applications. Estimates are that between 1 996 and 2002 approximately 155 
G EOS will have been launched (Janders 1999;  Pfeifenberger and Houthakker 1998). 

17. These systems use a number of small satellites rotating in a lower earth orbit, which act like 
cells in a cellular phone system, but instead of being fixed, these satellites are in motion with respect 
to the user. Lower earth orbiting systems are less costly to manufacture and easier to deploy than 
GEOS. In addition, they experience less signal delay, and have fewer power requirements, allowing 
for smaller terminals and more flexible types of services (Sawyer 1998). 

18.  One major technological advance contributing to this trend is digitization-the process of 
transforming analog messages (a spoken word, a picture, or letter) into a signal made up of discrete 
pulses that can be transmitted, processed, and stored electronically. Transmitting digital data is 
much more efficient than transmitting analog data; in digital systems data need not be converted 
into tones simulating a voice signal. Moreover, when in digital form, audio, video, and text-based 
messages can be combined and recombined, allowing information to be integrated in a way that was 
previously impossible. 
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1 9 .  With wave division multiplexing, each fiber optic cable can accommodate multiple channels 
by assigning each data stream a different wave length or color. With dense wave division multi­
plexing, carriers can greatly enhance the capacity of installed fi ber. 

20. Mobile systems were introduced in the late 1980s and early 1990s. They used analog cellu­
lar and cordless telephone technologies. Second-generation systems could digitize speech, allowing 
for advanced calling features and some data services. The idea of a third-generation system, which 
originated in the International Telecommunications Union, was referred to as the future public 
mobile telephone system. Today, the general term is International Mobile Telecommunications-
2000, although the Europeans employ the term "universal mobile telecom systems" (UMTS) when 
referring to their own version of a third-generation system. As originally conceived, IMPTS-2000 
would have a common radio interface and network. It would support higher data rates than do sec­
ond-generation systems, but be less expensive (Computer Science and Telecommunications Board 
1997). 

21. For example, the average cost of a 5-kilometer local loop ranges from $ 1 ,000 to 1! 1 ,800 per 
subscriber. A wireless local loop costs one-quarter to one-third as much as this (Swasey 1999: 44). 

22. In the past, building networks was a highly complicated endeavor, entailing large sums of 
investments, sunk costs, and twenty-year depreciation cycles. To cope with the complexity, amass 
the required capital, and provide the necessary interconnection, network industries were organized 
hierarchically on a monopoly basis. Fixed in hardware, the network was very rigid, making it diffi­
cult to adapt to changing circumstances and needs. 

23. Within the public switched network, this trend is well illustrated by the "intelligent net­
work."\ Vith the advent of powerful microprocessors, high-speed computers, and enhanced mem­
ory devices, telephone companies have been able to locate network intelligence not just in the 
central office switch, but also at nodes throughout the network. Because these intelligent nodes can 
communicate in real time with one another, as well as with software, network providers cannot 
respond to network problems and to changes in user demand, optimize network capacity, and 
ensure greater system and service reliability. Moreover, because software databases and intelligent 
switches can be assessed and modified by customers as well as by service providers, the integration 
of intelligence into the network allows users greater control over the provisioning of their services. 

24. As characterized by Anthony Rutkowski, "The only physical components of the Internet are 
the computers and paths that transit its data; it is the software running on the computers that cre­
ates everything else usually in modularized layers of functionality that allow different activities to 
invoke each other without knowing much about each other's details. It is the software that has 
enabled the amazing diverse deployment of the Internet as well as the applications that run on it" 

(1997). 
25. Unlike networks in the past, the Internet has no center of control. Switching and process­

ing functions are carried out in a nonhierarchical fashion, via routers that are located at the outer 
bounds of the network and that communicate with one another on a peer-to-peer basis. Equally 
important, the most intelligent network functions are situated not in the routers but rather at the 
very edge of the network, in the applications and services. As a result, it is the users who decide 
what content is accessed and which service providers to use (Blumenthal 1999; Gillett and Kapor 
1997). 

26. Object-oriented programming is not only functional; it  is  also efficient to deploy and flexi­
ble to use. Because software objects are entities unto themselves, they can be combined, disassem­

bled, and recombined to create a wide variety of networking applications (Lauden and Lauden 
1998). 

, 27. Flexible, decentralized production systems allow businesses to customize production with­
out sacrificing economies of scope. Using such an approach, businesses seek to control a particular 
market niche rather than maJtimize market size. As a result, scale economies are no longer such an 
important factor for success (Ayers 1 992). 

28. As described by Grabher, "The strategy of vertical integration was successful 'when the pace 
of technological change was relatively slow, production processes were well understood and stan-



dardized, and production runs turned out large numbers of similar products. Today, however, such 
large-scale vertical integration has serious weaknesses: inability to respond quickly to competitive 
changes in international markets: resistance to process innovations that alter the relation between 

different stages of the production process; and relative lack of willingness to introduce new prod­

ucts" (Grabher 1993: 16). 
29. As Storper notes: ' In the American economy . . .  total vertical integration declined from 30 

percent to 21 percent between 1987 and 1997, and even manufacturing vertical integration 
decreased from 30 percent to 27 percent. In most of the specific sectors said to be increasingly flex­

ibly specialized, these declines were even more dramatic' (1997a: 6). 
30. A s  described by Ring and Van den Ven, "Reliance on trust by organizations can be expected 

to emerge between business partners only when they have successfully completed transactions in 
the past and they perceive one another as complying with norms and equity. The more frequently 
the parties have successfully transacted, the more likely they will bring higher levels of trust to sub­
sequent transactions. As the level of trust increases, greater reliance may be placed on the actions of 

the trusted party" (1992: 483). 
31. As described by Michael Storper, "Those firms, sectors, regions, and nations which can learn 

faster or better (achieving higher quality or cheaper price for a given quantity) become competitive 
because other knowledge is scarce and therefore cannot be immediately imitated by new entrants, 
via codified and formal channels, to competitor firms, regions, or nations" (1997a: 31).  

32. Storper refers to these learning resources as "untradable interdependencies." A s  h e  notes, 
"Technology involves not just the tension between scale and variety, but that between the codifia­
bility or noncodifiability of knowledge; its substantive domain is learning and becoming, not just dif­
filsion and deployment. Organizations are knit together, their boundaries defined and changes, and 
their relations to each other accomplished not simply as input-output relations or linkages, but as 
untraded interdependencies subject to a high degree of reflexivity" (1997a, 28). 

33. A s  noted b y  one consulting firm, for the top twenty-five Internet companies, the average 
number of years before significant merger and acquisition activity take place is six years, compared 
with seventy-two years for the top fifty U.S. companies (Business Tfeek 1999). 

34. This kind of integration will not be limited to large scale, infrastructure industries. As 
described by Hoff, "That could prove all the more true thanks to a rapidly emerging new class of 
net middlemen in a wide range of consumer and industrial markets. Online, with few limitations 
of time and geography, these new market makers can quickly generate a virtuous loop ofbuyers and 
sellers whose very presence attracts yet more buyers and sellers. For this reason, they're expected to 
dominate many industries from chemical suppliers to rolled steel (1999). 

35. A s  described by North and Davis, "It is the possibility of profi ts that cannot be captured 
within the existing arrangemental structure that leads to the formation of new (or the mutation of 
old) institutional arrangements" (1971: 39). 

36. Given WorldCom's global reach and British-based Vodafone's bid for the German telecom­
munications firm Mannesmann, a rash of global mergers can be expected. Among those will likely 
be big national players such as British Telecom, Deutsche Telecom, and Japan's NTT (Baker 1999). 

37. One need only consider, for example, computer-integrated manufacturing. CIM improves 

efficiency and product quality because the data describing the engineering parameters of a prod­
uct-once created and stored electronically-can be retrieved by any other member of a project 
team in a form appropriate for his or her needs. Redundancies and discrepancies are avoided 
because everyone uses the same information. 

38. In an industrial district, small and medium-size firms are networked together in a geo­
graphic region. Each fi.rm within the network specializes in some aspect of a common production 
system, allowing them to jointly reap many of the benefits of vertical integration, hitherto available 
only to large firms. 

39. Thus, for example, the top seven metropolitan areas host 62 percent of the nation's Internet 
backbone capacity, and the top twenty-one metropolitan areas 87.5 percent. 

40. Storper has emphasized that the type of globalization that we are experiencing today "opens 
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up markets to products based on superior forms of 'local knowledge'; it consolidates markets and 
leads to such fantastic product differentiation possibilities that markets refragment and, with them, 
new specialized and localized divisions of labor reemerge; and it in some ways heats up the com­
petitive process (albeit among giants), creating new premia on technological learning that requires 
the same firms that become global supply oligopolists to root themselves in locationally specific 
relational assets' (1997b: 35). 

41. Describing the new geography of the networked global economy, as it is presently unfold­
ing, Scott notes: "the developed areas of the world are represented as a system of polarized regional 
economies each consisting of a central metropolitan area and a surrounding hinterland (of indefi­
nite extent) occupied by ancillary communities, prosperous agricultural zones, smaller tributary cen­
ters and the like . . . .  Each metropolitan nucleus is the site of intricate networks of specialized but 
complementary forms of economic activity, together with large, multifaceted local markets, and 
each is a locus of powerful agglomeration economies and increasing return effects. As such they are 
not only large in size but also constantly growing yet larger. These entities can be thought of as the 
regional motors of the new global economy" (1998: 8). 

R E F E R E N C E S  C I T E D  
Abler, R. F. "What Makes Cities Important?" Bel/ Telephone Magazine 49 (2): 10-15. 
Ackerlof; George. 1 970. "The 'Market for Lemons': Qyalitative Uncertainty and the Market 

Mechanism." Quarterly Journal of Economics 84: 488-500. 
Antonelli, Cristiano. 1992. "The Economic Theory oflnformation Networks." 5-25 The Economics 

of Information Networks, edited by Cristiano Antonelli. The Netherlands: North Holland. 
Arora, Suresh, and Alike Nagpaul. 1998. "Broadband \Vireless Solutions for Global Business." 

Telecommunications (September): 83-84. 
Arthur, Brian. 1989. "Competing Technologies, Increasing Returns, and Lock-in by Historical 

Events." EconomicJoumal 99: 1 1 6-131. 
Ayers, R. U. 1992. "CIM: A Challenge to Technology Management." International Journal of 

Technology Mant:�gement (December): pp. numbers here. 
Baker, Stephen. 1999. "Running Scared: Telecoms Are Rushing to Bulk Up before a New Giant 

Emerges." Business U.eek, December 6, 60-64. 
Bluenstein, Rebecca. 1999. "Lucent to Buy Data-Networking Firm." Wall Street Journal, September 

11 ,  6 .  
Blumenthal, Marjorie S. 1999. "Architecture and Expectations: Networks of the World Unite!" pp. 

1-52 in The Promise of Global Networks. Qyeensland, MD: Institute for Information Studies. 
Boyer, Kenneth 1996. "Network Externalities," in Donald L. Alexander, Werner Sichel, Networks, 

lnfrastructU7·e and the New Task for &gulation, Ann Arbor: Michigan, pp. 13-19. 
Braude!, Fernand 1992a, The Perspective of the World: Civilization and Capitalism, 15th-18th 

Centuries. Vol. 3. Berkeley: University of California Press. 
--- . 1992b, The Wheels of Commerce: Civilization and Capitalism, 15th-18th Centuries. Vol. 2. 

Berkeley: University of California Press. 
Bruno, Leo. 2000. "The Broadband Era." The Red Herring, February, 161. 
Business Week 1999. "Internet Companies: Merging Young" December 6, 8. 
Castells, M. 1996. The Networked Society. Oxford: Blackwell. 
Chandler, Alfred D. 1 977. The Visible Hand: The Managerial Revolution in American Business. 

Cambridge, !'viA Harvard University Press. 
Computer Science and Telecommunications Board. 1997. The Evolution of Untethered 

' Communications. Washington, D.C.:  National Academy Press. 
Computer Science Research Board. 1994. Realizing the Future. Washington, DC: National 

Academy Press, 1994. 
Cronin, Francis ].. Elisabeth K. Colleran, Paul L. Herbert, and Steven Lewitzk:·, eds. 1993. 

"Telecommunications and Growth." Telecommunications Policy 17 (December): 677-691.  
Cronin, Francis J., Edwin B. Parker, Elisabeth K. Colleran, and Mark A. Gold, eds. 1991.  



"Telecommunications Infrastructure and Economic Growth: An Analysis of Causality." 
Telecommunications Policy 15 (6): 529-535. 

Davis, L. E., and D. E. North eds. 1971. Institutional Change and American Economic Growth. 
Cambridge, England: Cambridge University Press. 

Dolenga, Howard E. 1992. "Management Paradigms and Practices for the Information Age." 
Advanced Management journal (\Vinter): 25-29. 

DuBoff, Richard. 1983. "The Telegraph and the Structure of Markets in the United States, 
1845-1890." Research in Economic History 8: 253-257. 

Ensiminger, Douglas. 1978. "Rural Neighborhoods and Communities." In Changes in Rural 
America: Games, Consequences, and Alternatives, ed. Richard Rodenfeld et al. St. Louis, MO: 

C.V. Mosby. 
Evans, name, and name Wurster. 1997. "Strategy and the New Economics c£ Information," 

Harvard Business Review (September-October): 73-74. 
Everett, Martin. 1993. "Why Partners Sometimes Part." Sales and Marketing Management (April): 

69-74. 
Farrell, Joseph. 1989. "Standardization and Intellectual Property." ]urimerics]ournal �(Law, Science 

and Technology 30, 1: 35-55. 
Farrell, Joseph, and Garth Saloner. 1987. "Horses, Penguins, and Lemmings." In Product 

Standardization and Competitive Strategy, ed H. Landis Gabel. The Netherlands: North 
Holland. 

Fleck, James 1994. "Learning by Trying: The Implementation of Configurational Technology," 
Research Policy, v. pp. 637-652. 

Gereffi, G., and M. Korezeniewicz, eds. 1994. Commodity Chains and Global Capitalism. Westport, 
CT: Greenwood. 

Giedion, Siegfried. 1954. Mechanization Takes Command: A Contribution to Anonymous History. 

New York: Scribner. 
Gillett, Sharon Eisner, and Mitchell Kapor. 1997. "The Self-Governing Internet: Coordination by 

Design." In Coordinating the Internet, ed. Brian Kahin and James H. Keller. Cambridge: MIT 
Press. 

Gong, Jiong and Srinagesh, Padmanabhan. 1997. "The Economics of Layered Networks," in Lee 
McKingt and Joe Bailey, Internet Economics, Cambridge, MA: MIT Press, pp. 63-76. 

Gottman, J. 1983. The coming if the Tranmational City. College Park, MD: Institute for Urban Studies. 
Grabher, Gernot. 1993. "Rediscovering the Social in the Economics of Interfirm Relations " Pp. 

1-31 in The Embedded Firm; On the Socioeconomics if Industrial Districts, ed. Gernot Grabher. 
New York: Routledge. 

Granovetter, Mark. 1985. "Economic Action and Social Structure: The Problem of 
Embedded ness." American journal if Sociology 93: 481-510. 

Hakansson, Hakan, andJanJohanson. 1993. "The Network as a Governance Structure: Interfirm 
Cooperation beyond Markets and Hierarchies." Pp. 35-51 in The Embedded Firm: On the 

Socioeconomics if Industrial Network, ed. Gernot Grabher. London, UK: Routledge. 
Hardy, Andrew P. 1980. "The Role of the Telephone in Economic Development." 

Telecommunications Policy 4 (December): 278-286. 
Heywood, Peter. 1998. "Brave New York, Brave New Vendors." Data Communications (October): 

61-74. 
Hirschman, Albert 0. 1977. The Passions and the Interests: Political Arguments for Capitalism before 

Its Tl-iumph. Princeton, NJ: Princeton University Press. 
Hof, Robert D. "A New Race of Giants�" Business Week, July 26, 1999, EB 72. 
Hoff, Karla, Avishay Braverman, and Joseph E. Stiglitz 1993. "Imperfect Information and Rural 

Credit Markets." Pp. 33--52 in The Economics if Rum/ Organization: Theory, Practice, and Policy. 

Washington, DC: The World Bank. 
Hudson, Heather E. 1995. Economic and Social Ben�{its if Rural Telecommunications: A Report to the 

World Bank. March. 

-t 
:z: 
... 

,. 
::a 
n 
:z: 

-t 
... 
n 
-t 
c 
::a 
... 

Q 
... 
G'l 
,... 
Q 
• 
,. 
,... 
z 
... 
-t 

:IE 
Q 
::a 
::r: 

z 
G'l 
-t 
"' 
n 
:z: 
z 
Q 
,... 
Q 
G'l 
... 
Ill 



... 

Q 

68 

Janders, Mary. 1999. "High Speed Satellite Data Network Planned." Tech Web (March). 
Joseph, Farrell. 1989. "Standardization and Intellectual Praperty." j urimetrics: journal of Law, 

ScieiUe, and Technology 30 (1):35-55. 
Kalis, Lisa. 2000. "In the Pipeline." The Red Herring, February, 164. 
Katz, Daniel and Robert L. Kahn. 1 978. The Social Psychology �fOrganizatiom. New York: John 

Wiley & Sons. 
Kellerman, Aharon 1993. Telecommunications and Geography, New York, NY: Belhaven Press, p. x:v. 

Kleiner, Morris M. ,  and Marvin L Bouillon. 1991. "Information Sharing of Sensitive Business 
Data with Employees." Industrial Relations 30: 480-491. 

Lauden, Kenneth C., and Jane P. Laudon. 1998. Management Information Systems: New Approaches 
to Organization and Technology. (5th ed.) Saddle River, NJ: Prentice Hall. 

Lazonik, William. 1994. Business Organization and the Myth �f the Market Economy. New York: 
Cambridge University Press. 

Lewis, Pierce. 1995. "The Urban Invasion of Rural America." In The Changi11g American 
Countryside: Rural People and Places, ed. Emery Castle. Lawrence: University Press of Kansas. 

Libecap, Gary D. 1993. Contracting for Property Rights. New York: Cambridge University Press. 
Lundvall, B. A. 1992. National Systems �{Innovation: Toward a Theory �(Innovation and Interactive 

Learning. London: Pinter. 
Lux, Kenneth, 1990. Adam Smith's Mistake: How a M  oral Philosopher Invented Economics and Ended 

Morality. Boston: Shambhala. 
Max, Munday. 1992 "Buyer-Supplier Partnerships and Cost Data Disclosures." Management 

Accounting (June): 28-36. 
Meyers, Cheryl. 1999. '"The Shrinking Telecommunications Food Chain." The Red Herring, 

September. 
Mills, Edwin S., and Bruce W. Hamilton. 1984. Urban Economics. 3rd ed. Glenview, Ill Scott, 

Foresman. 
Mitchell, William J. 1991. City of Bits: Space, Place, and the Infobahn. Cambridge: MIT Press. 
Morris, Charles R., and Charles H. Ferguson. 1993. "How Architecture Wins Technology Wars." 

Harvard Busi11ess Review, March/ April. 
North, Douglas C. 1990. Change and Economic PerformaiUe. Cambridge: Cambridge University 

Press. 
North, Douglas C. ,  and Robert P. Thomas. 1973. The Rise if the Western World: A New Economic 

History. Cambridge, England: Cambridge University Press. 
North, S. N. D. 1 884. History and Present Condition �(the Newspaper and Periodical Press �(the 

United States. Washington, DC: U.S. Government Printing Office. 
O'Brien, R.O. 1992. Global Financial Integration: The End �f Geography. London, UK: Royal 

Institute of International Affiars. 
OECD. Internet Traffic Exchanges: Developments and Policy. Paris: OECD, 2000: p. 9. 
Orru, M., G. G. Hamilton, and M. Suzuki. 1989. "Patterns of lnter-firm Control in Japanese 

Businesses." Organizational Studies 10 (4): 459-474. 
Parker, Edwin B., Heather E. Hudson, Don A Dillman, Sharon Strover, and Frederick Williams. 

1 995. Electronic Byways: State Policies for Rural Development through Telecommunications. 2nd ed. 
Washington, DC: Aspen Institute. 

Peterson, Theodore. 1964. l'vlagazines in the Twentieth Century. 2nd ed. Urbana: University of 
Illinois Press. 

Pfeifenberger, J- P, and H. S. Houthakker. 1998. "Competition to International Satellite 
·. Communication Services." Information Economics and Policy 10. 

Polanyi, Karl. 1 957. The Great Tran.rformation: The Political and Economic Origins if Our Time. New 
York: Beacon. 

Putnam, Robert D. 1993. Making Democracy lfark: Civic Traditions in Modern Italy. Princeton, NJ: 
Princeton University Press. 

Reinhardt, Andy. 1999. "The Main Event: Bernie vs. Mike." Business Week, October 18 ,  44 . 



Ring, Peter Smith, and Andrew H. Van den Yen. 1992. "Structuring Cooperative Relationships 

between Organizations." Strategic Mtm1lgementfournal 13: 483-498. 

Rutkowski, Anthony. 1997. "The Internet: An Abstraction in Chaos." In Internet as Paradigm. 
Qyeensland, MC: Institute for Information Studies. 

Sassen, Saskia. 2000. Cities in a World Economy. 2nd ed. Thousand Oaks, CA: Pine Forge/Sage. 

Sawyer, Douglas. 1998. "Net Satellite Services to Bridge the Gap." Telecommunications 

(September): 24. 

Scott, Allen J. 1998. Regions of the IVorld Economy: The Coming Shape �( Global Production, 
Competition, and Political Order: New York: Oxford University Press. 

Selwyn, Lee, Patricia D. Kratin, and Scott A. Coleman. 1999. Building a Broadband America: The 
Cumpetitive Key to the Future of the Internet. Boston: Economics and Technology. 

Sened, Itai. 1997. The Political Institutions of Private Property. New York: Cambridge University 
Press. 

Shironzu, Norihiko, and Robert L. Siminson. 2000. "Toyota Weighs Joining Web Supply System" 
Wall Street journal, January 14: BlO. 

Storper, Michael 1991. Industrial Economic Devel<>pment and the Regional Question in the Third 
World: From Import Substitution to Flexible Production. London: Pion Limited. 

---. 1 997a. Territorial Devel<>pment in a Global Economy: The Regional World New York: 
Guilford. 

---. 1 997b. "Territorial Flows and Hierarchies in the Global Economy'' In Spaces of 
Globalization: Reasserting the Power of the Local, ed. Kevin R. Cox. New York: Guilford. 

Swanson, Louis. 1990. "Rethinking Assumptions about Farm and Community." in American Rum! 
Communities, ed. A. E. Luloff and Louis E. Swanson. Boulder, CO: Westview Special Studies 
in Contemporary Social Issues. 

Swasey, Laurence. 1999. 'Waiting for a vVireless Local Loop." The Red Herring, March. 
Williamson, Harold, ed. 1951. The Growth oft he American Economy. New York: Prentice Hall. 
Williamson, Oliver. 1985. The Economic Institutions of Capitalism. New York: Free Press. 
\Vingfield, Nick. 1999. "Inside the Tangles of AT&T's Web Strategy." Wall Street journal, October 

13, BL 

0 
... 
G\ 
.... 
0 
• 
,.. 
.... 
z 
... 
-1 
:a: 
0 
:1111 
::0: 
z 
G\ 
-1 
... 
n 
z 
z 
0 
.... 
0 
G\ 
... 
Ill 





C h a p t e r  2 

C O M M U N I CAT I O N  G R I D S :  

C I T I E S  A N D I N F RA S T RU C T U R E 

S t e p h e n  G r a h a m  

"Telecommunications," writes Barney Warf, "is one of the few topics in geog­

raphy that richly illustrates the plasticity of space, the ways it can be stretched, 

deformed, or compressed according to changing economic and political imper­

atives" (Warf 1998:  255). The growing centrality of key large urban regions, or 

"global cities," to the economic, social, political, and cultural dynamics of the 

world presents a particularly potent example of the reconfiguration of space 

through telecommunications.1 In such cities, the most sophisticated, diverse, 

and capable electronic infrastructures ever seen are being mobilized to compress 

space and time barriers in a veritable frenzy of network construction. 

Such processes seem likely to maintain the electronic competitive advantages 

of the largest global cities for some time to come. But the "wiring" of cities with 

the latest fiber optic networks is also extremely uneven. It is characterized by a 

dynamic of dualization. On the one hand, seamless and powerful global-local (or 

"glocal") connections are being constructed within and among highly valued 

spaces, based on the physical construction of tailored fiber networks to the 

doorsteps of institutions. On the other, intervening spaces-even those that may 

geographically be cheek-by-jowl with the favored zones within the same city­

seem to be largely ignored by telecommunications investment plans. Such spaces 

threaten to emerge as "network ghettos," places oflow telecommunications access 

and social disadvantage (Thrift 1995). As with many contemporary urban trends, 

then, uneven global interconnection via advanced telecommunications becomes 

subtly combined with local disconnection in the production of urban space.2 

The contexts for such transformations are now clearly established. Global 

cities research, in particular, has detailed at length how an interconnected net­

work of such cities has recently grown to attain extraordinary status. Such 
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research has demonstrated how such cities are necessary to "hold down" the 

globalizing economic, societal, and cultural system. Such cities bring together 

and interweave (in various combinations) the greatest multidimensional con­
centrations of control-financial, service, cultural, institutional, social, informa­

tional, and infrastructural assets-worldwide, in various configurations (Sassen 
2000, 2001) .  

All aspects of the development and functioning of global cities are increas­

ingly reliant on advanced telecommunications networks and services; such cities 

concentrate the most communications-intensive elements of all economic sectors 
and transnational activities within small portions of geographic space (Leyshon 

and Thrift 1997; Corbridge, Martin, and Thrift 1994 ). It is no surprise, therefore, 

that there is growing evidence that such city-regions heavily dominate investment 

in, and use of, such technologies (Graham and Marvin 1996). 

Rather than simply eroding the territorial governance of modern nation­
states, however, globalization and the strengthened roles of global cities seem to 
be supporting the rescaling of institutional, regulatory and territorial gover­

nance (Brenner 1998a). By the mid-1980s, all Western national states had "sub­

stantially re-scaled their internal institutional hierarchies in order to play 

increasingly entrepreneurial roles in producing geographic infrastructures for a 

new round of capitalist accumulation." In the infrastructural arena, this meant 
a widespread shift to privatizing, liberalization, opening up public infrastructure 
to private investment, and allowing increasing freedom for private capital to 

develop limited, customized infrastructures in specific spaces, without worrying 
about the need to cross-subsidize networks in less favored zones. 

Thus, public, national telecommunications regimes that were ostensibly 
about throwing electronic networks universally across national space economies 
are being materially and institutionally "splintered" (Graham and Marvin 

2001). In their place, national, regional, and local states are developing glocal 

strategies aimed at ensuring that global cities are equipped with the assets and 

electronic infrastructures that will further support the development of global 

centrality. Efforts here center on developing connective, customized infrastruc­

tures linking the hearts of global cities with planetary networks through other 

global cities. Brenner (1998b) calls these new approaches to infrastructural 

development glocal scalar fixes. To him, they differ totally from the styles of 

infrastructure development that characterized the latter stages of the modern 

ideal. In stark contrast to the Fordist-Keynesian project of "homogenizing spa­

tial· practices on a national scale," he writes, "a key result of these processes of 
state re-scaling has been to intensify capital's uneven geographical develop­

ment" (p. 476). 

As authors like Kellerman (1993) and Warf (1989; 1995) have shown, not 
'only do the diversifying electronic infrastructures that girdle the planet have 



specific geographies and spatialities, it is global city-regions that dominate 

these geographies and spatialities. The current global shift toward liberalized, 

privatized, and internationalized telecommunications regimes seems to be 
accentuating the centrality of global cities to telecommunications investment 

patterns. The national planning of monopolistic telecommunications grids, 

characteristic of Keynesian and developmental states, was geared, at least to 
some extent, toward discursively and relationally binding national space 

economies. In the developed world, for example, policies were aimed at the uni­

versal geographical rollout of national telephone grids, supported by cross-sub­

sidies between profitable and nonprofitable routes. This national-territorial 
model is now giving way to a global process of market-driven competition. In 

global cities, complex, superimposed telecommunications networks of many 

private firms now jostle for the attention of the spaces of maximum communi­
cations demand. They connect directly with transoceanic optic fibers and satel­

lite connections, to offer seamless local-global connections in ways that seem to 
mirror the hub-and-spoke patterns of global interurban airline networks 

(Smith and Timberlake 1995). 
But many research challenges remain to be faced before we can satisfacto­

rily understand the complex interlinkages between telecommunications grids, 

global cities, and planetary urban networks. One, in particular, is the focus of 
the current chapter. Here, my aim is to explore the linkages between the growth 
of a planetary network of global financial, corporate, and media capitals and the 

emerging global and urban information infrastructures that interlink and 

underpin such centers. 
As Peter Taylor (1997) suggests, relational connections among world cities 

remain poorly understood. Certainly, very little is known about how the global 
wiring of the planet with a new generation of optic fiber grids interconnects 

with the development of intense concentrations of new communications infra­

structures within global cities. Through a relational and multiscalar perspective 
(see Amin and Graham 1997; 1 998), my aim in this chapter is to develop such 

an understanding by attempting to address intraurban, interurban, and trans­

planetary optic fiber connections (and disconnections) in parallel. I would argue 
that such an approach is necessary given the logics inherent within the Network 

Society, which force us to collapse conventional hierarchical notions of scale­
"building," "district," "city," "nation," "continent," or "planet." As a result, it is 

difficult to be a specialist on urban landscapes, intraurban shifts, or urban sys­

tems in separation. For discussions of restructuring within cities increasingly 
must address the changing relations among them, while also being cognizant of 

the importance of these changing relations within broader dynamics of geopol­

itics and geoeconomics. 
For example, through the logics of the network society, global relational 
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connections can, in certain circumstances, become much more intense than 
local ones. They can, in fact, be combined with very powerful local disconnec­

tions. People, machines, institutions, buildings, and urban districts can become 
intensively woven together across international space through the mediating 

power of local-global infrastructure networks. But such spaces can, at the same 
time, cease to be articulated in any meaningful way with their local hinterlands 

or districts, backed up by processes of urban restructuring, the widespread 
"fortress" impulse, architectural and urban design strategies, police practices, 
and so on (see Boyer 1996). As a result, traditional notions that cities, regions, 

and nations have any necessary coherence as territorial "containers" become 
extremely problematic. 

This chapter has four parts. First, I set the context by briefly exploring the 
complex relations among urban centrality, global cities, and telecommunica­
tions investment and use. Second, I look in detail at how global financial, 

media, and corporate capitals are assuming dominant positions within global 

trends toward telecommunications liberalization and explore how such invest­
ment might be understood to relate to the "competitiveness" of global cities. 
The third section focuses on the urban scale, addressing the case of London. 

Here I explore in particular how telecommunications liberalization in the 

United Kingdom has bolstered the competitive position of London as a global 

city. Finally, I look at the global, interurban scale, looking at some examples of 
new global optic fiber grids, which are tying intraurban optic fiber networks 

together into networks that directly parallel the emerging system of global cities 
across the planet. 

G LO B A L  C I T I E S :  T H E  S O C I A L  P R O D U CT I O N  O F  L A N D S C A P E S  O F  

M U LT I P L E  R E LAT I O N A L  C E N T R A L I TY 

It is now clear that global cities grow by cumulatively concentrating the key 
assets relied on by corporate headquarters, high-level service industries, global 

fmancial service industries, national and supranational governance institutions, 
and international cultural industries operating within a volatile, globalizing 

environment (Markusen and Gwiasda 1994) . The growing extent of globally 

"stretched" corporate, financial, and media webs, mediated by telecommunica­
tions, computer, and transport networks, seems to support a parallel need for 
the social production and management of places of intense centrality. This is 

especially so when one adds the volatilities thrown up by global shifts toward 

fi'nancial globalization, economic liberalization, and the opening up of regional 
blocks to "free" trade. As Mitchelson and Wheeler suggest, "in times of great 
uncertainty, select cities acquire strategic importance as command centers and 
as centralized producers of the highest order economic information'' ( 1994: 88).  
To use Boden and Molotch's terminology, the complex mediation of economic 



activity in extremely volatile contexts necessitates high levels of "face-to-face 

co-present interaction" within the high-level managerial and control functions 

that concentrate in global cities (1994). Particular, grounded, and place-based 

social relations become central to the economic survival of high-level corporate, 

media, and financial organizations. 
Such arguments have important implications for the way we view global 

cities and their development within the context of globalization. To Michael 
Storper, for example, "the nature of the contemporary city is as a local or 
regional 'socio-economy,' whose very usefulness to the forces of global capital­

ism is precisely as an assembly of specific, differentiated, and localized relations" 
(1997: 222). Such relations are mediated by complex and subtle combinations 

of place-based, face-to-face meetings, and telemediated exchange, both at the 

intra- and interurban scales. Most important, there is not a simple substitution 

of the latter for the former, as so of ten suggested in "information age" business 
rhetoric (Graham 1997). Nigel Thrift, for example, has recently argued (1996) 

that, in London at least, telecommunications technologies may actually increase 

the demand for on-going, face-to-face interaction in global financial service 

firms, as the information glut that is associated with them requires ever-more 

continuous, reflexive effort at interpretation, merely to make sense of it all. Jean 

Gottmann, one of the pioneers of studying the links between cities, communi­
cations, and centrality, powerfully captures the subtle interrelations among 

them: 

In the modern world, with its expanding and multiplying networks of 
relations and a snowballing mass of bits of information produced and 

exchanged along these networks, the information services are fast becom­
ing an essential component, indeed a cornerstone, of transactional deci­
sion making and of urban centrality. (1990: 197) 

The Dominance by Global Cities of National and International 

Telecommunications Flows 

As mediators of all aspects of the reflexive functioning and development of 
global cities, convergent media, telecommunications, and computing grids 

(known collectively as "telematics") are thus basic integrating infrastructures 
underpinning the shift toward intensely interconnected planetary urban net­

works. Interurban telecommunications networks (both transoceanic optic fibers 
and satellites) comprise a vital set of"hubs,'' "spokes" and "tunnel effects" linking 

urban economies together into "real" or "near real time" systems of interaction 

that substantially reconfigure the production of both space and time barriers 

within and between them (De Roo 1 994). Such technologies help integrate dis­
tant financial markets, service industries, corporate locations, and media indus-
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tries with virtual instantaneity and rapidly increasing sophistication. But they 
underpin the enormously complex communications demands within global 

cities, generated by the intense clustering of reflexive practices in space. 
In short, the most sophisticated and innovative developments of telecom­

munications effectively grow out if the larger and more internationally oriented 
cities. Such dynamics mean that the very small geographical areas of the main 

global finance, corporate, and media capitals dominate the emerging global 
political economy of telecommunications to a degree that is rarely appreciated 

because of the dominance of national figures in available data. 

TW0 sources of data can help give an indication of this dominance. First, 
we can see how the economic sectors that are overwhelmingly located in global 

cities tend to dominate international telecommunications flows as a whole. For 

example, more than 80 percent of international data flows are taken up by the 

communications, information flows, and transactions in the financial services 
sector (Sussman 1997: 38). More than 50 percent of all long-distance telephone 

calls in the United States are made or received by 5 percent of phone customers, 

largely transnational corporations whose control functions still cluster in the 
global metropolitan areas of the nation. 

Second, there is a small amount of available data on the dominance of 

national telecommunications patterns by particular global cities. A recent sur­

vey by the Yankee Group and Communications Week International, for example, 

found that around 55 percent of all international private telecommunications 

circuits that terminate in the United Kingdom do so within London (Finnie 
1998) .  And about three-quarters of all advanced data traffic generated in France 
comes from within the Paris region (see Finnie 1998).  

Telecommunications and the Geographies of lntraurban Restructuring 

Beyond this general picture, however, we still know little about the fine-grained 

relationships between telecommunications and the growth, dynamics, and 

development of the many sectors that combine to drive the development of 
global cities. Equally, we know little about the ways in which new telecommu­

nications technologies are enrolled into processes of restructuring within the 

geographical landscapes of global cities. How, for example, are telecommunica­

tions infrastructures and applications increasingly bound up in the production 

and restructuring of built environments, with the proliferation of "intelligent 
buildings," "smart" office complexes, "tele-villages," and "smart" highways and 

infrastructure networks (what William Mitchell (1995) calls "recombinant 
architecture")? 

Noticeable trends have been identified toward the decentralization and 

"back officing" of routine services (see OTA 1995; Graham 1997; Richardson 

1 994) at urban suburbs, peripheral smaller cities, sometimes even peripheral 



global locations (such as Bangalore, the Caribbean, Jamaica, the northern 

Philippines, etc.; see Sussman and Lent 1998; Graham and Marvin 2001) .  But 

their intrinsic reflexivity means that there are limits on how far the decentraliza­

tion of higher-level services can currently go. Instead, in the cores of global cities, 

a physical restructuring process has recently been observed, caused by the needs 

for new corporate financial architectures with large dealer floors that can accom­

modate modern electronic dealing systems and technologies. These do not sim­

ply decentralize to the periphery of cities or further afield, to rely purely on 

electronic interaction; rather, such processes seem to fashion complex new 

intraurban geographies of service location. Longcore and Rees recently showed 
that the larger floorplate demanded by financial service firms in New York may 

"offset the perceived need for face-to-face contact" and lead them to shift out 
from Wall Street to a doughnut ring around the edge of Manhattan (1996: 354). 

The Metropolitan Dominance of Noncorporate Telecommunications 

It is important to stress that global cities dominate much broader realms of 
telecommunications activity than those usually addressed in global cities litera­

ture: financial services, corporate finance, and trading. Such is their concentra­

tion of demands for information, communications, and transaction, and such is 
their propensity for broad-scale technological innovation and application, that 

global cities also dominate phone, mobile phone, media communications, and 
Internet use outside the corporate and financial sectors. 

Manhattan, for example, has more telephones than all forty nations in sub­

Saharan Africa put together (Sussman 1997: 231) .  It also provides the highest 

concentration of Internet activity anywhere on Earth, as the Internet and its 
spiraling mass of information, communication, transactions, and specialized 

media flows flows in to support every aspect of the functioning of the City. 
Manhattan is also home to a booming set of industrial sectors as New 

York's Silicon Alley emerges as a dominant global provider oflnternet and mul­

timedia skills, design and high value-added content of all sorts. As in San 
Francisco's so-called Multimedia Gulch district, several downtown urban 
neighborhoods have been refurbished and gentrified to sustain the clustering 

demands of interlocking micro, small, and medium-sized firms in digital 

design, advertising, publishing, fashion, music, multimedia, computing and 
communications. More than twenty-two hundred firms provided fifty-six 

thousands jobs in these sectors in 1 998, an increase of 10,500 over 1 996. 

(Rothstein 1998).  Here, as with global financial services sectors, the need for 

ongoing face-to-face contact, to sustain continuous innovation and reflexivity, 
is combined with exceptionally high use of advanced telecommunications to 

link relationally and continuously with the rest of the planet. 
As a result, in 1997 Manhattan had twice the domain density (i.e., con-
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centration of Internet hosts) of the next most Internet-rich U.S. city-San 
Francisco-and six times the U.S. average (Moss and Townsend 1997) .  In fact, 

in the late 1990s the metropolitan dominance of the Internet in the United 
States was actually growing rather than declining, despite its association with 

rural "electronic cottages." The top fifteen metropolitan core regions in the 
United States in Internet domains accounted for just 4.3 percent of national 
population in 1996. But they contained 12.6 percent of the U.S .  total of 
domains in April 1994, and by 1996 had almost 20 percent, as the Internet 
became a diffused and corporately rich system. As Moss and Townsend suggest, 
"the highly disproportionate share of Internet growth in these cities demon­
strates that internet growth is not weakening the role of information-intensive 
cities. In fact, the activities of information-producing cities have been driving 

the grO'Wth of the Internet in the last three years" ( 1997: page 8,  emphasis added). 

T E L E C O M M U N I CAT I O N S  L I B E R A L I Z AT I O N ,  G LO BA L  C I T I E S ,  A N D  

U R B A N  C O M P E T I T I V E N E S S  

I t  i s  altogether unsurprising, given the above discussion, that global cities exert 
a critical influence in shaping emerging global geographies and geopolitics of 
telecommunications infrastructure development. Central business districts 
(CBDs) within global cities, in particular, play a predominant role within 
extremely fast-moving communications landscapes. They provide leading foci 
of rapid technological change, liberalized service provision, and highly concen­
trated patterns of investment in new telecommunications infrastructures, from 
multiple competing providers (Graham and Marvin 1996; 2001 ) .  Global finan­
cial service industries, in particular, are especially important in driving telecom­
munications liberalization. With telecom costs taking up around 8 percent of 
expenditure on goods and services in global fmancial firms, world-class 
telecommunications infrastructure and a business-friendly, fully liberalized reg­
ulatory environment, are key assets in the race between global cities to lure 
financial and corporate operations and their telecommunications hubs (Moss 
1 987). 

For transnational companies (TNCs) of all kinds, liberalized telecommu­

nications markets allow the benefits of competition to be maximized. The 
spread of liberalization also minimizes the transaction, negotiation, and inter­
connection costs that stem from constructing global networks within the 
diverse regulatory and cultural contexts of multiple postal, telegraph, and tele­

phone companies (PTTs) across the globe. Global telecoms liberalization is 
thus critical given the strategic centrality of private telecommunications net­
works to the functioning of all transnational, financial, and media fi rms. The 

emerging global, private regime allows lucrative corporate and financial market 
- segments to benefi t from intense, customized, and often very localized compe-



tition in high-level telecommunications infrastructure and services, when this 

was impossible through old-style PTTs. 
In short, for financial, transnational, and media firms, sophisticated 

tdecommunications are essential to business success. Such firms demand an 

increasingly complex and seamless package of broadband connections and serv­

ices, within and between the global cities where they operate. Such demands 
include leased lines, so-called virtual private networks connecting their sites in 

a seamless manner, private optic fiber connections, dedicated satellite circuits, 

video conferencing, and, increasingly, highly capable mobile and wireless serv­

ices. 
In addition, such powerful corporate, financial, and media users are press­

ing hard to en joy the fruits of competition between multiple network providers 

in global cities. Such competition tends to increase discounts, improve effi­
ciency and innovation, and, above all, reduce risks of network failure by increas­

ing network "resilience." Meanwhile, however, peripheral regions and 
marginalized social groups often actually lose out and fail to reap the benefits 

of competition, as they are left with the rump of old PTT infrastructures, rela­
tively high prices, and poor levels of reliability and innovation. Highly uneven 
microgeographies of splintered telecommunications development thus replace 

the relatively integrated and homogeneous networks developed by national 

telephone monopolies (Graham and Marvin 2001). 

Global Cities and International Telecommunications Liberalization 

As a result of such liberalizing pressures, a global wave of liberalization and/or 
privatization is transforming national telecommunications regimes. The key 

lobbying pressures driving this shift derive from transnational companies, the 
World Trade Organization, and G7, telecommunications industries and, espe­

cially, the corporate, financial, and media service industries that concentrate in 

global cities (Graham and Marvin 2001).  In the context of the recent World 
Trade Organization (WTO) agreement to move toward a global liberalized 

telecommunications market, and with most regions of the globe now instigat­
ing regional trading bloc agreements (EU, NAFTA, ASEAN, Mercosur, etc.) 

based on removing national barriers to telecoms competition, a profound reor­
ganization of the global telecommunications industry is taking place. 

The initial example of metropolitan network competition (or "bypass" as it 

was then called) was set by New York in the 1980s. Then, a whole new com­
petitive urban telecommunications infrastructure was developed in the city by 

the teleport company and Port Authority (Warf 1989). As the pressures of the 

global neoliberal orthodoxy in telecommunications have grown, even the most 

resistant nation-states (such as France, Germany, Singapore, and Malaysia) are 
now succumbing to calls for national PTT monopolies to be withdrawn, to be 
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replaced by uneven, multiple, telecoms infrastructures which inevitably center 
in large metropolitan markets. 

In the shift to a seamlessly interconnected global telecoms industry, 
national PTT monopolies are thus being rapidly privatized and/or liberalized 

across the globe. Private telecom firms are aggressively "uprooting" to make 

acquisitions, strategic alliances, and mergers with other firms, in a global strug­
gle to build truly planetary telecommunications service firms, geared toward 

meeting the precise needs of transnational corporations and financial firms 
within the whole planetary network of global cities, on a "one stop, one con­

tract" basis (Finnie 1998). 
For example, i n  an effort to position themselves for this one-stop corporate 

market, BT and AT&T, both trying to reposition themselves from national to 

global players, formed a global alliance called Concert. AT&T has also merged 
with the huge U.S. cable firm Tele-Communications company to improve its 
position within home U.S. markets. The Swedish, Swiss, Spanish and Dutch 

PTTs, meanwhile, have their Global One umbrella. France Telecom and 

Deutsche Telekom have an alliance with the U.S. international operator Sprint. 
As we shall see later in the chapter, new, small, specialized telecom firms like 

WorldCom/MCI and City of London Telecommunications (COLT) are grow­
ing, using their flexibility and responsiveness to target only the most profitable 

business centers for network construction. A myriad of other firms are offering 

services based on reselling network capacity leased in bulk from other firms' 

telecommunications networks. Finally, there is a process of alliance formation 
between telecoms, media, and cable firms. All are jostling to position them­
selves favorably for corporate and domestic markets, especially in the informa­

tion-rich global city-regions, for a future for which many envisage a globally 
liberalized telecommunications environment with perhaps four or five giant, 
truly global, multimedia conglomerates. 

The position of global cities is therefore being substantially reinforced by 
the shift from national telecommunications monopolies (PTTs) to a globalized, 

liberalized communications marketplace. As cross-subsidies between rich and 

poor, and core and periphery spaces within nations are removed (with the asso­
ciated notion of universal tariffs), infrastructure development, innovation and 

service provision now reflect unevenness in communications demand in a much 
more potent way than has been witnessed for the last half-century, taking on an 

increasingly integrated global appearance in the process. Prices and tariffs are 
being unbundled at the national level, revealing stark new geographies that 

compound the advantages of valued spaces within global cities as attractive and 
highly profitable telecommunications markets, dominating telecommunications 

investment patterns within nation-states. 



The Microgeographical lmperatives of"Local Loop" Connection 

It is paradoxical, however, that an industry which endlessly proclaims the "death 

0[ distance" actually remains driven by the old-fashioned geographic imperative 

of using networks to drive physical market access. The greatest challenge of 
these multiplying telecommunications firms in global cities is what is termed 

the problem of the "last mile": getting satellite installations, optic fiber "drops" 

and whole networks through the expensive "local loop," under the roads and 

pavements of the urban fabric, to the buildings and sites of target users. 
Without the expensive laying of hardware it is not possible to enter the market 

and gain lucrative contracts. Fully 80 percent of the costs of a network are asso­

ciated with this traditional, messy business of getting it into the ground i n  

highly congested, and contested, urban areas. 

This is why precise infrastructure planning (through the use of sophisti­

cated Geographic Information Systems) is increasingly being used to ensure 

that the minimum investment brings the highest market potential. It also 

explains why any opportunity is explored to string optic fibers through the older 

networks of ducts and leeways that are literally sunk deep within the archaeo­
logical root systems of old urban cores. Mercury's fiber grid in London's finan­

cial district, for example, uses the ducts of a long-forgotten nineteenth century 

hydraulic power network. Other operators thread optic fibers along rail, road, 
canal, and other leeways and conduits. While satellite infrastructures are obvi­
ously more flexible, they are nowhere near as capable or secure as physical optic 

fiber drops to a building. And they, too, ultimately rely on having the hardware 

in place to deliver services to the right "footprint." 

Mapping and Measuring the "Competitiveness" of Global Cities' 

Telecommunications Infrastructure 

How, then, are all these dynamics corning together to shape the wiring of global 

cities currently? How can we understand the position of different global cities 
within this apparent maelstrom of technical and regulatory change, changing 

firm strategies, and physical network development? Above all, what does "com­
petitiveness" mean in world city electronic infrastructure today? 

A survey by the Yankee Group, a U.S. telecommunications consultancy, 
and Communications Week International, attempted to rank the competitiveness 

of telecommunications provision in early 1998 in twenty-five global cities 
encompassing 5 percent of the world's population (see Finnie 1998). Their 

resulting scored rankings (see table 1) were based on technical definitions of the 
pricing of services, the choice of physical infrastructure connections available, 

and the availability of the most advanced and sophisticated connections (for 
example, "dark fiber," which is unconnected to other user and very broadband 

services). 
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TA B L E  :1 

RAN K E D  S C O R E S  O F  G LO BA L  C I T I E S  BY T H E  'COM P E T I T I V E N E S S '  O F  

T H E I R  T E L ECOM M U N I CAT I O N S  I N FRASTR U C T U R E S ,  M A R C H  :1998 

Rank City Total Score Tariffs Choice Availability 

1 New York 43B 14B 1B2 lOB 

2 Ch icago 428 154 166 lOB 

3 Los Angeles 428 152 168 lOB 

4 San Francisco/San Jose 425 149 16B lOB 

5 Atlanta 409 141 160 108 

6 London 391 131 161 99  

7 Stockholm 386 129 149 lOB 

8 Toronto 361 123 148 90 

9 Paris 337 118 129 90 

10 Sydney 331 123 118 90 

11 Hong Kong 32B 107 149 72 

12 Frankfurt 321 78 135 lOB 

13 Amsterdam 308 100 11B 90 

14 Tokyo 300 77 133 90 

15 Brussels 294 97 107 90 

16 Mexico City 2B3 93 118 72 

17 Zurich 276 100 86 90 

lB M i lan 267 101 94 72 

1 9  Kuala Lumpur  256 90 94 72 

20 Tel Aviv 230 110 66 54 

21 Singapore 206 108 44 54 

22  Johannesburg 161 76 50 36 

23 Sao Paulo 135 44 55 36 

24 Moscow 134 26 72 36 

25 Beijing 105 48 39 lB 

::1 Mcu;timum possible scores soo 171 221 1o8 c 
::c 

c 
a: Note: Scores are based on a technical assessment of tarifss, choke of networks and availability of 1:1 
z services. 
... 
::c Source: adapted from Finnie (1998, p. 21). A. 
... 
..... 
Cll 
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Their results give a revealing portrait of the degree to which intense com­

petition is focusing on the small number of global cities that concentrate par­

ticularly high demand, are located within the core geoeconomic regions of the 

world, and are placed within nations that have enthusiastically embraced 

telecommunications liberalization. The researchers concluded that "cities large 
and small around the globe are integral to the fortunes of the world's economy, 

yet the [telecommunication] infrastructure in each can vary greatly. . . .  
Although the gap between the best and worst of infrastructure is narrowing, 

particularly in the middle ground, it is still very wide" (Finnie 1998: 20). 
The five U.S. cities included in the sample ranked highest and most com­

petitive. New York led the way with nine separate optic fiber infrastructures. 

London was the most competitive city outside the United States, with six sep­
arate optic fiber grids. Cities that are currently experiencing a proliferation of 

urban fiber infrastructures, following recent liberalization, came next: 

Stockholm, Paris, Sydney, Hong Kong, Frankfurt, and Amsterdam. The rest 
trailed further behind because of insufficient network competition, relatively 
high tariffs, and a lack of access to the most sophisticated services. Eleven out 

of the twenty-five cities only had one optic fiber network, tying firms into sole, 

monopoly suppliers. Interestingly, though, the researchers believed that such 
was the rate of current shifts toward global archipelagos of competitive global 

city optic fiber grids that all global cities will have at least five optic fiber grids 

(Finnie 1 998: 22). 
Global cities in the developing world tended to be at the bottom of the 

table because of their nation-states' general reluctance to privatize and/or liber­

alize their telecommunications regimes. Here, the authors portrayed foreign­
owned telecom infrastructures as the "silver bullet" to such cities' lack of 
competitiveness. 

The "poorer" cities in our survey-defined as such in terms ofGDP per 

capita-trail far behind, victims by and large of local reluctance to allow 
competition. Of these four "poorer" cities-Mexico City, Johannesburg, 
Beijing and Kuala Lumpur-only Mexico City makes a reasonable show­
ing, mainly because it has been efficiently colonized by  foreign owned 
telecoms operators taking advantage of Mexico's liberal regulatory struc­

ture. The others still have a long way to go before they can join the global 
elite. (Finnie 1 998: 22) 

T E L E C O M M U N I C ATI O N S  L I B E RA L I Z AT I O N  A N D  G LO BA L  C I T Y  

CO M P E TI T I O N :  T H E C A S E  O F  L O N DO N  

Continuing our focus on the metropolitan scale for the moment, London pro­

vides a particularly illuminating case study of the detailed processes through 
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which global cities develop multiple, competing telecommunications infra­
structures. As the above survey suggests, London's position as the preeminent 
European global finance capital has been significantly bolstered by the very 
early, and very radical, liberalization of U.K. telecommunications. The 
Corporation of London argues that the United Kingdom's liberalization of 

telecommunications since 1 981  has contributed directly to London's continued 
competitiveness as a global information capital. "Product innovation and serv­
ice provision in telecommunications . . .  have been directed towards the finan­

cial services. Competition between telecom providers appears to have had a 

considerable effect on customers. Services have been redefined and costs 
reduced" (Simmons 1994). 

In  the mid-1990s, London's City Research Project analyzed London's 
telecommunications infrastructure in considerable detail. Like the Yankee 
Group/Communications Week International survey, it found it to be superior to 

any other equivalent global city outside the United States (New York, for exam­
ple, was found to have both lower costs and better service quality than London) 
(Ireland 1 995). Since the United Kingdom liberalized its telecommunications 
in 1981 ,  more than a thousand new telecommunications licenses have been 
awarded, many offering specialized, tailored services to fi nancial and corporate 

industries in the City, either over new infrastructures or by resale and leased 
lines over the existing telecom grids of other telecom companies. The fact that 
the financial services sector accounts for 15 percent of the U.K. telecommuni­

cations market has meant that the City of London has been the prime benefi­
ciary of this shift to competition, attracting intense infrastructure investment 
and localized competition from all the main global telecommunications players. 

The overall telecommunications market for London was recently estimated at 
more than £1 .3 billion, around the same as that for Paris and more than four 
times that for Frankfurt (£253 million) (COLT Telecommunications website). 

The Proliferation of Dedicated Optic Fiber Grids 

The City of London now has six overlaid fiber optic grids superimposed 
beneath the S quare Mile-the heart of the district-and the rest of the main 

business areas of the City (BT, Mercury, City of London Telecommunications 
[COLT], \t\TorldCom-MCI, Energis and Sohonet). Roads, canal pathways, old 
hydraulic power ducts, underground railway tubes, sewers, and other utility 
pipes provide the conduits for this massive concentration of electronic infra­

structure. Increasingly, these urban networks link directly into transatlantic and 
transglobal optic fiber grids, maximizing the quality and reliability of trans­

global connectivity. The direct, digital, broadband connections that are essential 
for extremely fast and increasingly multimedia fi nancial service telematics 

applications are now available at very competitive rates. The City has also par-



F I G U R E  1 

TH E COLT O PT I C- F I B R E  G R I D 'S E XT E N T  I N  C E N T RA L  LON D O N ,  LATE 1998.  

Source: http:/ /www.colt·telecom.com/english/cou ntries/uk/mn_tech nology.html. 

ticularly benefited from the rebalancing of tariffs with radical reductions in the 
costs of international calls and leased lines (which are usually discounted sub­

stantially for bulk users). 
Gaining detailed information on the urban geographies of these compet­

ing infrastructures is not easy (Kellerman 1 993 ). But details are available of one 
of these six networks that operated COLT (fig. 1). The geographies of the other 
five are unlikely to vary considerably. Figure 1 thus shows how dedicated fiber 
networks tend to be tightly focused, at least at first, on the central areas with 
the most intensive concentration of communications-intensive activities. In the 
COLT network fiber is laid especially thickly in the City of London financial 

district. A broader grain of network coverage exists in the West End. And an 
extension runs out to the new international business spaces in the Docklands. 

London's Advantages in Other Services 

In addition to dedicated fiber networks, London has many satellite data and 
voice facilities, a comprehensive suite of microwave communications grids, and 
dozens of reselling service operators from all over the world (which lease infra­
structure capacity from telecom operators for resale, offering discounts and cus­
tomized service portfolios to corporate and financial firms in the City). A host 

of value-added and consultancy firms are also concentrated in the City, sup­
porting state-of-the-art innovation in financial telecoms service and corporate 

telematics applications (Ireland 1995). 
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While this remarkable concentration of localized investment and infra­
structure can be confusing for customers, it generally leads to improved service 
quality, lower costs, faster innovation, much improved reliability, radically 

reduced risks and improved "resilience" (a term meaning that the network serv­
ices are much less likely to go down because multiple routes are built into 
them-a critical consideration when even a small connection problem can cost 
millions, even billions, of dollars in lost revenue and exchange). 

Such advantages have allowed the City of London to emerge as the main 
telecommunications and computer networking hub in Europe, with many 

German firms connecting to the City directly for their global networks to 
access the better networks, tailored services and, most important, lower-priced 
services (Germany has long resisted telecoms liberalization and is only now 
offering limited competition in business services and infrastructure). 

Dedicated Digital Media Connections to Hollywood: The "Sohonet" lnitiative 

But London's advantages in telecommunications infrastructure extend into cul­

tural and media industries sectors, too. For example, a specialized telecommuni­
cations network was constructed in 1997 by a consortium of London film 
companies called Sohonet. This system links the tight concentration of film and 
media companies, TV broadcasters, publishers, Internet providers, graphic 
designers, and recording studios headquarters in London's Soho and West End 
district directly to Hollywood film studios via seamless transatlantic fiber con­
nections. Sohonet allows online film transmission, virtual studios, and editing 
over intercontinental scales via highly capable, digital, broadband connections. 
The network is seen as a critical boost to the broader global ambitions of the U.K. 
film and cultural industries. Other connections are planned to other global cities, 
leading to a dedicated, global, interurban system in the near future. Thus, once 
again, it is clear that patterns of tight geographical clustering, relying on intense, 

ongoing, face-to-face innovation and contact, linked globally and locally through 
sophisticated telemediated networks, is a feature of many of the industries that 
concentrate in global cities (not just financial services and corporate services). 

G LO BA L  G R I D S O F  G LA S S :  I N T E R C O N N EC T I N G  U R B A N  F I B E R  

N E TWO R KS 

This brings us to our fi nal scale of analysis: that of planetary interconnection 
and the geopolitics of infrastructure construction across oceans and continents. 
Of course, dedicated optic fiber grids within the business cores of global cities 
are of little use without interconnections that allow seamless corporate and 

financial networks to piece together to directly match the hub-and-spoke geog­
raphies of international urban systems themselves. To this end, WorldCom-

. MCI and many other internationalizing telecommunications companies are 



currently expending huge resources within massive consortia, laying the satel­
lite and optic fiber infrastructures necessary to string the planet's urban regions 
into a single, highly interconnected communications landscape. Such efforts are 
especially focusing on the high-demand corridors linking the geostrategic, met­

ropolitan zones of the three dominant global economic blocs: North America, 

Europe, and East and Southeastern Asia. Wiring North America and the 
North Atlantic is proceeding at a particularly rapid pace, with AT&T, Sprint, 
WorldCom-MCI, and the regional "Baby Bells" fighting it out with newcom­
ers like Q.y-rest to provide the pipes that will keep up with demand, especially 
from the Internet. Other lesser infrastructures are also being laid, designed to 
link southern metropolitan regions in Australia, South Africa and Brazil into 
the global constellation of interurban information infrastructures. 

Currently, transoceanic and transterrestrial optic fiber and satellite capaci­

ties concentrate overwhelmingly on linking North America across the North 
Atlantic to Europe and across the North Pacific to Japan, reflecting the geopo­
litical hegemony of these three regions in the late twentieth century (Warf 
1995). The first transoceanic fiber networks, developed since 1988 across the 

Atlantic, Pacific, and Indian oceans, with AT&T playing a leading role, tended 
to stop at the shorelines, leaving terrestrial networks to connect to each nation's 
markets (see Warf 1 998). Increasingly, however, transoceanic fiber networks are 
being built explicitly to link metropolitan cores, in response to their centrality 

as generators of traffic and centers of investment. 
WorldCom-MCI, in its efforts to connect together its many metropolitan 

fiber infrastructures, is one of the leaders of this process. As well as construct­
ing a transatlantic fiber network known as Gemini between the centers of New 
York and London, WorldCom-MCI is building its own pan-European net­
work, called Ulysses, to link its city grids in Paris, London, Amsterdam, 
Brussels, and major U.K. business cities beyond London. Elsewhere in the 
world, too, WorldCom-MCI is exploring the construction of transnational and 
transoceanic fiber networks to connect its globalizing archipelago of dedicated 

city networks. The strengthened importance of direct city-to-city connection is 
not lost on telecommunications commentators. As Finnie argues: 

It should be no surprise . . .  that when London-based Cable and Wireless 
PLC and WorldCom laid the Gemini transatlantic cable-which came 
into service in March 1 998-they ran the cable directly into London and 
New York, implicitly taking into account the fact that a high proportion 
of international traffic originates in cities. All previous cables terminated 
at the shoreline. ( 1998: 20) 

At the strategic global scale, globalization, and the rapid growth of newly 

industrial countries, means that much effort is being spent filling in gaps in the 
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global patterns of optic fiber interconnection, particularly between Europe and 
Asia. One project, for example, known as FLAG (or Fiber Optic Link Around 
the Globe) provides a new ultra-high-capacity (120,000 simultaneous phone 
calls) telecoms grid over 28,000 km from London to Japan, via many previously 
poorly connected metropolitan regions and nation-states. The route first goes 
by sea from England via the Bay of Biscay and Mediterranean to Alexandria 
and Cairo. Then it crosses Suez and Saudi Arabia overland to Dubai, crosses 
the Indian Ocean to Bombay and Penang and Kuala Lumpur, traverses the 
Malay peninsula to Bangkok, finally going by sea again to Hong Kong 

Shanghai and Japan. Nynex, the New York phone company, organized the con­
struction of the project with support from a huge range of private investors in 
the 1990s. FLAG also connects with the 12,000-km Pacific Cable Network 
linking Japan, South Korea, Taiwan, Honk Kong, the Philippines, Thailand, 

Vietnam, and Indonesia (Warf 1998:  260). 
Other similar projects are proliferating across the globe. A 30,000-km 

China-U.S. cable network, the first direct linkage between the two nations, was 
constructed by a fourteen-fi rm consortium between December 1997 and 1999. 
Other transoceanic cables are also being constructed in the Caribbean (the 
Eastern Caribbean Fiber System); between Florida and the Mediterranean 
urban system; by AT&T around the Mrican continent (offering a high level of 

security while providing fiber drops to all the main cities on the African coast); 
and by Telef6nica of Spain from the United States and Europe to the main 
metropolitan regions of Latin America (Fortaleza, Rio, Sao Paulo, Buenos 
Aires), again with the involvement ofWorldCom. 

C O N C L U S I O N S  

This chapter has sought to extend our empirical and conceptual understanding 
of the ways in which global cities, and global city networks, are related to both 
intraurban and interurban information infrastructures. It has emerged that cur­

rent advances in telecommunications are a set of phenomena that are over­
whelmingly driven by large, internationally oriented, global metropolitan 
regions. The activities, functions, and urban dynamics that become concentrated 
in global city-regions rely intensely on the facilitating attributes of advanced 
telecommunications for supporting relational complexity, distantiated links, and 

snowballing interactions, both within and between cities. Such "telereliance" is 
particularly high in internationally oriented industries with products and serv­
ices that are little more than telemediated flows of exchange, information, com­
munication, and transaction, backed up also by intense face-to-face contact and 
supporting electronic coordination. 

It sho\lld then be no surprise that in an increasingly demand-driven media 
and communications landscape, global cities should dominate investment in 



and use of advanced telecommunications infrastructures and services to the 

extent that they do. Global cities are the main focus of the highly uneven 

emerging geographies of network competition. They dominate all aspects of 

telecommunications innovation, from dedicated, proprietary, corporate net­

works to electronic commerce and transactions, to advanced phone services and 

consumption and dedicated digital media networks, to the production of 

Internet services. 
As we have seen, such cities are now developing their own superimposed 

and customized fi ber networks, linked together seamlessly across the planet 

into a global cities communications fabric, while often (at least in the initial 

stages of development) separating them from traditional notions of hinterland, 

urban and regional interdependence, and national infrastructural sovereignty. 

City fiber networks, for example, demonstrate that the emerging urban com­
munications landscape is rapidly becoming dominated by tailored, customized 
infrastructures. Through these, dominant corporate, media, and financial play­
ers can maintain and extend their powers over space, time, and people. Such 

infrastructures are carefully localized physically to include only the users and 

territory necessary to drive profits and connect global corporate, financial, and 

media clusters. 
But, in so doing, such networks seem likely to further urban sociospatial 

polarization by carefully bypassing nonlucrative spaces within the city. They are, 

in other words, physical, infrastructural embodiments of the splintering and 

fracturing of urban space described within Castells's recent "network society" 

thesis in which 'space organizes time' (1996: 366). The combination of intra­
and interurban fiber networks thus materially supports the dynamic and highly 
uneven production of space-times of intense global connectivity, made up of 
linked assemblies of high-level corporate, financial, and media clusters, and 

their associated socioeconomic elites, within the spaces of global cities. 
Finally, it seems inevitable that the customized combinations of intra- and 

interurban fiber networks analyzed in this chapter will also drive uneven devel­

opment at the national level. They will exclude nondominant parts of national 

urban systems from the competitive advantages that stem from tailored, cus­

tomized urban information infrastructures. Such infrastructures lay to rest any 

prevailing assumptions that there necessarily remains any meaningful connec­
tion between the sovereignty of nation-states as territorial "containers" (Taylor 

1994 ), and patterns of infrastructural development, especially for telecommuni­

cations infrastructures. The traditional modern notion that nationhood is partly 

defined by the ability to roll out universally accessible infrastructural grids to 

bind the national space is completely destroyed by the new infrastructural logic 

(Elkins 199 5). 
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1. For a review of the global cities argument, see Knox and Taylor 1995. 
2. For a detailed explanation of this relation, see Amin and Graham 1998. 
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Chapter 3 

F I R M S A N D T H E I R  G L O BA L  S E R V I C E  N E T W O R K S 

Peter J. Taylor, D .  R .  F. Walker , and J. V. Beaverstock 

Although the lineage of world city studies can be  traced back to well before 
1980, it is only in the last two decades that a concerted research effort has 
emerged. This development has been intimately related to new ways in which 
social scientists have conceptualized the world economy, first as "the new inter­

national division of labor" and subsequently as "globalization." Specifically, the 
emergence of advanced computer-communications technologies has been 
emphasized for creating powerful control capabilities in a new global space of 
flows. The most explicit example of these developments has been in financial 
markets. This has led to important work on cities as "international financial 
centers" (Cohen 1981 ;  Thrift 1 987). A second strand has taken a broader view 

of what is happening in the world's major cities. John Friedmann (1986; 
Friedmann and Wolff 1 982) has identified a process o f"world city formation" 

of which financial markets are only one, albeit important, aspect. We follow 

Friedmann's lead in adopting a more holistic approach to the study of today's 

major cities. 
A key question to be answered in contemporary urban studies is why under 

conditions of instantaneous communication, which would seem to favor decen­

tralization or even homogenization, there is still a fimctional need for large 
world cities. Answering this question has produced two distinctive schools of 

thought, one specifically "urban," the other keeping the "network" to the fore. 
The first is best represented by the work of Michael Storper (1997), and the 

second by Saskia Sassen (2000; 2001) .  For Storper the new enabling technolo­

gies-he calls them new "metacapacities"-have not resulted in dispersion; 
rather, particular concentrations of economic activities have developed. He 
argues that the contemporary world economy is characterized by a reflexive 
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economics in which entrepreneurs, if they are to be successful, have to be 

engaged in a knowledge-rich, continual learning process. Such processes can 
only be collective and very specific to the places in which they occur: they result 

in local assets that are difficult to duplicate elsewhere. He uses Hollywood as an 
obvious example of such processes. Cities enter his argument as privileged sites 

of such reflexivity, dense networks of learning practices, which steer the con­
temporary world economy. This urban theory provides a very good explanation 
of why cities are prospering as places, but has little or nothing to say about net­

works of cities. For this we have to turn to Sassen's identification of global cities. 

In an argument similar to that of economic reflexivity she identifies the pro­
duction of advanced producer services as the distinguishing characteristic of 
contemporary world cities. Narrower in conception than Storper's definition­
reflexivity is to be found in industrial production as well as services-Sassen's 
global cities are, nevertheless, much more than places where large numbers of 

financial transactions take place. Advanced producer services provide world­
wide assistance to global capital but they are much more than that; they are cre­
ative in making new products in finance, law, accountancy, and so on, which 
require the rich knowledge base in cities that Storper describes. The key differ­
ence is that for Sassen these cities are part of a network of strategic locations­
hence the learning has to transcend particular places. The network of world 
cities, and not just single cities, is intrinsic .to the process. We follow Sassen's 
lead here by focusing upon world city network formation. 

The Globalization and World Cities (GaWC) Research Group and 
Network is a real and virtual organization' dedicated to the study of intercity 
relations under conditions of contemporary globalization. We introduce 
GaWC in this paper in two stages. In the first section we describe the need, ori­
gin, rationale, and operation of GaWC. In the second section we present a 
selection of results from Ga WC research projects culminating in a preliminary 
quantitative presentation of a world city network. 

O V E R CO M I N G  E M B E D D E D  STAT I S M  

The most familiar of all world maps is that which depicts the sovereign states of 
the world. This mosaic of territories defines a world of boundaries, emphasizing 
national differences while totally ignoring spatial connections. This omission of 
the space of flows from a basic popular cartography is much more than a geogra­
pher's problem. It reflects a taken-for-granted world image that prioritizes 

nation-states as the basic units of humanity. As such its influence far transcends 
the map that hangs on all geography classroom walls. We describe this as embed­
ded statism, a geopolitical feature of the modern world, which entails viewing 

social relations through the distorting lens of state centrism. Ga WC is part of a 
· research program dedicated to overcoming embedded statism . 



This section is divided into three parts, which develop an argument from 

quite abstract considerations through to specific measurement questions. 

Embedded statism can be described as the dominant metageography of con­

temporary society: in the first part we set this in the context of alternative meta­

geographies. State centrism is so pervasive, however, that even the information 

we have to understand our world is indelibly linked to a metageography of 

states. Part 2 introduces a research initiative that attempts to go beyond "state­

istics ." Loughborough University's Globalization and Tf'Orld Cities (GaWC) 

Study Group was set up to develop a web site that provides data alternatives to 

counter the inherent bias in the usual data sources. In the final part we focus on 

the data problems to be found in world city research as a prelude to the second 
empirical section of the paper. 

Alternative Metageographies 

Metageographies are the basic large-scale spatial frames by which people order 
their world (Lewis and Wigen 1997). These exist at different scales and may be 
vague in conception but are no less important for that. Hence broad dualities such 

as North-South and East-West have been crucial to recent geopolitical positions 

but have not fully replaced the traditional division into continents-the geo­
graphical entity "Africa," for example, currently exists as a social construct with 
largely negative images. However, underpinning all such representations is the 

map of sovereign states, the multicolored wall map that, despite recent political 
upheavals, seems to exude an almost "natural" aura (Jackson 1990). This is the 

metageography behind embedded statism. This is because territorial sovereignty 

is the basic building block of the politics of the modern era (Taylor 1999a). It is 

a metageography rooted in bounded spaces. Globalization is a direct challenge to 
the dominance of such territorial thinking. 

Geographical boundaries are never completely sealed. There are links and 
connections between areas, which will vary by circumstance. These define a space 

of flows to exist alongside the space of territories. Such a space of transnational 

transactions has always been crucial to the development of the modern world sys­

tem (Arrighi 1994), but it has not figured prominently in modern people's geo­
graphical imaginations. Globalization is changing this as it provides an alternative 

metageography. This is best represented by Manuel Castells (1996) with his work 
on the "network society." He describes a space of flows existing at several levels 

starting with the basic electronic infrastructure; the world city network represents 

one of the higher levels of spatial organization. It is the latter that has the poten­

tial to create an alternative metageography and that is our concern here.2 
We juxtapose our alternative meta geography of a network of world cities­

a space of flows-against the dominant, conventional metageography of 

nation-states-a space of territories (Taylor 2002). 
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Beyond State-istics: GaWC 

Despite its critical credentials, social science has not escaped embedded statism 

(Taylor 1996). In fact it can be argued that the reason for the success of the 

three core social sciences-economics, political science, and sociology-in the 
twentieth century is that they have each met the policy reform agendas of 

states. The social sciences are thus both the creations and the creatures of states. 

This has become particularly evident when their state-centric theories have 
been confronted by trans-state processes of globalization (Taylor 1996, 1997}. 
Qyite simply, theory begets data; data beget theory. This elementary synergy 
makes breaking out of state-centric thinking a difficult undertaking. We have 

chosen world cities with their associated flows as the route "beyond state-istics," 

hence the creation of GaWC. 
When Riccardo Petrella (1995), the official futurist of the European 

Union, was asked not long ago to speculate about the near future he chose to 

contrast "two mental maps of the world system" in which major city regions 
(our world cities} would have either a positive or negative impact by the year 
2025. The details of his predictions need not concern us here, but what is of 

interest is the fact that neither prediction is state-centric: both are city-centric. 
It is entirely appropriate that this metageography should be coming to the fore 
in this continent where states first subsumed cities in the construction of mod­

ern capitalism (Tilly 1990; Taylor 1995). The irony is that the European Union 

of states is likely to result in a new Europe of cities. Hence although the launch 
of the euro was seen as a pooling of state financial sovereignties, perhaps its 

most important long-term effect will be the setting up of the new European 

Bank in Frankfurt, not London. London versus Frankfurt as Europe's leader 
within global finance and banking is just the sort of issue, the type of world, 

that GaWC has been set up to study.' 
GaWC is organized around three major related activities. First, we are a 

research group based around a collection of projects about world cities. So far, 

projects have been based at Lough borough, but we are actively working on new 

projects that will involve research partners from other universities. Ultimately 

this type of global research will require multiple-site studies so as to create the 

necessary broad knowledge base. Currently our projects are focused on London 
(to meet British ESRC [Economic and Social Research Council-UK] national 

efficiency concerns} with comparisons reaching New York and Singapore. Plans 

are in development for further work on Amsterdam, Caracas, Chicago, 

Fr.ankfurt, Hong Kong, Istanbul, Miami, and Shanghai. Second, beyond our 
research partners, we aspire to be the world clearinghouse for world city 

research. In this we take advantage of the speed and flexibility inherent in 
Ga WC's electronic existence. In the slow world of conventional article publi­

cation, with two years between initial writing and publication not uncommon, 



we offer an electronic outlet of immediate issuing as "Ga We Research 

Bulletins." In this electronic publication series, papers are made available in 
early form (as submitted to journals, for instance) and then as regularly revised 

through to the final version, which rna y still have to wait more than six months 
for hard-copy publication. The latter now represents only the final solid record 

of the paper, as it were. 
The third major Ga We activity is also its initial raison d'etre: the produc­

tion and development of intercity data. This derives from our previous argu­

ments; for instance we have much information on relations between France and 

the United Kingdom but relatively little on relations between Paris and 
London. Data come from three sources. First, the data from all our projects are 
automatically posted in our data bank. Second, we invite researchers with inter­

city data to post them on our site or else allow us to point to them from Ga we. 
Third, we are proactive in trying to stimulate the generation of intercity data. 

This has involved creating standardized data-collection procedures for use in 
graduate research projects so that generated data are comparable across case 

studies (Beaverstock, Lorimer et al. 2000). The end result is a data bank acces­
sible to anyone across the world with Internet technology. It is therefore public 
data but not state-centric data. As with all other information of this type, we 
promote its use in research and teaching and ask only that appropriate acknowl­

edgment be made. 

The Paradox of World City Research 

Before we look at some of the early results of Ga We projects, it is useful to say 

a little more about the research niche we have occupied. Our starting point is 
the identification of a curious paradox in the literature on world cities. This can 

be stated simply: whereas the essence of world cities is their relations to each 
other, researchers have generally not focused on this aspect of their being (see 

Taylor 1 999b for direct evidence of this). Studies of world cities belong largely 

to two types: case studies and comparative studies. Whether looking at the one 
or the few, such studies leave relations between cities as either assumed or 

asserted. This is a specific case of the data problem described above: researchers 
can use urban data from national census returns to describe and analyze pat­
terns within cities but there is little information on trans-state intercity rela­
tions. Ipso facto, intercity relations are neglected; hence the paradox we began 

with. 
Smith and Timberlake (1995) have constructed a typology of intercity 

linkages based upon the form (human, material, information) and function 
(economic, political, cultural, and social) of flows. Twelve types are thus identi­
fied, which the authors admit constitute little more than a wish list for world 
city research. Some intercity flow data are available, for instance on airline traf-
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fie and telephone calls, but these tend to be very general in nature, so their rel­
evance to world city formation is compromised. For instance, scheduled flights 
into Miami include the holiday and the seasonal retirement market as well as 
the economic growth associated with the city's role as an important center in 
the world city network.' For the most part, until Ga WC is fully developed, 
researching intercity relations means collecting and creating new and original 

sets of data. 
The research we have been funded for thus far has been within an area of 

study known as the new economic geography of services. This attempts to 
understand the growth of services in the contemporary economy through stud­
ies of service firms. We combine this with Sassen's insight that it is advanced 
producer services that particularly distinguish world cities to turn the focus 

from firm to city: fi rms are our subjects, cities are our objects of study. In prac­
tice this means collecting information on the office network of producer serv­
ice firms. Although this does not directly measure flows between cities, a firm's 
global strategy-in whatever cities it chooses to set up branch offices-must 
imply both control and information connections. Aggregating large numbers of 

such strategies across several services will, therefore, indicate intercity relations. 
This is what we report upon in the next section. 

In summary, world city research is a classic example of state-centric data 
distorting research output: the dearth of intercity data causes a neglect of inter­
city analysis. 

G LO B A L  S T R AT E G I E S ,  W O R L D  C I T I E S  

This section i s  a review of early findings o f  some G aWC research. I t  is intended 
to show the empirical potential of GaWC; given the neglect of inter-city stud­
ies, some relatively elementary measurement exercises can provide new and 
original insights into world city network formation. Hence the emphasis below 

is upon empirical results to the detriment of both details of production of the 
data (see Taylor and Walker 2001) and full reflection on the theoretical impli­

cations of the research (see Taylor 2001; 2002). 
The data we employ consist of the distribution of offices of producer serv­

ice firms across cities. Hence we are looking at the location strategies of firms 
under conditions of globalization. By tracking the global geography of firms' 
foreign affiliates we obtain information about corresponding intercity networks. 
We report on six separate analyses, with a core data set of sixty-nine firms (five 
accountancy, fourteen advertising, eleven banking/finance, and thirty-nine law) 
across 263 cities for 1997-98. The choice of firms is that they are global pro­
ducer service firms, otherwise the choice is in terms of data availability (i.e., we 

have been able to find information on their complete global network of offices). 
· The numbers in each sector reflect degrees of corporate concentration from the 



"Big Six" in accountancy to law as the least globalized service. Data collected 
varied by firms, from simple presence/absence in a city to information on the 
relative importance of offices, notably in terms of how many practitioners in a 

firm are based there. Not all analyses use the same information from the data, 
which will become clear as we proceed. 

The Ga WC Inventory of World Cities 

There is no agreement as to the roster of world cities. There is obvious agree­

ment for the leading cities (London, New York, etc.) but no clear cutoff point 
as to when a city should not be considered a world city. The most commonly 

referenced rosters are those of Friedmann (1986; 1995), but these are not based 
upon any substantial or systematic analysis of the evidence. Is Lisbon a world 

city? Is Kuala Lumpur or Mumbai? It depends who you read (Beaverstock, 

Smith, and Taylor 1999, table 2). Hence the first task of Ga WC has been to 
create a preliminary roster of world cities based on our initial data collection. 

This is carried out in two stages. First, we estimate the global capacity of cities 

separately for each of the four services we have data on. We use information on 
the presence, size, and roles of offices in cities across the world. Second, we 

aggregate these sector results to define levels of"world city-ness." We designate 
fifty-five cities to be world cities and find another sixty-seven cities as showing 

evidence of world city formation (see Beaverstock, Smith, and Taylor 1999). 
The first stage consisted of finding global service centers at various levels 

for the four sectors. In order to avoid any idiosyncratic feature of a single firm 

(e.g., one having additional offices in their home country), for each sector only 
cities in which at least two firms are represented were considered to be global 

service centers. This resulted in 78 cities for accountancy, 67 for advertising, 68 
for banking/finance, and 72 for law. With much overlap between sectors this 
produced 122 cities as candidates for world city status. For each service sector 
three levels of presence were identified-prime, major, and minor-on the basis 
of size and importance of offices. Thus each of the 122 cities can be scored 0 

(not qualified) to 3 (prime center) for each sector. Sums of these scores produce 
a figure that indicates a city's world city-ness up to a maximum of 12. For 

instance, London is a prime center for all four sectors and thus scores 12; 
Wellington, New Zealand scores just 1, featuring only as a minor center in the 
advertising data. Table 1 shows all 122 cities from London to Wellington allo­
cated to the 12 levels of world city-ness. 

The division of these cities into different classes of world city formation 
has been carried out using simple logical criteria. Any city scoring 10 or above 
must feature as a service center in all four sectors. Furthermore, if it is a minor 
center in one sector, this would have to be compensated for by it being a prime 
center in the other three sectors. In addition it must be prime in at least two 
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TA B L E  1 
T H E  GAWC I NV E N TO RY O F  WO R LD CITI E S *  

A. ALPHA WORLD CITIES 

12: Londo n, Paris, New York, Tokyo 
10: Chicago, Frankfurt, Hong Kong, Los Angeles, M ilan, Singapore 

B. BETA WORLD CITIES 

9: San Francisco, Sydney, To ronto, Zurich 
8:  Brussels, Madrid, Mexico City, Sao Paulo 
7: Moscow, Seoul 

C. GAMMA WORLD CITIES 

6: Amsterdam, Bosto n, Caracas, Dallas, Dusseldorf, Geneva, Houston ,  Jakarta, 
Johannesburg, Melbourne, Osaka, Prague, Santiago, Taipei, Washington 
s: Bangkok, Beijing, Rome, Stockholm, Warsaw 
4: Atlanta, Barcelona, Berlin, Buenos Aires, Budapest, Copenhagen, Hamburg, 
Istanbul, Kuala Lumpur, Manila, Miami, Minneapo lis, Mo ntreal , Munich, Shanghai 

D. EVIDENCE OF WORLD CITY FORMATION 

Di Relatively strong evidence 

3 :  Auckland, D ubl i n, Hels inki, Luxembourg, Lyo n, Mumbai, New Delhi ,  
Philadelphia, R io de Janei ro,  Tel Aviv, Vienna 

Dii Some evidence 

2: Abu Dhabi, Almaty, Athens, Birmingham, Bogota, B ratislava, Brisbane, 
Bucharest, Cairo ,  Cleveland, Cologne, Detro it, Dubai, Ho Chi Minh City, Kiev, Lima, 
Lisbon,  Manchester, Montevideo, Oslo, Rotterdam, Riyadh, Seattle, Stuttgart, The 
Hague, Vancouver 

Diii Minimal evidence 

1: Adelaide, Antwerp, Arhus, Baltimore, Bangalo re, Bologna, Brazil ia, Calgary, Cape 
Town, Colombo, Columbus, D resden, Edinburgh, Genoa, Glasgow, Gothenburg, 
Guangzhou, Hanoi, Kansas City, Leeds, Lille, Marseille, R ichmond, St. Petersburg, 
Tashkent, Teheran, Tijuana, Turin, Utrecht, Well ington 

* Cities are ordered in terms of world city-ness with values ranging from 1 to 12. 
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sectors, and the other two would have to be major designations. Ten cities qual­
ify in this top class and are designated alpha world cities. As we might expect, 
there are no surprises at this end of the distribution with four cities from west­
ern Europe, three from the United States, and three from Pacific Asia. 

For the second class of world cities, we identify any city scoring 7 to 9 .  

Such a city must be  a global service center for at  least three of the four service 
sectors and must be a prime or major center in at least two sectors. Ten cities 
qualify as beta world cities. The same three world regions are represented as for 

prime world cities but with "outer" cities appearing such as Sydney, Toronto, 
Mexico City, and Moscow. In addition, a Third World region appears: Sao 

Paulo of South America. 
As mentioned previously, it is at the bottom end of the scale where uncer­

tainty reigns for designating world cities. We have decided to define cities scor­

ing 4 to 6 as gamma wodd cities. With these scores, all cities must be a global 
service center for at least two service sectors. This definition catches thirty-five 

further cities again distributed largely across the three main regions but with 
another three representatives of South America. Mrica has its first city in our 

list, Johannesburg, but there are still no world cities found in South Asia or the 
Middle East (if we count Istanbul as European). The remaining sixty-eight 
cities are designated as having evidence of world city formation processes but 

the evidence is not strong enough to really call them world cities. The interest­
ing cities are those twelve scoring 3, and here we find one Middle East city, Tel 
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Aviv, and two South Asian cities, Mumbai and New Delhi, which perhaps, sig­
nifY the early stages of filling in the voids on the global world city map. 

This is the first time a roster of world cities has been identified and classi­
fied on the basis of a systematic analysis of empirical data. 

The Question of Regions and Hierarchies 

As originally suggested by Friedmann (1986), many world cities seem to oper­
ate by articulating their national economy into the world economy. But there 
are others which have a wider regional role. Perhaps the most obvious example 
of this is Singapore, which is a city-state and the most important world city in 
Southeast Asia. Hence between the global headquarters of producer service 
firms and the national economy articulators there are regional world cities. Data 
for eleven of our firms (two in accountancy, two in advertising, five in bank­
ing/finance, and two in law) provide some preliminary evidence for this aspect 
of world city network formation (for further discussion, see Taylor 2000). As 
before, we avoid idiosyncratic results by including only cities that feature in at 
least two firms' regional organization. Despite being based upon relatively little 
data, the results are quite stark: we find only nine cities with regional responsi­
bilities in our data. Of these are five that dominate: London has a total of nine 
regional responsibilities; Hong Kong, Miami, and Singapore have six each; and 
New York has five. Discussion will be based around them. 

London. At the regional level London operates as the main center for both 
Europe (with only Brussels as minor rival), sometimes including the Middle 
East, and as extramural center for Africa, with Paris (for francophone Africa) 
and Johannesburg as minor rivals . 

New York/Miami. There seems to be a simple division oflabor here: where there 
is a single center for the Americas it is New York, where there is a division, New 
York is the North America center and Miami appears as the center for Latin 
America. Hence J\;liami operates as an extramural center with respect to Latin 
America in the way London does for Mrica . 

Hong Kong/Singapore. This is the example with explicit rivalry. Although these 
two cities are centers for their own regions, Northeast and Southeast Asia 
respectively, when no such division is made (for instance as in Asia or Asia­
Pacific office designations) Hong Kong edges out Singapore only by 3 to 2 for 
the larger regional responsibility. It should be noted that where Tokyo appears 
as a regional headquarters, its region is limited to Japan; this city seems not to 
have developed responsibilities beyond its own state. 

Our preliminary results are clear here: the world city network is regional-



F IG U R E  1 
GAWC PAN - R E G I O N S  I N  G LO BA L  S E RV I C E  P ROV I S I O N  

• Panregional centres e Major regional centres • Minor regional centres 

ized into three pan-regions with few smaller world cities emerging as regional 
centers (see fig. 1 ) .  The great exception is Miami. This is the first time the 
world hierarchy of world cities has been as defined and described by world 
regional organization (rather than the simple ranking of cities to be found in 

the literature) . 

Detecting Concentration Processes: The "Enhanced Tail" Feature 

Our full data set records 2, 925 presences of firms across the 263 cities. Such 
large sets of data lend themselves to elementary distribution analyses. This 
involves creating a frequency distribution showing the numbers of cities hous­
ing different totals of firms. Such distributions can be modeled as probability 
functions to provide insights into the empirical pattern. The frequency distri­
bution for this data set is shown in fig. 2. One very noticeable feature is the long 
right-hand tail indicating many cities housing relatively large numbers of firms. 
This can be compared to a random allocation of firms to cities that would gen­
erate a Poisson probability distribution. In such a theoretical distribution no 
cities would be expected to have more than fifteen firms, which means our 
empirical distribution has a very enhanced tail: sixty-ftve cities have more than 
fifteen firms. This indicates that there are exceptional nonrandom concentra­
tion processes operating to produce such distribution. This is not surprising, of 
course, in an urban analysis where some form of hierarchy is the norm, but the 
length and size of the tail in this case will reflect the particular concentration 
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F I G U R E  z 

OVERALL  FR EQU E N CY D I ST R I B U T I O N  O F  F I R M S  I N  C I T I E S  
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processes that Sassen (2000) argues are operating under contemporary condi­
tions of globalization. 

All the global firms we are dealing with are London-located global firms 
(LLGFs). Looking at the data from the perspective of London does produce 
interesting results. For instance, if the particular numbers of firms are converted 
into percentages of the maximum ( 69), then we can interpret the results as the 
chances of a firm in a given city having a direct (intrafirm) office link to 
London. For instance, Hong Kong has the highest total of LLGFs (fifty-two) 
in our data, which translates into a 75 percent probability that if a client enters 
an advanced producer service office in Hong Kong, there will be a direct orga­
nizational link to London. The top ten cities in terms of these probabilities are 
shown in table 2. No surprises here: all the alpha world cities appear except 
Chicago, and they are joined by Brussels and Moscow, two cities with obvious 
but different appeals to London-based firms (EU headquarters, and center for 
post-Soviet transition respectively). This points to further London-centric 
analysis, but before we present this, it is instructive to look at the service-spe­
cific distributions of offices (see Taylor 2000). 

The frequency distributions of262 cities (not including London) in terms 
of how many LLGFs they house for each sector show that accountancy differs 
from the other three services in having its mode at its maximum frequency: all 
-
five accountancy firms are to be found in 136 of our cities. This distribution 
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TAB L E  2 

TO P T E N  C I T I E S  S HA R I N G  F I R M S  W I T H  

LON D O N :  P E R C E NTAG E P R O B A B I L I T I E S  

RANK % CITY 

1 75 Hong Kong 
2 72 New York 
3 65 Paris 
3 65 Singapore 
5 64 Tokyo 
6 55 Brussels 
7 5 2  Frankfurt 
8 5 1  Moscow 
9 48 los Angeles 
10 46 M ilan 

reflects the fact that accountancy is the most globalized of producer services. 
Although this is not a surprising result, the stark contrast with the other serv­
ices is instructive. The three other services have their mode at zero presence 
although the dominance of this mode decreases in the order law­
banking/finance-advertising, which suggests an ordering in their respective lev­
els of globalization with law the least developed. This is not a surprise, but this 
has never before been illustrated so directly. 

l.Vlost of our data contain much more information than merely presence as 
analyzed above. In order to retain as much information as possible we have cre­
ated an ordinal-level set of measures by combining all the different types of 
information we have (see Beaverstock, Smith, and Taylor 2001). Since the data 
combined to ordinal level maintain more information, analysis of the data will 
be more instructive. We begin the analysis, as before, with frequency distribu­
tions for all 262 cities for each service sector. Again the accountancy distribu­
tion is distinctive but, compared to simple presences, it is much more suggestive 
with its central mode and two tails. The other three distributions continue with 
their zero modes and enhanced tails, but the cities are more widely dispersed 
compared to simple presences. 

The tails of all four distributions have been abstracted from the distribu­
tions in this analysis. For advertising, banking/finance, and law, turning points 
for the enhanced tail are used; for accountancy the abrupt change in declining 
levels is used as break point. All scores are converted to percentage of the max­
imum possible to facilitate comparison. The lists of cities with high levels of 
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TA B L E  3 

ACCO U N TA N CY 

C I T I E S  WITH M AJ O R  LEVELS OF L I N KAG E TO LO N DO N  

(Numbers are percentages o f  maximum possible (= 15) from s u rn  o f  ordinal/ ized scores) 

Percent City 

93 Dusseldorf, New York, Paris, Tokyo, Toronto 
87 Chicago, Milan, Sydney, Washington, DC 
8o Atlanta, Brussels, Frankfurt, San Francisco 
73 Amsterdam, Dallas, Hamburg, Hong Kong, 
67 Berl in ,  Boston, Copenhagen, Madrid, Melbourne, Mexico City, 

Rotterdam, Seoul, Stockholm, Zurich 
6o Birmingham, Jakarta, Lyon, Manchester, Philadelphia, Rome, Sao Paulo, 

Santiago, Stuttgart, Vancouver 

TAB L E  4 
A DV E RTI S I N G  

C I T I E S  W I T H  M AJ O R  LEVELS O F  L I N KAGE T O  L O N D O N  

( N U M B E R S  A R E  P E R C E N TA G E S  O F  MAXIM U M  PO S S I B LE (= 2 1 )  FROM 

:.: S U M  O F  O R D I N A L / I Z E D  SCO R E S) 
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:; Percent City 
> � 90 New York 
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71 
67 
6z 
57 
52  
48 
4 

Mi lan,  Paris 
Los Angeles, Singapore, Stockholm 
Amsterdam, Auckland, Copenhagen, Istanbul, Lisbon 
Athens, Dusseldorf, Melbourne, Prague, San Francisco, Vienna, Zurich 
Barcelona, Helsinki, Hong Kong 
Bangkok, Frankfurt, Mexico City, Montreal 
Beijing, Carocas, J akarta, Manila, San Francisco, Santiago, Seoul, Taipei, 
Tokyo, Warsaw 
Budapest, Buenos Aires, Hamburg, Johannesburg, Kuala Lumpur, 
Miami, Moscow, Mumbai, Oslo 



TA BLE  5 
BA N K I N G / F I N A N C E 

CIT I E S  W I T H  MAJOR LEVELS O F  L I N KA G E  TO LO N DO N  

(Numbers are percentages o f  mall.imum possible (= 38) from sum o f ordinal/ized scores) 

Percent City 

9s New York 
79 Singapore 
76 Hong Kong, Tokyo 
66 Frankfurt 
61 Paris, Zurich 
55 Madrid 
so Milan, Taipei 
47 Mexico C ity, Seoul 
45 Sao Paulo 
42 Jakarta, Los Angeles 
39 Buenos Aires, Dublin, Kuala Lumpur, Moscow, San Francisco, Toronto 
37 Bangkok, Dubai, Geneva 
34 Luxembourg, Manama, Manila, Mumbai 
32 Abu Dubai, Athens, Chicago, Johannesburg, Labuan, Melbourne, Prague, 

Santiago, Shanghai 
29 Barcelona, Rio de Janeiro 
26 Amsterdam, Beijing, Brussels, Cairo, Caracas, Houston, Miami, Warsaw 

connectivity to London are shown in table 3 for accountancy, table 4 for adver­
tising, 5 for banking/finance, and 6 for law. This analysis shows New York as 

London's main partner in all sectors, as might be expected, but there are note­
worthy contrasts in degree of dominance and in which cities are at the top of 
the rankings. For instance, accountancy produces the only table in which New 
York shares top spot with other cities. In banking/finance New York is domi­
nant and is followed by three Pacific Asian cities (Singapore, Hong Kong, and 
Tokyo) .  In advertising and law, New York's dominance is similarly clear; in law, 
the important political capitals of Washington, D.C., and Brussels feature 
prominently. 

This is the first time a comprehensive analysis of cities has detected con­
centration processes and the cities in which they are manifest. 

The GaWC Index of London's External Relations 

Focusing on just the other fifty-four world cities, the levels of linkage to 
London are brought together in figure 3 where average scores across the four 
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TA BLE 6 

LAW 

C I T I E S  W I T H  MAJOR LEVELS OF L I N KAGE TO LO N D ON 

(Num bers a r e  p e rcentages o f  maxim u m  possible ( =  6 5 )  from s u m o  f ordinal/ized scores) 

Percent City 

68 New York 
6o Washington, DC 
54 Brussels, Hong Kong 
48 Paris 
34 Los Angeles 
32 Tokyo 
31 Singapore 
28 Moscow 
23 Frankfurt 
20 Chicago 
18 San Francisco, Warsaw 
17 Budapest 
15 Beijing 
14 Dallas, Houston, Prague 

F I G U R E  3 

T H E  GAWC I N D EX O F  LON D O N 'S R E LAT I O N S  

PRIME lilllll......ll•) 
LINK IIIII""""'" MAJOR ......_I 

LINKS Ill"""" 

EUROPE 

MINOR IV 
LINKS � 



TAB LE 7 

AVE R AG E  P E R C E NTAG E L I N KAG E TO LO N DO N  BY R E G I O N S  

Region No. of Cities Average Linkage 

Western Europe 16 41 
Pacific Asia 12 40 
USA 11 39 
Eastern Europe 5 33 
latin America 5 37 
Old Commonwealth 5 45 

producer services are computed to define the GaWC Index of London's 

External Relations (Beaverstock, Smith, and Taylor 2000). The fifty-four world 
cities (other than London) are arrayed in five groups. The overall dominance of 
the London-New York link, with score out on its own at 87, is designated as 
London's 'prime link'. The next two highest links (Paris-London at 68 and 
Hong Kong-London at 64) each connect London to the other two major world 
regions and are designated 'major links'. Other connections scoring over 50 
then become 'important links' with two lower levels of links also identified. The 
clear message of this diagram is the worldwide scope of London's linkages and 

this is neatly confirmed by a regional analysis. 
The fifty- tour world cities fall neatly into five world regions plus an addi­

tional British Commonwealth noncontiguous class of cities: sixteen are in 
Western Europe, twelve in Pacific Asia, eleven in the United States, five each 

in Eastern Europe, Latin America, and the old Commonwealth (Australia, 
Canada, South Africa). Average levels of connection for these groups of cities 
are shown in table 7. Perhaps the lack of major variation in average scores is the 
main feature of this table, which confirms London's worldwide reach. The 
highest score or the old Commonwealth indicates longer-term linkages than 
contemporary globalization, but the three main "globalization arenas" (Western 
Europe, Pacific Asia, and the United States) have very similar scores. This 
shows that London is much more than just Europe's representative, articulating 
Europe with the world economy, in a twenty-four-hour globalizing financial 
market. The geographical reach of London confirms its location in the con­
temporary space of flows as truly, using Sassen's (2001) terminology, a global 
city (Beaverstock, Smith, and Taylor 2001).  This is not only the first time 
London as a major world city has been analyzed comprehensively in terms of 
its linkages with other world cities; it is the first time this type of analysis has 
been done for any world city. 
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Local Mixes of Firms across World Cities 

In the final two sections we report on ongoing work that uses a slightly differ­
ent data set, one that focuses upon the larger firms. We have identified forty­
six firms which have offices in fifteen or more different cities. The main 
difference from the previous list of firms is the removal of many small London­
based law firms and the addition of three U.S. law firms without London 
offices. In addition this data set is limited to the fifty-five world cities previ­
ously identified. The result is a 55 x 46 data matrix with each cell scoring a 
firm's position in a city from 0 (no presence) to 3 (major presence). 

The simplest analysis of such data is to correlate the cities in terms of how 
similar they are as per the mix of firms they house. The higher the correlation 
between two cities, the more firms they share and with similar levels of pres­
ence. To illustrate this form of analysis, table 8 shows correlations between the 
alpha world cities; the higher correlations are displayed in figure 4. The two 
highest correlations are between London and New York and between Hong 
Kong and Singapore, which is what we might expect although there is no pre­
vious analysis of this. However, when we look at the overall pattern of the 
higher correlations, some interesting features appear (fig. 4) . Certainly the for­
mer pairing seems more isolated than the latter. This implies the global cities of 
London and New York have between them quite distinctive mixes of firms. 

A full analysis of the data matrix involving all fifty-five cities has been car­
ried out using a principal components analysis. This uses the correlations to 
define the main dimensions in the data, in this case grouping cities in terms of 
their mixes of firms. This work is in progress (Taylor and Walker 2001)  but pre­
liminary results show a complex pattern of interregional, regional, and city 
dimensions. For instance, London and New York appear as a separate 'global 
city component' replicating figure 4, and two other cities define their own indi­
vidual components: Moscow, a gateway to post-Soviet economies, and Miami, 
a gateway to Latin America (see fig. 1). Other components highlight major 
regions such as Latin America, Pacific Asia, western Europe, eastern Europe, 
and the United States. In fact the locational clusters in these results show that 
even among large firms, location strategies under conditions of globalization 
seem to be more regional than worldwide in nature. 

This analysis is the first to group world cities into types in terms of the 
firms they house. Classification is a necessary beginning to understand world 
cities beyond hierarchies. 

A Preliminary Description of a Network of World Cities 

Assuming that intrafirm knowledge and information flow in servicing clients is 
greater than interfirm fl ows, the previous analysis can be used to infer a network 
pattern. This is no doubt the reason for the regional findings and also some ele-



TAB L E  8 

F I G U R E  If 
CORRELATIONS AMONG ALPHA WORLD CITIES 

Correlations: 
above 0.60 
0.50 - 0.59 

CO R R ELAT I O N S  B E TW E E N  A L P H A  WORLD C I T I ES IN T E R M S  O F  M I XES O F  

F I R M S  H O U S E D  

CH FF HK LN LA ML NY PA SG TK 

Chicago 
Frankfurt 0.52 
Hong Kong 0-46 0.57 
London 0.43 0.37 0.5 
Los Angeles 0.42 Q,35 0.24 0.34 
Milan o.35 0.58 0.37 0.42 0.06 
New York 0.43 0.21 0-46 0.7 0.52 0.26 
Paris 0.55 0.64 0.48 o.58 0.2 o.53 0.25 
Singapore 0.24 0.5 0.79 0.58 0.2 0.42 0.33 0.46 
Tokyo 0.51 0.63 0.67 0.57 0.1 0.59 0.47 0.57 0.64 

note: negative coefficients are underlined 
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TA B L E  9 

MAT R I X  OF O F F I C E  P E R C E NTAGE PROBA B I L I T I E S  FOR O F F I C E  

CON N ECT I O N S  BETW E E N  A L P H A  WO R L D  C I T I E S  

LI NKAGE FROM: LINKAGE TO: 

CH FR HK LN LA ML NY PA 

Chicago 89 89 100 91 79 100 89 
Frankfurt 67 93 100 72 87 100 95 
Hong Kong 6o 82 100 8o 8o 100 85 
London 59 77 87  78 78 98 83 
Los Angeles 67 73 89 100 70 97 84 
Milan 59 88 93 100 67 100 88 
New York 59 77 87 98 77 77 79 
Paris 64 8s 90 100 8o 81 97 
Singapore 6o 87 98 100 78 83 100 92 
Tokyo 64 84 93 100 83 81 100 87 

F I G U R E  5 

VE CTO RS S H O W I N G  R E LAT I O N S  AMONG A L P H A  WO R L D  C I T I E S  

2 3 Primary Links 28 Secondary Links 

SG TK 

83 100 
94 95 
92 90 
83 86 
81 89 
91 93 
83 8s 
90 90 

95 
88 



ments of hierarchy that are found in the structures (Taylor and Walker 2001).  

But there is a way of going beyond such inferences to a more direct measure of 

intercity relations. This relates to some of our previous London analysis, which 

we extend to all cities. 
From each city, we can compute the total level of intra-firm service to each 

other city. Currently this has been carried out for just alpha cities and using only 
presences (Beaverstock, Lorimer et al. 2000) . Table 9 is an asymmetric matrix 

showing probabilities of connections between cities. Each cell contains the per­
centage probability that a firm in city X will have an office in city Y. Thus, table 

9 shows that if you do business with a Chicago-based firm, then there is a 89 

percent probability that that firm will also have an office in Frankfurt. On the 
other hand, a Frankfurt-based firm has only a 67 percent probability of having 

an office in Chicago. These probabilities of connection define vectors that are 

shown for two different levels: prime vectors highlighting the dominance of 
London and New York, and secondary vectors in which the Pacific Asian cities 

feature prominently (fig. 5).  Notice the marginal positions of Los Angeles and 

especially Chicago. We describe this as the New York shadow effect: it seems 

that many firms that do business in the United States focus upon having just 

one single office in New York (Beaverstock, Lorimer et al 2000). This is unlike 
other globalization arenas which are more politically fragmented, necessitating 

firms to locate in cities in different countries. This may have profound effects 

on U.S. cities in world city competition.5 

This is a preliminary glimpse at a world city network defined by office rela­

tions between cities. Until work such as this is completed we do not even have 
the basis for understanding world city network formation. 

C O N C L U S I O N :  F I RST ST E PS O N LY 

The fact that every summary in the empirical second section of the paper has 

been able to claim "firsts" in what are very basic and ultimately elementary empir­

ical analyses provides very strong support for the arguments in the first section of 
the paper on the dearth of trans-state data and analysis. All that is being reported 

is the barest skeleton of a global structure, but one not previously revealed despite 

two decades of world city research. It is an indicator of the difficulty of doing 

global research in the social sciences that these first steps have been so delayed. 

N OT E S  
The authors thank the Institute for Advanced Study, United Nations University (Tokyo) for its 

support. 
1. The Ga vVC web address is: httpJ /www.lboro.ac.ukidepartments/gy/researchlgawc.html 
2. During one of the early Apollo flights one of the astronauts experienced a fundamental rev­

elation: looking back to Earth he noticed there were no political boundaries. In fact it is often said 
that the Great Wall of China is the only human feature on the Earth's surface that can be seen from 
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space. This is not strictly correct; once day turns to night the archipelago of modern human settle­

ments is visible from the artificial light created. And thts shows a pattern dommated by the great 

cities of the world. The apocryphal visitor from another planet would certainly get the impression 

of a city-dominated civilization on Earth. For the people living on Earth, however, it is the politi­

cal boundaries that loom large in their geographical imaginations. 

3. For a local example of where the space of cities is confronting the space of territories, as 
Barcelona versus Catalonia, see Morata 1997. 

4. In their chapter in this volume, Smith and Timberlake develop this methodology further. 
5. The end result of this research will be structural analyses of directed graphs for all ftfty-five 

cities; this work is in progress. 
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C h a p t e r  If 

H I E RA R C H I E S O F  D O M I N A N C E  A M O N G  W O R L D 

C I T I E S :  A N E T W O R K  A P P R OA C H 

D a v i d  S m i t h  a n d  M i c h a e l  T i m b e r l a k e  

The world's centers o f  gravity are always in process o f  change. Old centers 
lose their relative importance as new factors enter to d isturb the equilibrium. 
Some of these factors are temporary and accidental; others are associated 
with permanent trends . . . .  New centers of dominance are arising. 

Roderick McKenzie, 1927 

The world's great cities are crucial nodes in the global political economy. They 
are the geographic basing points in terms of not only production and con­

sumption, but also of political-economic control and social reproduction. 
Though they are often conceptually recognized as the spatial loci of global 
processes, how relations among cities are structured is not commonly under­
stood. Usually studies of the "world system" theorize about and describe inter­
relations among broad regions of the world, usually by nations. Here we depart 
from this usual strategy by improving upon our earlier efforts (e.g., Smith and 
Timberlake, 1995a and b) to identifY one important aspect of global structure 
in the relations among a score of "world cities," many of which Friedmann so 
identified (1986, 1995). Thus, cities are seen as fundamental territorial nodes in 
the global political economy. Systematic exchanges among them are an impor­
tant dimension of the world system's structure. Moreover the way in which any 
particular city is embedded, through these exchanges, in the global structure 
influences its own peculiar character. We are concerned, then, with the network 
relations of world cities, as defined by the exchanges that link them. Our work 
is indebted to that of much earlier scholars of urbanization who were concerned 
with "systems of cities" and the relative dominance of cities within a system, 
including, for example, Gras (1922), McKenzie (1968), and Duncan et al. 
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(1 960). We are also heirs to the more recent globally contextualized case-ori­
ented research on some of the world's most populous and important cities (for 
example, King 1 990; Ross and Trachte 1990; Sassen 2001 ;  Abu-Lughod 1999; 
Meyer 1991b). This work has largely substantiated John Friedmann's notion 
that there is a distinct category of "global" or "world cities" housing activities 
and organizations that exert international coordination and control. We are also 
heir to historical comparative case studies of cities which indicate that we 
should not assume that situating cities in the global political economy is useful 
only in the contemporary era (for example, Rodriguez and Feagin 1986; Feagin 
and Smith 1 987; Hill and Feagin 1987; Feagin 1988). 

C O N C E PT U A L  BACKG RO U N D  

We conceive of world cities as nodes in multiple networks of economic, social, 
demographic, and information flows. This allows us to begin to conceptualize 
them in relational terms. In· turn, this relational view allows us to begin to think 
about mapping cities in terms of their structural relationships to one another. 
As we have discussed this at length elsewhere (Smith and Timberlake, 1995a 
and b, 1998, and 2000) we will only sketch our perspective. A key point of 
departure for our work is the commitment to examining relationships among 
cities, not merely attributes of cities (see also Meyer 1986, 1 99la, 1991b). What 
kinds of interrelations are important? Earlier ( 1995a, b) we posited a typology 
of important intercity flows based on function and form. Cities are linked 
through economic, political, cultural, and social reproductive exchanges, and 
these take many forms. Broadly, "the stuff" that flows among cities must be 
human, other material, or communication. Everything we can think of that 
moves from city to city can be classified in the matrix defined by these two 
typologies. A person migrates (human, social reproduction) from one city to 
another to join a spouse who has moved there for work (human, economic). An 
order ofNike athletic shoes is shipped from a distribution center to a retail out­
let in another city (material, economic-like most commodities). A corporate 
CEO telephones a manager of a plant located in another city with orders to lay­
off 15  percent of the plant's workers (economic, communication). Thus shoes, 
tomatoes, FAXes, e-mail, vacationers, businesspeople, circuses usually originate 
(or germinate) in particular locales and end up in another-usually a city. Cities 
can thus be conceived within a network of places, including other cities. 

Once conceived as constituting a network, the next logical step is to con­
ceptualize relative dominance as an attribute of cities in this network context. 
As in McKenzie and other early urban ecologists and geographers, cities in a 
system of cities are related to one another along a dimension of power. 
Certainly this was an important component of Friedmann's (1986, 1 995) and 
Friedmann's and Wolff's (1982) theorizing about world cities: 



World cities can be arranged hierarchically, roughly in accord with the 
economic power they command. They are cities through which regional, 
national, and international economies are articulated with the global capi­
talist system of accumulation. A city's ability to attract global investments 
ultimately determines its rank in the order of world cities. However, its 
fortunes in this regard, as well as its ability to absorb external shocks 
from technological innovations and political change, are variable. Cities 
may rise into the rank of world cities, they may drop from the order, and 
they may rise or fall in rank. (Friedmann 1995: 25-26) 

Friedmann proposes a list of these world cities, according to their supposed role 
in the new global order, and he urges us to consider "the existence of differences 
in rank and investigate the articulations of particular world cities with each 
other" (1995: 23). However, his work contains little direct evidence on such 
linkages provided. Instead, his 1 995 list of hierarchically arranged "world cities" 
is based, mainly, on indirect indicators of how each are situated in the global 
order. Thus there is a methodological disjuncture between Friedmann's network 
conceptualization and his empirical identification of world cities. 

N ETWO R K  A N A LYS I S  

Qyantitative network analysis i s  particularly well suited to the network-theo­
retical imagery on which both world-system analysis and the literature on 
global cities rely. In principle, network methodology allows us to simultaneously 
analyze multiple patterns of flows, exchanges or linkages between cities (or 
other nodes) for the purpose of illuminating the patterning of connections 

between them as well as the structure of the entire network. It is a powerful tool 
uncovering the structure of the global flows of people, commodities, capital, 
information, and more. It is a rigorous way to operationalize theoretical con­
ceptions about the world economy and the global city system. Indeed, a num­
ber of researchers use network analysis to examine the structure of the world 
system (e.g., Snyder and Kick 1979). But we alone have used this methodology 
to map the world city system. 

Formal network analysis provides a method for empirically revealing social 
structures based on relational data. Social network analysis has evolved from the 
effort to operationalize the concept "social structure." Social structures as regu­
larities in patterns of social interaction and the persistent relationships arise 
"from aggregated effects ofindividual interactions" (Smelser 1988:  1 1 8 1).  Here 
we use network analysis to measure the relations among the world's large cities. 
With a set of world cities analyzed as a network, we can assess the centrality (or 
dominance) of each city in this system, as well as changing patterns of domi­
nance over time. Network analysis generates measurements of a variety of for-
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mal properties of structures and relationships. Here, we will focus on the meas­
ure of POWER from the network analysis STRUCTURE (Burt and Schott 
1991) .  This variable measures a node's prominence or centrality in a social net­
work hierarchy. 

Our earlier empirical efforts included using formal network analysis of air­

line passenger travel between twenty-three world cities (Smith and Timberlake 
1995b) for one specific time (1985) in an effort to evaluate some of the claims 
of Friedmann and of Sassen about the relative importance of particular cities. 
More recently, using data on 1991 airline passengers between all pairs of 110 
cities, we measured the flows between cities to create "images of  the world 
urban hierarchy" (1998: 214) .  We corroborated the early claims about the rela­

tive importance of leading world cities (Friedmann 1 995; Sassen 2001; Smith 
and Timberlake 1995b). In equivalence analysis, we identified London, New 
York, Frankfurt, and Tokyo, joined by Amsterdam and Zurich, as the struc­
turally dominant global cities, and we identified "gateway" cities, such as 
Miami, Los Angeles, Hong Kong, and Singapore, which seemed to link differ­
ent economic zones. Here, we will follow most closely the twenty-three-city 
study (1995b). However, because we now have data for more time points, we 
will examine changes in the structure of dominance relations among these cities 
over time. This will allow us to focus on most of the "world cities" identified by 
Friedmann, assessing their relative dominance over time in terms of the net­
work of air passenger travel. 

TOWA R D  O P E RATI O N A LI Z I N G  I N T E R C I TY L I N KAG E S  F O R  

N ET W O R K  A N A LYS I S  O F  T H E  G L O B A L  C I TY SYSTE M 

The primary reason why few others have used network analysis to analyze city 
systems is undoubtedly because of the strict and unusual data requirements of 
the technique. First, network analysis is all about relations. Thus the data must 
consist of measures of relations. Most other quantitative analysis relies on meas­
ures of actors' attributes: their size, their wealth, their number of Fortune 500 
headquarters, and so on. But in order to directly assess the structure of net­
works, we must have measures of one or more ways in which the actors are 

related to every other actor in the stipulated network. There are obviously many 
important ways that cities are interconnected through the flows of people, 
materials, and communications, and many of these are in principle measurable. 
For example, labor migration frequently accounts for the movement of people 
from one city (or village) to another. In fact one oft-cited characteristic of global 
cities is that they are destinations for a diverse array of international migrants. 
However, population surveys, such as censuses, rarely inquire into the exact 
locale from which migrants originate. At best, we can determine the country of 
origin, but not the city. Thus, the kind of network analysis we hope to produce 



is not possible, so far as we know, with existing migration data even though in 
terms of our theoretical/conceptual framework such data would provide an 

extremely useful depiction of the world city network. 
The literature on commodity chains underscores the theoretical impor­

tance of the flows of commodities from the point of production to sites where 
value is added to the final points of consumption. But, as is the case with inter­
national migration, the systematically available information on international 
commodity flows is available only at the level of nations. The intercity network 
described by FAXes, telephone calls, and Internet communications would also 
provide an extremely relevant map of the network of world cities. But we are 
not aware of any publicly available systematic accounting of the flows of such 
communications across the web of international cities. 

The second serious methodological restriction is that network analysis is 
severely constrained by missing values. The data requirements can best be 
understood as an in-flow/out-flow matrix. There must be a measure of the rela­
tionship between each city pair in the network; that is, every cell must have a 
value (including zero). Every single actor (city, for us) must be described in 
terms of a known relationship with every other actor in the network. Thus, for­
mal network analysis on the international city system must be based on a thor­
ough compilation of relational data among all possible pairs of cities to be 
included in the analysis. 

Despite long-standing scholarly interest in migration, commodity chains, 
and (more recently) information technology, there is presently no way to obtain 
direct measures of how they relate to locales as specific as cities across national 
borders for even three or four cities. However, there is one source of relational 
data for a large number of international cities, and that is the International Civil 
Aviation Organization, which has compiled estimates of the volume of civil air­
line traffic (e.g., in terms of passengers) between pairs of international cities 
since about 1 977. We hope this paper will help stimulate a wider search for 
other indicators of intercity flows that would be suitable for network analysis, 
but for now, it is these airline data that allow us to depict the network of some 
of the top world cities for several points in time. What we will provide will be 
analogous to a series of time-lapsed photographs of the structure of relations of 
these world cities in  1980, 1 985, 1991,  1994, and 1997. 

We cannot justify identifying world city networks on the basis of airline 
passenger travel unless the air travel to and from cities is more than trivial in 
terms of the global political economy. Though perhaps not as fundamental as 
labor migration, commodity flows, and telecommunications, there is good rea­
son to regard air passenger travel as significant. In addition to the important 
feature that air travel data are collected for particular cities, Keeling ( 1995) 
presents a strong argument for both generic claims about transport's key role in 
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the world city system (11 6), as well as specific ones that the air passenger links 
that we will examine are an excellent source of data: 

Airline linkages offer the best illustration of transport's role in the world 

city system for five reasons: (i) global airline flows are one of the few 

indices available of transactional flows of inter-urban connectivity; (ii) air 

networks and their associated infrastructure are the most visible manifesta­
tions of world city interactions; (iii) great demand still exists for face-to­

face relationships, despite the global telecommunications revolution . . .  (iv) 

air transport is the preferred mode of inter-city movement for the transna­

tional capitalist class, migrants, tourists, and high-value, low-bulk goods; 

and (v) airline links are important components of a city's aspirations to 

world city status. (p. 1 18)  

Keeling also points out that airports and air connections often become impor­

tant political issues in various cities. For symbolic reasons as well as for eco­

nomic self-interest, members of growth coalitions and of the capitalist class 
seek to gain public support to develop "their" city's airline capacity. 

Only a few scholars have used air travel in empirical studies comparing 
cities. In her study of the degree to which European cities are "international­

ized," Nadine Cattan argues that "because ofits relatively rapid capacity to reply 

in terms of supply and demand, air traffic provides a pertinent indicator in the 
quest to evaluate the international character of western European cities" (1995: 

303). She condenses airline travel data to attributional data to show that varia­

tion among European cities' international "attractivity" (in terms of air trafftc) 

is explained by a variety of factors, including each city's relative standing in its 

national territorial system. David Simon, too, employs air traffic as an indicator 
of a city's standing in the world system. "The progressive expansion of civil avi­

ation reflects continued growth in business and international tourism" (1995: 

139). We have used air traffic relation data in several other studies (Smith and 

Timberlake 1995b, 2000; see also Shin and Timberlake 2000). However, this 
chapter marks the first time we have looked at the air traffic-defined network 

of cities over time. Thus, for the first time we will be able to discern change or 

stability in the hierarchy of world cities, as defined by air travel. 

A N A LYS E S  O F  A I R  PA S S E N G E R  L I N KA G E S  A M O N G  G LO B A L  C I T I E S  

The Data. Our primary data source i s  On-Flight Origin and Destination from 

the International Civil Aviation Organization (ICAO) in Montreal for 1980, 
1985, 1991, 1994, and 1997. Based on reports from states on airline activity to 

and from each city within their boundaries to or from any city outside of their 

boundaries, ICAO compiles quarterly and annual figures on numbers of airline 

passengers traveling between cities in different countries. Following our earlier 



(1995b) approximate test of Friedmann's "world city hypothesis" (Friedmann 
1986), we examine the hypothesized network of key world cities. There we 
included twenty-three cities for 1985. Here we identify the hierarchy for as 

many of these same twenty-three cities as data allow for the four time points. 
There are two important limitations to these data. First, in order to pre­

serve the confidentiality of states and airlines, the ICAO provides data on travel 
between international city-pairs only when "at least two airlines representing at 
least two different States have reported" (ICAO 1993: II). Thus (a) in the 
absence of another data source, at most only one city from a given nation can 
be used in the network analysis, and (b) cities served by only one airline are not 
available for analysis. The second limitation should not present a problem for 
our research, because the select group of cities on which we focus are all served 
by more than one airline. According to Friedmann, however, several world cities 
share that status with at least one city in the same nation. The ICAO data do 
not allow us to include cities from the same country. So far we have been able 
to overcome this limitation only for U.S. cities, for which we can fill in their 
mutual air traffic flows with data from the Air Transport Association in 
Washington, D.C. We also estimated the volume of air passenger traffic 
between one pair of cities, London and Hong Kong, which the ICAO appar­
ently does not consider to be an international pair-at least not until 1 997. We 
did this by assigning passenger totals between this pair at levels comparable to 
other similar pairs and based on patterns of air traffic between each of London's 
and Hong Kong's other partners. Our resulting matrix of network data, thus, 
includes twenty-two cities for 1985, 1991,  1994, and 1997. 

Findings. We will focus our analysis on the estimate of "POWER" available in 
the STRUCTURE network software program. According to Ronald Burt and 
Thomas Schott, "power concerns (an actor's) ability to dominate the whole sys­
tem across spheres" (1991:  188). This measure of network prominence takes into 
account the number of mutual relations with other actors in the network and 
their strength. Moreover, this measure takes into account the relative promi­
nence of the positions of the nodes with which each other node relates. Thus, in 
our data, other things being equal, the most dominant city in our network of 
world cities will have air passengers traveling to and from a larger number of other 
cities in the network and in greater volume than less dominant cities; moreover, 
the cities with which it exchanges air passengers will themselves be relatively 
more dominant. Other cities will be scored lower in the measure of prominence 
to the extent they have fewer passenger exchanges with fewer and less prominent 
other network cities. The most dominant city in a network receives a score set at 
"1," and the other cities' POWER scores are set as the ratio of their power to the 
power of the most dominant city (Burt and Schott 1991: 188-193). 
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TA B L E � 

POW E R  A N D  RAN K S C O R E S ,  �980,  �985,  �99� .  � 99/t,  

AND �997 BY � 9 97 RAN K 

1980 1985 1991 1994 1997 
Power Rank Power Rank Power Rank Power Rank Power Rank 

London 1.00 1 1.00 1 1.00 1 1.00 1 1.00 1 
Tokyo 0.323 6 0.64 3 0.68 2 0.82 2 0.81 2 
Frankfurt 0-405 4 0.36 7 o.54 6 0.63 4 0.70 3 
Paris 0.799 2 o.57 4 o.56 5 0.61 5 0.67 4 
New York 0.729 3 0.69 2 0.58 4 o.6o 6 o.65 5 
Seoul 0.136 14 0.24 12 0.21 17 0.32 14 o.58 6 
LA 0.37 6 0-44 8 0.54 8 o.58 7 
Hong Kong 0.274 9 0.48 5 0.61 3 0.66 3 o.53 8 
Singapore 0.196 12 0.30 11 0-39 9 0-47 9 0.51 9 
San Francisco 0.22 13 0.27 12 O.JJ 10 0.38 10 
Mi lan 0.259 10 0.16 15 0.26 14 0.32 13 0.37 11 
Madrid 0.304 7 0.16 17 0.27 11 0.32 15 0.37 12 
Chicago 0.17 14 0.25 15 0.33 11 0.37 13 
Amsterdam 0.291 8 0.31 10 0.48 7 0.55 7 0.36 14 
Zurich 0.23 11 0.34 8 0.31 10 0.32 12 o.35 15 
Mexico City 0.349 5 0.16 16 0.26 13 0.29 16 0.29 16 
Miami 0.13 18 0.23 16 0.24 17 0.27 17 
Sydney 0.097 15 0.33 9 0.15 19 0.20 19 0.21 18 
Boston 0.13 19 0.17 18 0.20 18 0.20 19 
Montreal 0.182 13 0.12 20 0.15 20 0.17 20 0.16 20 
Houston 0.08 22 0.12 21 0.13 16 0.16 21 
Seattle 0.08 21 0.071222 0.06 22 0.06 22 

... 
::.=: 
< ... 

The five time points allow us to use STRUCTURE to estimate five hier-Ill: 
... 
Ill archical networks. Aside from the fact that a few of the cities are not included ::e 
j: in the 1980 time period, we-have the same core of cities for each network. Thus 
... 
... we are able to observe change or stability in the degree to which each city is < 
::c 

powerful, or dominant, in the whole network of world cities. Table 1 shows the '"' 

::e POWER scores for each city for each of the five measurement years along with 
Cl 
z the rank order of each, ordered according to their rank in the most recent time < 
::c period (1997). ... 
::e Figure 1 provides a graphic representation of the rank-power score distri-
Ill 
Cl bution of the fifteen cities available in 1980. London is dominant in the 1980 
> network, and maintains this position in the subsequent years as well. Following < 
Cl 

�2/t 



London in 1980 are Paris and New York, each with power scores above .7  
(which indicates their ratio of  power relative to  London). Though Friedmann 
includes Paris as a "core-primary" city in his 1986 article, its extremely high 
standing in the air passenger network is not otherwise predicted by the litera­
ture on world cities. However, it replicates our earlier analysis (1995a). No 
doubt Paris is preeminent among the major world cities as a tourist destination, 
and it is possible that tourism rather than its economic role in the world system 
accounts for its level of dominance here. But France is also economically pow­
erful in the world economy, and Paris is by far the country's leading city. Mter 
New York in rank (4th), but far lower in terms of its POWER score (.40) is 
Frankfurt. Frankfurt's dominance is no doubt partly an artifact of its role as hub 
for travelers to central and eastern Europe, but it also reflects its role as the lead­
ing urban center, in economic terms, in Germany, the strongest economy in 
Europe. Following Frankfurt with POWER scores between .35 and .29 are, 
respectively, Mexico City, Tokyo, and Madrid. Mexico City's standing seems 
surprisingly high, but in 1980 the Mexican economy was in relatively good 
shape, and there was significant optimism over the capital city's role in the 
world economy. Holding the ranks of 8 through 1 1 ,  with POWER scores 
between .29 and .23, are Amsterdam, Hong Kong, Milan, and Zurich. The 
12th and 13th positions are held by S ingapore and Montreal, with similar 
POWER scores (.20 and . 18), followed by Seoul (. 14). Taking up the last posi­
tion in 1980, with a very low score indeed is Sydney ( .10) .  Figure 1 nicely 
reveals the spread of cities in term of their relative dominance (the POWER 
scores), with London clearly in a class by itself, followed by Paris and New 
York, with fairly similar (and high) POWER scores. The remaining cities are 
far less dominant, and the first nine of them have a rather small range in score 
(from .40 to .20), indicating very gradually declining dominance, such that, 
except for Sydney, consecutive cities in the rank-power score distribution have 
relatively similar levels of dominance to one another. That is, except for 
London, Paris, and New York, the distribution of world cities in 1980 is fairly 
"flat" below the top three, indicating small differences in the relative dominance 
of cities. 

With the addition of cities in 1985 and with changes in the relative cen­
trality of other cities, the entire distribution becomes more hierarchical in com­
parison to 1980 (see fig. 2). Once again London is the leading city in terms of 
airline passenger flows, and now New York is the second-ranked city, despite a 
slight drop in its power score from 1 980. Its higher ranking is a result of Paris's 
declining prominence (from .80 in 1980 to .57 in 1985). At the same time, 
Tokyo moves from the relatively equal heap of cities below the middle of the 
1980 graph up into the top five of the distribution, into the number 3 spot. 
Hong Kong increases its POWER rating equally dramatically, moving from 
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F I G U R E  1 

RAN K:  POWER 1980 

lllndon 1.0 -

0.9 
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o.s -

0-3 

0.2 -
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Paris 

New York 

Frankfurt 

Mexi�o City 
Tokyo • Ma�ri�msterdam 

• Hong .Kong �I\ an 
lurich 

Slng:por�ontrea� 

Seoul 

0.�-----+-----+----_, ____ _, ____ _, ____ �------r-----r---� 
0 2 4 6 8 10 12  14 18 

City Rank 

9th in 1980 to 5th in 1985, with a large increase in its estimate of power. 
Compared to 1980, the bottom three-fourths of the distribution is more hier­
archical. Between 1 980 and 1985 the cities in this group became more distinct 
from one another, with increasing POWER scores for many indicating their 
increasing importance as points of origin and destination for air travelers 
among all these cities. Los Angeles, Frankfurt, Zurich, Sydney, Amsterdam, 
and Singapore, in that order, constitute a clearly distinguishable group of cities 
lying between the top five and those lower in the hierarchy. Except for 
Frankfurt, which had a slightly higher power estimate in 1 980, and Los 
Angeles, which was not included in 1980, these cities all have higher estimated 
POWER scores in 1985. Between this group and a relatively homogeneous 
bottom tier are Seoul and San Francisco. San Francisco was missing in 1980, 
and Seoul was near the bottom. The bottom of the distribution is occupied by 
the "new" U.S. cities and Montreal, Madrid, and Mexico City. 

The 1991 network of top world cities, described in the rank-POWER 
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scatterplot in figure 3, indicates that London remains secure in its position as 
the most dominant city, once again leading the second-ranked city about .3 .  

Following London are Tokyo (POWER=.68),  Hong Kong (.61), New York 
( .58), Paris (.56), and Frankfurt (.54), Amsterdam ( .48), and Los Angeles (.44), 
ranked 8th. Thus compared to 1 980, when there were only two cities with 

POWER scores between 1 .00 and .4 and 1985 when there were four cities in 

this range, there are now six cities in this tier, and once again, there are marked 

differences between most of them, as indicated by the steepness of the slope. 

Hong Kong replaces New York as the 3rd city in the distribution. New York is 

4th, and Frankfurt and Paris are virtually tied for 6th. Amsterdam, then Los 

Angeles, round out this tier. These last two cities appear to have clearly become 

more dominant in the 199 1  network than in 1985. Singapore also has a signif­

icantly higher prominence score in 1991 than in 1 985, with a score of nearly 

.40. Following Singapore is Zurich, also with a relatively unique score in this 

distribution. Mter Zurich, there is relative equality among the next eight cities, 

with Madrid, San Francisco, Mexico City, Milan, Chicago, Miami, and Seoul, 
with Madrid and Seoul separated by only .06 in terms of their POWER scores, 
indicating that these cities are virtually equal in terms of their dominance in the 

air passenger network. (The difference between the scores ofTokyo and Zurich 

is .37). The tail of the distribution includes three secondary cities in the United 

States, and Montreal and Sydney. 

Figure 4 depicts the network hierarchy for 1 994. London remains the pre­

eminent city in the network; Tokyo remains in the number 2 position but gains 

considerably in power over its 1991 score. In 1994 its POWER score is . 82 
(compared to .68 in 199 1).  After London and Tokyo, the distribution is less 

steep for the next seven cities, which are Hong Kong, Frankfurt, Paris, New 

York, Amsterdam, Los Angeles, and Singapore. These are the cities with 
POWER scores between 1 .00 and .40. Overall, the composition of this group 

of cities is the same as in 1991,  although Frankfurt and New York have 
switched places, with Frankfurt in 4th position and New York in 6th. However, 

this was not the result of New York's becoming less dominant vis-a-vis London; 
its POWER score actually increased slightly. Rather Frankfurt gained even 

more relative to London (.54 in 1991,  .63 in 1 994). In fact, the overall level of 

dominance for the cities in this group increased somewhat over the three years, 
indicating that these cities, as a whole, became more dominant as centers of air­

line passenger exchanges among cities in the entire world city network. In addi­

tion to Tokyo and Frankfurt, note the change in the POWER scores for 
Singapore in 1991 and 1994. Although remaining in 9th place, its score 

increased from .39 to .47. Also note that two consecutive pairs of cities in this 

group, Paris-New York and Amsterdam-Los Angeles are indistinguishable in 

terms of their POWER scores, but overall there is marked hierarchy through 
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this top group of nine cities. However beginning with the 1Oth city, the distri­
bution becomes flat, with San Francisco, Chicago, Zurich, Milan, Seoul, 
Madrid, Houston, and Mexico City (lOth through 17th) having nearly identi­
cal power scores. Over the bottom six cities there is once again a clear hierar­
chical ordering, with 18th-ranked Miami (.24) clearly more central to the 
network than 22nd-ranked Seattle (.06), and the three other cities (Boston, 
Sydney, and Montreal) occupying clear steps between the two. As in 1991 ,  the 
1994 network indicates that there is a relatively clearly marked top hierarchy of 
eight or nine top world cities. Beginning with London at the top of the hierar­
chy, each subsequent city (or two) in this top group is clearly less dominant than 
the immediate higher-ranking city. Following this group, the distribution is flat 
for the next five to eight cities of relatively equal relative dominance, suggest­
ing that the cities in this group occupy similar roles as nodes of air passenger 
exchanges. 

The 1 997 air passenger network (fig. 5) is a little more competitive among 
the top five cities than in 1 994. London once again dominates the whole net­
work of world cities, followed by Tokyo, Frankfurt, Paris, and New York. The 
difference between the top of the distribution in 1994 and 1997 is that these 
next four cities are somewhat closer to London in terms of their POWER 
scores. The remaining distribution of cities is quite similar in shape to that of 
1994. There is a clear hierarchical distribution through the lOth city (San 
Francisco), with the caveat that, along the way, Los Angeles and Seoul are 
nearly identical in terms of relative dominance. Once again, the distribution is 
very flat in the lower middle, with San Francisco, Milan, Madrid, Chicago, 
Amsterdam, and Zurich occupying the lOth through 15th ranks but separated 
in terms of their POWER scores by only .03 . Again, the bottom of the distri­
bution is more hierarchical. Mexico City, ranked 1 6th (POWER = .29) follows 
Zurich, and Seattle is once again the least dominant, with a score of only .06. 
Actually, the descent from Mexico City to Seattle is in paired steps, with Miami 
achieving the same level of dominance as the Mexican capital, Sydney and 
Boston following at roughly the same level, and Montreal and Houston closely 
matching. Seattle stands-or sits-alone at the bottom in terms of dominance. 

Overall, the four snapshots of the network of world cities presented above 
indicate that, though there are small differences in the distribution of POWER, 
or dominance, there are certain similarities. There is one preeminently domi­
nant city, and that is London. London's dominance relative to the next most 
dominant three to five cities varies somewhat. In 1 985 New York was the 2nd­
ranked city with .69. Tokyo replaced New York in 2nd place in 1991 with a 
score of .68, and remained in 2nd for the last two time periods but with rela­
tively more power in the network ( .82 and .81 ,  indicating its ratio of dominance 
relative to London). Also note that the scores of the top cities become greater 
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over the time period covered. In 1985 only three cities had POWER scores 
between .5 and 1 .00, but by 1997 eight cities had scores in this range. 

Also consistent over the time period studied is the distribution of relative 
dominance among the top ten or so cities. They are hierarchically ordered, over­
all, with clear differences in the relative prominence of higher-ranked cities to 
subsequent cities in the order (except that some adjacent pairs of cities might 
be very similar in power). More striking is the flatness of the curve across the 
seven or eight cities beginning near the middle of the distribution, indicating 
that after approximately the top ten cities, there is relative equality in the dom­
inance of these world cities, at least in terms of their role in the air passenger 
travel among world cities. These cities cannot be distinguished from each 
other-they are equally dominant (or subdominant) . Following this group is a 
third tier of cities that are, once again, hierarchically arranged. This group usu­
ally consists of four or five cities. In summary, there are consistently three tiers 
of cities in these air passenger networks, including a top tier of more prominent 
cities that are themselves hierarchically ordered, indicating that even among the 
top world cities, there are important differences among them. Below a top ten 
or so of such cities, there are typically about seven cities that are very similar in 
terms of their scope of dominance. These are important world cities, subordi­
nate to the top tier but still influential with respect to the remaining four to six 
cities in the networks. These last cities are subordinate in the network, but like 
the cities at the top of the distribution, they are hierarchically arranged, indi­
cating that substantively important differences exist among them in terms of 
the power each has in the whole system. 

We can also venture a few generalizations about the specific composition 
of the three tiers of the hierarchy. In 1985, New York, Tokyo, Paris, and possi­
bly Hong Kong constitute, with London, a top tier above a closely clustered 
group of cities in the middle. Included are all three of Sassen's global cities, and 
eight ofFriedmann's nine "core-primary" cities1 (Friedmann 1986). Hong Kong 
is the only city that appears out of place relative to Friedmann's early placement. 
It is at the top of our network of world cities for 1985, but in his 1986 article, 
he considered it a peripheral "secondary" city. Chicago, which Friedman con­
sidered a core-primary city, is ranked 14th, with a POWER score of only . 17. 

Six years later, in 1991 ,  our network analysis results in more change at the 
top of the distribution. London remains in the top position, far ahead of the 
next most dominant city in terms of the POWER score. Moreover, Tokyo takes 
the second position and Hong Kong the third. These are followed by the more 
familiar list of New York, Paris, Frankfurt, Amsterdam, Los Angeles, 
Singapore, and Zurich. By 1991  the Asian economy was certainly the focus of 
a much larger share of the world's economic activity than had been the case in 
1985, and this is reflected in the ascendance of Tokyo, Hong Kong, and 
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Singapore in the hierarchy of world cities (see also Shin and Timberlake 2000). 
Again, the top ten overlap considerably with Friedmann's (1986) list of primary 
world cities. The exceptions, again are that Chicago is 15th in the network and 
Hong Kong is 3rd. Our results suggest that Friedmann underestimated Hong 
Kong's importance to the world economy through the mid-1980s to the mid-
1990s. He recognizes this in his later work. "The capitalist foothold in China 
is being widened and, without political disaster, the Hong Kong economy is 
likely to remain an important and increasingly strategic outpost of global capi­
talism, articulating much of the south China economy with the rest of the 
world" (Friedmann 1995: 36). Three years later, in 1 994, the picture had not 
changed much. The top nine cities are the same ones. Frankfurt, Paris, and New 
York all become more prominent in absolute terms (i.e. , the POWER scores) 
but Frankfurt's increases were sufficiently great to put it ahead of New York and 
the French capital in 1994. In the lOth position in 1994 there is a virtual dead­
lock between six cities with nearly identical POWER scores. Zurich, which was 
alone in this position in 1994 is joined by Chicago, San Francisco, Milan, Seoul, 
and Madrid, all of which have significantly higher POWER scores in 1994 
than 1991 .  

The last data point is  1997. Again there is  a distinct tier of top nine cities, 
and the tier's composition is similar to 1994 and 1991,  but identical to neither. 
The most dramatic difference is that Seoul joins the elite nine for the first time, 
moving to 6th position from 14th in 1994. Figures 6-9 graph the POWER 
scores for each city over the five time periods covered, using their grouping in 
the 1 997 network as a basis for inclusion in their respective figures. Figure 6 
shows that Seoul's scores increased steadily and dramatically over the five time 
points, indicating that it became more and more prominent as a center for air­
line passenger traffic among these world cities. The top tier of nine cities 
includes four Asian cities, one West Coast U.S. city, New York, and three 
European cities, with London once again occupying the dominant position . 
Following 9th-ranked Singapore, once again, is a tier of six cities with nearly 
identical POWER scores. These cities are San Francisco, Milan, Madrid, 
Chicago, Amsterdam, and Zurich. 

Throughout the periods when multiple U.S. cities are included, Seattle 
occupies a lowly position at the bottom of each time period except 1985. In fact, 
its POWER scores are so low (.08 or less for all four time periods in which it 
is included) that its inclusion as a "world city" is questionable. Friedmann 
(1995) includes it as a "subnational/regional articulation," but goes on to sug­
gest that it and Vancouver should be considered part of a single economic 
region. But treating Vancouver-Seattle as a single region is conceptually prob­
lematic. They are in different nations, and they are about as near to one another 
as a few other pairs of large cities, such as New York and Philadelphia and Rio 
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de Janeiro and Sao Paulo (neither of which we could include in this analysis). 
Seattle may be an important regional hub in the U.S_ Northwest, but it certainly 
does not qualify as a top twenty world city in terms of air passenger traffic. 

On the other hand, including Houston, second from the bottom in two out 
of three 1 990s time points, in this group does seem to be justified on the basis 
of our analysis. Its POWER scores, though low in most instances, are similar 
to those of Montreal. In terms of airline passenger exchanges, Houston is more 
than the hub of a local region. It seems to be fairly well connected internation­
ally, and this is consistent with what is known about its role as financial and 
producer service center in relation to oil production in the world economy (e.g., 
see Feagin 1988).  

Figure 6 shows changes in the POWER scores for the six cities that were 
at the top in the 1997 network, after London. Remember, the computation for 
POWER assigns "1" to the most prominent actor in the network, and the other 
scores can be thought of as their ratio of prominence in the network relative to 
number 1. Since London is at the top for all five time points with a score of 
"LOO," it is omitted from the graph. The scores for the next six cities are more 
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interesting. These cities are Tokyo, Frankfurt, Paris, New York, Seoul, and Los 
Angeles. Relative to 1985, five of the six cities became more dominant in the 
network of world cities. Seoul made the biggest gains: beginning with a 
POWER score of .24, it steadily became more dominant with the rise of the 
Asian economy throughout the time period covered. By 1997 its score was 
greater than .5 (and it moved from being ranked 12th to 6th. Seoul's dominance 
in our analysis is somewhat at odds with how some scholars of world cities see 
it. Friedmann, for example, says, "The South Korean capital appears to be los­
ing some of its appeal to outside . . .  capital. . . .  it remains cut off from North 
Korea and so provides no access to markets other than its own. Korean capital 
is outward-bound . . .  Seoul is not so much a world city, rather it is the capital 
city of South Korea" (1995: 37). Why, then, would Seoul have become so 
important as a destination and point of origin for travelers among world cities? 
Some evidence suggests that South Korean firms are increasingly playing a 
"brokerage" role as intermediaries between U.S.-based buyers and manufactur­
ers elsewhere in the Pacific Rim (especially China and Southeast Asia) (Smith 
1 996b). So it is possible that Seoul's role in the world economy is underesti­
mated (or undervalued) by other scholars, but it is also possible that the airline 
data exaggerate the South Korean capital's economic importance. 

Tokyo also gained somewhat in its relative dominance. Beginning with a 
POWER score a little more than .6 in 1985, t>y 1997 its score was greater than 
.8 .  Frankfurt also became significantly more prominent over this time period, and 
Los Angeles's dominance increased over the four time periods. Its scores steadily 
increased through the 1990s time points, moving from about .45 to .58. Of course 
Los Angeles is the crucial U.S. link to Asia, and it is therefore not surprising that 
its rise parallels that of the four leading Asian cities in the 1990s. Paris, Tokyo, 
and Frankfurt were all more dominant in the air passenger network by the late 
1990s than New York. But this is not because New York became less dominant 
relative to London in the network. Rather it is because these other cities became 
more competitive with London as centers for receiving and dispensing world-city 
airline passengers. New York's POWER score declined slightly, while the scores 
ofTokyo, Paris, and Frankfurt all increased substantially. 

Figure 7 is a graph of the POWER scores, over time, for the cities ranked 
8-12 in 1997. The most interesting changes here are for Hong Kong and 
Singapore. Although Hong Kong's dominance declined significantly between 
1994 and 1997 (with the approach of reunification with China?), its score 
increased dramatically throughout the earlier time points, from less than .3 to 
greater than .6 before dropping to .53 in 1 997. S ingapore's rise was steadier. It 
became increasingly dominant throughout the time period covered ( .2 to .52), 
joining Hong Kong as nearly equally dominant nodes in 1997, integrating Asia 
and interlinking it to the rest of the world. These two cities were nearly tied for 
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the 8th-ranked position in 1997 and were set apart from the next-ranked city 
by a substantial margin. 

Space does not permit a detailed description of the changing levels of dom­
inance of other world cities. The reader is referred to figures 6 through 9. In 
general, cities in the rest of the distribution increased their share in the global 
airline traffic somewhat, which indicate increasing integration in the global sys­
tem over the twelve years covered. Exceptions are rare. Amsterdam increased in 
power through the first four time periods before declining in dominance to a 
level similar to its initial starting point. Zurich, at about the same level in 1997 
as  Amsterdam, remained atypically stable over these twelve years. Boston and 
Montreal also had only minute increases in dominance, and Seattle declined in 
dominance throughout the four time periods. Houston and Sydney have dra­
matically unstable POWER estimates. In the case of Houston, this could be 
linked to its role as a producer service center for the global oil economy. On the 
other hand, measurement error could also be involved for these cases. 

C O N C L U S I O N S  

The literature on the role of cities in globalization has centered on "global 
cities" and "world cities," defining them as crucial nodes where capital, human 
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resources, information, and commodities are produced, exchanged, and con­
sumed. World cities are seen as spatial articulations of the global flows that con­
stitute the world economy. Here we have tried to develop a network 
operationalization of dominance of cities within the world city network. We 
have done this on the basis of information on airline passenger flows among 
pairs of cities in a network of twenty-two world cities from 1985 to 1 997. Our 
results indicate that there is a sharply defined hierarchy of dominance within a 
tier of the most important world cities, and this top tier has grown to include 
more cities over the last twelve years. It comprises the familiar cities identified 
by Sassen and Friedmann: New York, Tokyo, London, Paris, Frankfurt, and Los 
Angeles. But by 1997, upstarts were there as well-namely, the rising Asian 
cities of Seoul, Hong Kong, and Singapore. We also identified a second tier of 
relatively equally important secondary world cities. These include the second­
ary cities of the United States and Europe, each of which can be seen as serv­
ing a narrower, more specialized role in the network. Following this second 
layer of world cities is a bottom tier of hierarchically organized world cities that 
are rather marginal to the top tier. Included are Mexico City, Sydney, and 
Montreal in addition to several less important U.S. cities. 

This research intends to contribute in three ways to the literature on cities 
and globalization. First, it is meant to demonstrate the utility of a network 
methodological approach to this substantive area of inquiry. Network language 
runs thick through the world city literature, but aside from our own work, there 
have been few, if any, attempts to match this with a network methodological 
approach-one that relies on information on direct relations among cities rather 
than information about the attributes of cities. (See also Taylor et al., this vol­
ume.) Second, we sought to describe patterns of dominance among world cities 
over recent time as indicated by their interrelations in the air passenger net­
works for several recent time points. Third, we tried to relate these patterns of 
dominance to other research and theory on world cities, using our analysis as a 
partial test of some of the claims made by others about the relative importance 
of particular cities at different times. 

Clearly, making too much of our analysis of airline passenger exchanges 
would be a mistake. Our hope is that we and others will identify detailed infor­
mation on the other ways in which the world's great cities are interlinked. Data 
on communications flows among cities would be very exciting to have, for 
example. With different types of intercity relational data over longer periods of 
time, we would be able to produce more accurate descriptions of the network of 
world cities. We think this will also lead to more complete knowledge about 
how global processes articulate with local communities, and how community 
groups can resist, ameliorate, or harness globalization in efforts to create more 
humane places to live. 

:z: 
... 
:Ill 
> 
:Ill 
,., 
:z: 
... 
Ill 

0 
... 
Cl 
0 
!1: 

z 
> 
z 
,., 
.., 
> 
!1: 
0 
z 
Gl 

:IE 
0 
:Ill 
,.... 
Cl 
,., 

:! 
.., 
Ill 

> 
z 
... 
-i 
:IE 
0 
:Ill 
... 
> 
"'I 
"'I 
:Ill 
0 
> 
,., 
:z: 

1)9 



... 
� 
c ... 
II: 
... 
• 

::ll 
j: 
... 
... 
c 
:z: 
"" 

::ll 
a 
z 
c 
z: 
.... 
::ll 
VI 
a 
> 
c 
a 

N OT E S  
The authors thank the Institute for Advanced Study, United Nations University (Tokyo) for its 

support, and the Center for Advanced Study in the Behavioral Sciences (Palo Alto, CA), for host­
ing one of the meetings of the research network. 

1 .  This is true if we substitute Amsterdam for Rotterdam in his list of nine core-primary cities. 
Friedmann suggests that this should be the case in his 1995 reassessment of the world-city hypoth­
esis (p. 40). 
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M E X IC O :  T H E  M A K I N G O F  A GLO BA L C I T Y  

C h r i st o f  P a r n re i t e r  

With a population o f  17.9 million people in  the year 2000, Mexico Cityl i s  the 
third-largest urban agglomeration in the world, behind Tokyo and Bombay. 
This leads into thinking of it merely as a Third World megacity, which is a sim­
plified picture, because beyond the large size, new dynamics of urbanization­
related to economic globalization-may be at work. Though these new 
dynamics are far more easily seen in First World metropolises-in part because 
First World countries do not have the megacity syndrome-they are also pres­
ent in Third World cities. In the case ofThird World cities the new elements 
in urban processes tend to be submerged under the size of the population, 
which impedes one from grasping the structural transformation that cities like 
Mexico City are undergoing. 

To overcome this deficit I focus on the global integration ofMexico City. My 
main argument is that it is not quantity-in terms of population size-which 
shaped Mexico City's destiny in the last two decades, but the changing quality of 
relations with the national economy on the one hand, and with the world econ­
omy on the other hand. I maintain that the city's development was strongly biased 
by the radical shift in the country's economic strategy toward foreign markets, 
because this shift implied a revalorization and reordering of economic activities, 
of space, and of capital-labor relations. Thus, the emphasis of this chapter is on: 
(a) transformations of Mexico City that occurred with the deeper integration of 
Mexico into the international division oflabor; and (b) the specifi.c role of Mexico 
City in this process of globalization. By concentrating on global embeddedness, 
this chapter aims to contribute to our knowledge of Mexico City, which derives 
from rich studies on the city's economic, spatial, and social development (see, for 
example, Garza 1985; Schteingart 1991; Ward 1998). 
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My approach is based on the global or world cities research, which 
reemerged in the 1 980s and has created a theoretically and-to a lesser extent­
empirically compelling body of literature (see, for example, Friedmann 1986; 
Sassen 1991;  Knox and Taylor 1995; Lo and Yeung 1998).2 In  short, the argu­
ment is that globalization processes give rise to a new form of centrality, in 
which a certain number of cities emerge as key places. These global cities link 
larger regional, national, and international economies with the global economy, 
and by doing so serve as nodal points where the flows of capital, information, 
commodities, and migrants intersect and from which they are directed. 
Concentrating command and control functions, global cities are both produc­
tion sites and trade places for specific goods, namely financial and other 
advanced producer services, which are essential for global integration (Sassen 
2001). Finally, global cities are linked to each other by flows of capital, infor­
mation, commodities, and migrants, thus creating a cross-border network of 
cities. The emergence of a global urban system alters the geography of the 
world system (perceived traditionally as a collection or hierarchy of nation­
states), because it operates both through nation-states and by bypassing their 
boundaries. 

Until recently, global city research gave priority to metropolises in the cen­
ters of the world system. Most (though not all) studies on Third World urban­
ization used to place cities in a nation-state framework.3 In addition, they 
showed a strong bias toward demographic questions, "urban primacy," and 
urban problems. In recent years, however, the call has become louder to priori­
tize on the research agenda the conceptual and theoretical relationship between 
core world cities and the megacities of the peripheries (Friedmann 1995: 43; 
Knox 1 995: 16; Sassen 1996: 14-16; Gugler 1999: lf; Taylor 1 999b: 2). There 
are, in fact, good reasons to expand global city research to Third World cities. 
First, there are serious limitations in the conceptual framework and database for 
adequate assessments of megacities. The deficiencies can be illustrated by the 
fact that the main cities in Latin America, Africa and Asia are still called sim­
ply "megacities," which is of course a quantitative definition, compared to the 
qualitative approach of"world city" or "global city." Second, a country's position 
in the international division of labor influences its economic and social devel­
opment. Accordingly, urbanization in the Third World is linked to broader 
dynamics such as colonialism, merchant capitalism, dependent industrializa­
tion, or the crisis of the world economy (Chase-Dunn 1985; Gilbert 1992; 
Feldbauer et al. 1 993). Third, if the postulate is taken seriously that today's 
world economy is shaped as a network, and if cities are, as argued, nodal points 
in this network, then the major cities of the Third World should be expected to 
be key places for globalization, too. From this perspective, a city like Mexico 
City presumably is the place where the integration into the global system of 



economic activities, territories, and societies of a Third World country such as 
Mexico is organized, controlled, and managed. Thus, one can conclude that the 
megacities of the periphery are an essential element of the cross-border urban 

system. 
In the following sections I will analyze major developments in Mexico City 

in light of global embeddedness. Though results are still tentative, they show 
that the deep crisis of the early 1980s, the subsequent recovery and restructur­
ing of the urban economy, the turn toward an era of net emigration, and impov­
erishment and social polarization are closely linked to the particular way in 
which Mexico and its capital have been integrated into processes of globaliza­
tion. However, it is not only that forces operating on a global scale have affected 
Mexico City. Certain parts of the city assume more economic activities that are 
of global-or at least of regional-reach. Thus, because of globalization, and as 
part of it, Mexico City turns from a national metropolis into a pivot between 
the Mexican and the global economy. By doing so, Mexico City contributes to 
the "production" of globalization. 

M E X I C O  I N  T H E G LO B A L  E C O N O MY 

The integration of Mexico into the world system is by no means a recent phe­
nomenon. From the Spanish conquest to the externally stimulated and pushed 
modernization during the rule of Porfirio Diaz (1 876-191 1) ,  to massive 
indebtedness at the end of import substitution, Mexican destiny has been 
shaped to a great extent by factors beyond its territory. However, in the two 
decades following the debt crisis in 1982, Mexico's integration into the inter­
national division oflabor has become ever deeper and has changed its form. By 
joining the General Agreement on Tariffs and Trade (today the World Trade 
Oganization) in 1986 and the North American Free Trade Agreement 
(NAFTA) in 1994, the country's government institutionalized its course toward 
globalizing Mexico. 

The collapse of import substitution, marked by the debt crisis, forced 
Mexico to a radical change of its economic strategy. In order to guarantee the 
payment of interest (and, to a smaller extent, the repayment of debt), to restore 
public finance and to create opportunities for highly profitable investment for 
both foreign capital owners and national business elites, governments imple­
mented neoliberal policies. A good part of the country's economy and labor 
market was deregulated, the financial sector liberalized, land reform halted, tar­
iff protections dismantled and import restrictions eliminated, state-owned 
enterprises privatized, manufacturing and agriculture reorientated toward for­
eign markets, and wages and social transfers reduced. All these changes show 
that globalization thus did not simply "happen" to Mexico. Rather, the state­
or the elite controlling it-was a crucial agent. Globalization resulted from a 
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deliberate reshaping of relations of capital, state, labor, and space, carried out to 
assert the interests of a specific set of private firms, namely those operating on 
a global scale. 

As a result, the character of the l.Vlexican economy has changed profoundly 
in the last two decades.' Inward development was replaced by outward devel­
opment, as demonstrated by the drastic growth of foreign trade and foreign 
investment. Annual exports grew more than sixfold between 1983 and 2000, up 
to $ 166 billion. Imports grew fifteenfold, amounting to $174 billion in 2000. 
The share of foreign trade in the national gross domestic product increased 
from less than 20 percent of GDP in the late 1970s to 59 percent in 2000.5 
Increase in exports was caused to a large extent by the fast expansion of the so­
called maquiladora industry.6 While exports originating outside these export 
processing zones grew fourfold, exports of the maquiladora industry increased 
by a factor of more than twenty (from $3 .6  billion in 1983 to $79.4 billion in 
2000). As a result, the maquiladora industry's share of total Mexican exports 
grew from 14 percent in 1 983 to 48 percent in 2000.' Another result of the 
greater opening of Mexico to the world market is that foreign capital flew into 
the country at unprecedented levels. Annual foreign direct investment (FDI) 
increased eightfold between 1980 and 2000, amounting to $13 . 1  billion in 
2000. Between 1 980 and 2000, $ 124. 1 billion was invested in Mexico as FDI, 
and an additional $91.5 billion came into the country as portfolio investment. 
As a consequence of this increase, FDI reached 13 .9  percent of all investment 
and 2.5 percent of the GDP in 1998, compared to 3 .3 percent of all investment 
and 0.8 percent of GDP in 1980 (Dussel Peters 2000b: 68, 85; Dussel Peters 
2000a: 73; INEGI 2001b; Banco de Mexico 2001). 

Data unmistakably indicate a shift from inward development, as was pur­
sued in the era of import substitution, to an economy that is strongly oriented 
and tied to the world market. This shift implies a profound transformation of 
the :Mexican economy, increasing the importance of export production (in par­
ticular the maquiladora industry) and of the financial sector. Thus, in the last 
two decades both the mode of Mexico's insertion into the world economy and 
the nature of the Mexican economy itself have changed radically. 

EC O N O M I C, S O C I A L ,  A N D  D E M O G R A P H I C  T R A N S FO R M AT I O N S  I N  

M E X I C O C I TY 

For the purpose of this chapter it is crucial to ask what this transformation 
meant for Mexico City (the Zona Metropolitana de la Ciudad de Mexico, or 
ZMCM). At first glance, transformation reduced the economic weight of 
Mexico City. The combined share of the Federal District and the state of 
Mexico in the national GDP went down by nearly 10 percent, reducing the 
share of Mexico City to 33 .1  percent (see table 1) . ' This decline was mainly due 



TA B L E  1 

S H A R E S O F  R E G I O N S  I N  T H E  N AT I O N A L  G D P, 1980-1999 ( P E R C E N T )  

1980 1985 1994 1999 

Mexico City 36.2 32.1 34·2 33·1 

Central region 43 ·5  40.0 42-4 41.6 

Extended North/Central  56.6 53·2 s6.s ss .6 
region: all those above plus 
Guanajato, )a lisco, Xacatecas, 
Aguascalientes, San Luis Potosi. 

Northern border region 19·3 19-4 21.9 23-3 

Gulf region 10.3 11.9 7·1 6.6 

South 4·1 4·1 3·4 3 ·2 

Southeast 1.1 1.6 2.6 3 .0  

Source: Author's calculations based on INEGI 2001b. 
Central region: Federal District, State of Mexico, Hidalgo, Morelos, Puebla, Queretaro, Tlaxcala 
Northern border region: Baja California, Chihuahua, Coahui la, N u evo Leon, Sonora, Tamaulipas 
Gulf region: Campeche, Tabasco, Veracruz 
South: Chiapas, Oaxaca 
Southeast: Yucatan, Quintana Roo 

to the breakdown of the manufacturing sector in Mexico City in the early 
1980s. Industrial output shrank in absolute terms (down 5.8 percent annually 
between 1 980 and 1 985), and its share in Mexican manufacturing fell from 48.6 
to  32. 1 percent (Pradilla Cobos 1 997: fig. 2; Garza and Rivera 1 994: 1 3f). 
Additionally, the Federal District lost importance as a national center of eco­
nomic decision making. Though 287 of the Mexican "Top 500" companies were 
there in 1 982, this number had declined to 145 by 1 989 (Expansion, various 
dates). 

Due to the losses of the Zl\1CM, the share of the country's central region 
in the national GDP also declined. At the same time some states in the coun­
try's center or north of it (Aguascalientes, �eretaro, Guanajuato) increased 
their share. States in the northern border region (particularly Baja California, 
Chihuahua, Coahuila and Nuevo Leon), where most of the maquiladora indus­
try is located, increased their share of the national GDP considerably. Finally, 
the Southeastern state of �intana Roo (the destination of a good part of inter­
national tourism) also augmented its share of national GDP (see table 1) .  

As regards the labor market, i t  is  even more obvious that transformation 
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weakened economic concentration in Mexico City. Though in 1980 nearly 41 
percent of the workforce employed in the formal sector was counted in the 
ZMCM, this share had dropped to less than 30 percent in 1 994. The reduction 
was strongest in Mexico City's manufacturing sector, where even the absolute 
number of workers declined (Aguilar 1996: fig. 8 .1 ,  8.2). For the second half of 
the 1990s, complete data on the whole urban agglomeration of the ZMCM are 
not accessible. However, available data suggest that the downward trend con­
tinued. According to the most recent economic census (INEGI 2001a), both 
federal states on whose territory Mexico City is located employed fewer people 
in 1998 than in 1 993. While in the case of the state of Mexico the reduction 
was small (9.7 percent compared to 9.8 percent), it was significant in the case 
of the Federal District ( 17.5 percent compared to 20.5 percent). In a similar 
vein, both states employed fewer workers in manufacturing in 1999 than in 
1993 (Katz 2000: 1 62f). Finally, the reduction of the absolute number of work­
ers in manufacturing in the Federal District continued, falling by more than 7 
percent to 513 ,118 in 1999 (Fideicomiso 2000: 57). On the other hand, 
maquiladora employment had risen to 1.3 million workers by 2000 (INEGI 
2001b). Thus, while in 1980 the relation of employment in manufacturing 
between Mexico City and the maquiladora industry was 7. 9:1,  by the end of the 
1990s it had reversed to 1:2.3. As a consequence of the northward move of 
manufacturing, the northern border states increased their share in national 
employment by more than 6 percent between 1993 and 1998 (Aguilar 1996: fig. 
8.2; INEGI 2001 b; Fideicomiso 2000: 57; INEGI 2001a). 

With the beginning of neoliberal restructuring in the second half of the 
1980s Mexico City's share in the national GDP rose again, although without 
reaching 1980 levels (see table 1) .  The recovery was driven mainly by an 
upswing of the Federal District where growth rates of GDP amounted to 3.5 
percent annually (1988-1996), which was markedly higher than the national 
average (2.5 percent). The extent to which the city's economy recovered is 
shown also by the fact that the Federal District is one of the few regions in 
Mexico where GDP per capita was higher in 1995 than in 1980. Though it 
stagnated nationwide and grew only slightly (0.2 percent annually) in the 
dynamic northeastern border region, it increased by 1 .4 percent in the capital. 
Consequently, GDP per capita in the Federal District was 3.3 times the 
national average in 1995, while in 1980 it was only 2.6 times higher. This 
increase points to the concentration of highly productive economic activities 
(Fideicomiso 2000: 31 ,  34). 

Economic recovery in Mexico City stems mainly from two trends. First, 
manufacturing in the Federal District overcame the crisis, regaining annual 
growth rates of nearly 4 percent from 1993 to 1999. Consequently, the share of 
the Federal District's industrial GDP in the total Mexican manufacturing GDP 



remained constant in the 1990s, at a level slightly over 20 percent. Although 

this is, of course, much lower than in the 1970s, it is important to note that the 
downward trend in terms of production was stopped (INEGI 2001b). Thus, 
speaking of a "deindustralization" of Mexico City would be misleading for var­
ious reasons. First, due to its historical weight and the stabilization of the man­
ufacturing sector, the ZMCM still is by far the most important single city for 
manufacturing in Mexico, although states like Tamaulipas, Aguascalientes, 
Chihuahua, or Baja California have far higher growth rates in manufacturing. 
Second, employment that was formerly counted as manufacturing might appear 
as part of the service sector because of the internal reorganization of firms, even 
though the employment may still be attached to manufacturing. Third, part of 
the city's manufacturing might have become informalized, which would mean 
a reduction in statistical employment but not in output. 

For the economic recovery of Mexico City the growth of the service sector 
was even more important than manufacturing. Services became the city's most 
important sector both in terms of the GDP and employment. Yet, the growth 
of the service sector does not simply reflect a shift toward services in general, 
since the subsectors "trade, restaurants, and hotels" and "municipal, social, and 
personal services" barely grew. Rather, growth was concentrated on "transporta­
tion and communication" and "finance, insurance, and real estate." Both sub­
sectors had annual growth rates of about 5 and 4 percent, respectively 
(1 993-1 999). Consequently, the weight of "fmance, insurance, and real estate" 
within the Federal District's GDP nearly doubled over the last 15 years (from 
10.7 percent in 1985 to 19.0 percent in 1999). Within advanced producer serv­
ices, financial services in particular expanded rapidly. With an annual growth 
rate of more than 8 percent, banking outperformed any other subsector of the 
urban economy (INEGI 2001b; Fideicomiso 2000: 51) .  

A strong expansion of  employment in producer services also indicates that 
the economic upswing of Mexico City in the 1 990s was very much linked to 
advanced services. Employment in "real estate, financial, and professional serv­
ices" grew by 75 percent between 1987 and 1 997. In addition, advanced serv­
ices accounted for nearly a third of all new employment in the Federal District 
in the second half of the 1990s. Amounting to 8.6 percent of the city's total for­
mal employment in 1997, advanced services employed about half as many peo­
ple as did manufacturing (INEGI, various years [a]; Fideicomiso 2000: 51-57, 
60). Finally, headquarters returned to the capital in the 1990s. In 1998, 213 of 
the Mexican Top 500 were located in the Federal District (up from 145 in 
1989), while the state of Nuevo Leon, where Monterrey is situated, had 59 (up 
from 51 in 1989), and Jalisco, housing Guadalajara, had 40 (the same as it had 
in 1989) (Expansion, 21 July 1999). 

During the process of recovery, the city underwent two major socioeco-
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nomic transformations. First, its economic profile was changed. Until the 1970s 
trade and manufacturing were the most important sectors. By 1 999, "municipal, 
social, and personal services" dominated (30.4 percent of the capital's GDP), 
followed by "trade, restaurants, and hotels" (21 .4 percent), "manufacturing" 
(19 .6 percent), and "finance, insurance, and real estate" (19.0 percent). Already 
in 1 993 the Federal District had become, according to the Coefficient of Local 
Specialization, highly specialized in services related to finance and insurance, 
and, to a lesser degree, in professional services (INEGI 2001b; Garza and 
Rivera 1994: 67, 73f, 90£; 106-110; Iracheta Carrol1 1999: 1 18f) . Second, eco­
nomic recovery was reached at the expense of employment and social standards. 
Though employment grew throughout the 1 990s, it grew slower than the 
Mexican average, resulting in a further decrease of Mexico City's share in 
national employment. In particular, manufacturing did not recover its capacity 
to generate employment. Industry, which provided more than 50 percent of for­
mal employment in the ZMCM in 1980, employed only 20 percent of all (for­
mally) occupied people in 1999 (Aguilar 1996: figs. 8 .1 ,  8.2; Cirdenas 
Solorzano 1999: 239). 

Economic recovery was also obtained at the expense of income. In general, 
real wages in Mexico have declined severely in the last two decades, losing 43 
percent of their purchasing power from 1980 to 1998. Real minimum wages 
shrank even more by 60.5 percent (Dussel Peters 2000b: 72). Yet, the decrease 
was even more pronounced in the Federal District. Though in 1980 real mini­
mum wages paid in the capital were about 20 percent higher than the national 
average, this difference had almost disappeared by the second half of the 1990s 
(Boltvinik 1995: 37; Cardenas Solorzano 1999: 246). Furthermore, ever greater 
numbers of people worked in the unregulated informal economy, where work 
tends to be poorly paid. Although by the very nature of the informal economy 
it is difficult to assess exactly how many people work there, some studies (of the 
International Labour Organization [ILO] , for example) estimate that the num­
ber might reach up to 50 or 60 percent of the economically active population­
a sharp increase since the 1980s. Even the National Institute for Statistics, 
Geography, and Computer Sciences (INEGI) points out that the number and 

the share of people who work under precarious conditions increased notably in 
the 1990s. For example, 50 percent of the workers in the ZMCM have no wel­
fare benefits. It is interesting to note that various indicators suggest that infor­
mality is higher in Mexico City than the national average (£/ Universal, 3 1  
March 1997; Delgado Selley 2000; OECD 1999; INEGI 1999: 56; INEGI, 
various years [a]; Cardenas Solorzano 1999: 243-245). 

As to social polarization, data on the income structure of the employed 
population in the ZMCM (INEGI, various years [a]) have to be analyzed care­
fully because the INEG I does not reflect on the loss of the real value of wages. 



Yet this loss is a decisive factor, since a person earning five times the minimum 
wage in 1999 in reality obtained only slightly more real purchasing power than 
did a person earning twice the minimum wage in 1987. If this sharp contrac­
tion of real wages is taken into account, the notable decrease of people earning 
less than double the minimum wage between 1987 and 1999 (from 83.6 to 56.1 
percent) does not mean that the actual share of people earning incomes below 
the poverty line really declined. On the contrary: taking five times the mini­
mum wage as the income necessary to purchase the basic basket of goods at the 
end of the 1990s, compared to twice the minimum wage in the mid 1980s (La 

Jornada, 27 December 1996; El Financiero, 21 January 2000), the share of the 
employed population that obtained incomes below or up to the poverty line 

increased slightly (from 83.6 in 1987 to 85 percent in 1999). On the other 
extreme of the income scale the group with the highest earnings grew, although 
it remained very small (amounting to 2.8 percent in 1993). Thus, in terms of 
earnings, a trend toward polarization can be identified, though this trend is not 
very strong. However, data on the income distribution among households of 
Mexico City point to a somewhat declining inequality during the first half of 
the 1 990s. The richest tenth obtained 34.6 percent of all income in 1996, com­
pared to 3 9.5 percent in 1989. Conversely, the poorest 30 percent of the urban 
population expanded their share from 8.9 to 10.1 percent (INEGI, various 
years [b]) .  However, this result has to be taken carefully since some distortion 
might result from the fact that city-related data for the 1980s are missing. This 
decade was, at least on the national level, one of pronounced growth of inequal­
ity (CONAPO 1999: 154) . Thus, it is likely that despite a decrease in inequal­
ity in the first half of the 1990s, the level was still higher than in 1980. 

The labor market, too, shows rising inequalities. Aguilar (1996: fig. 10) 
identified a growing polarization between jobs at the top and at the bottom of 
the hierarchy for the period between 1970 and 1990. This tendency seems to 
have continued through the 1990s, although in an altered and less pronounced 
way. Between 1992 and 1998, petty traders and street vendors, a group that cer­
tainly corresponds to the bottom of the labor market hierarchy, expanded their 
share of total urban employment by 5 percent. By doing so, this segment of the 
labor market grew faster than any other sector (INEGI, various years [a]) . '  

A fmal transformation happening in Mexico City that is worth mention­
ing is the turnaround regarding migration patterns. Mexico City, which has 
been the most important destination of migrants for decades, turned-in only 
one decade-into the country's main sending area. The migration balance of 
the ZMCM became negative in the second half of the 1980s, amounting to a 
net loss of223,700 people (Parnreiter 1998:  118-130).10 In other words, Mexico 
City grew not because of immigration, but despite emigration. Population 
growth was driven only by birthrates being higher than mortality. Most 
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researchers (Porras Macias 1997: 43, 62-65; Gomez de Leon Cruces and 
Partida Bush 1996: 1 7) expect the trend toward emigration to have continued 
in the 1990s, although maybe to a lesser extent than in the 1980s. As a conse­
quence, between 1980 and 2000, the combined share of the state ofMexico and 
the Federal District (that is, in essence, the share of Mexico City) of all inter­
nal migrants shrank from 47 percent to 40.2 percent. Federal states attracting a 
growing number of migrants are Baja California and Chihuahua in the North, 
Morelos and Puebla in the country's center, and Qyintana Roo in the 
Southeast. The emergence of new patterns of migration becomes even more 
evident if one excludes intraurban mobility from data and focuses on migration 
balances instead of gross immigration, in which case the most important desti­
nation for internal migrants between 1985 and 1990 was Baja California, fol­
lowed by Chihuahua and Qyintana Roo. The state of Mexico came in fourth, 
and the Federal District had, as already mentioned, a negative migration bal­
ance (Parnreiter 1998: table A-11 ,  A-14). 

D E BT C R I S I S  A N D  T H E  E N D  OF I M P O R T  S U BST I T U T I O N  

The loss o f  Mexico City's share of national GDP and employment and the 
emergence of new migration patterns may, to a certain extent, be seen as decen­
tralization of the country's economy and population. In fact, since the 1970s, 
Mexican governments had elaborated various plans to promote more balanced 
development. However, in the opinion of many researchers the defacto decen­
tralization that happened in the 1980s cannot primarily be attributed to these 
plans (Pradilla Cobos 1993 : 39; Hiernaux Nicolas 1995: 158; for a different 
position see Ward 1 998:  45). Some authors maintain that diseconomies of scale 
(e.g., high land prices, traffic jams, or pollution) affected industries with high 
consumption of land, water, and infrastructure, which might have forced them 
to relocate in nearby states in central Mexico or in the northern border region 
(Bataillon 1 992: 79; Davis 1993:  79f). 

The most important changes contributing to the decrease of Mexico City's 
share of the national GDP in the early 1980s are the definite end of import sub­
stitution and the crisis that accompanied the transformation to an outward-ori­
ented development. Data previously mentioned suggest that the first half of the 
1980s was particularly critical to the ZMCM. In addition, evidence shows that 
Mexico City was harder hit by the crisis than other cities. This may be surpris­
ing, given that Mexico City was the unchallenged "epicenter" of the Mexican 
ecoxiomy, with a rather developed and diversified economic base, above national 
average levels of productivity, and considerable foreign investment (Garza 
1985) . 

The immediate cause of the crisis was that indebtedness had grown so high 
by 1982 that Mexico could no longer pay interest. However, this bankruptcy did 



not arise from simple insolvency. Rather, 1982 marked the definitive end of 
import substitution and thus can be seen as a watershed in Mexican history. 
Problems with import substitution had become apparent by the 1970s. Thanks 

to the oil boom in the second half of that decade and the fact that foreign credit 
was easily available and rather cheap at that time,11 the Mexican government 
disregarded the first signs of serious economic problems. When terms of trade 
for oil worsened to the disadvantage of Mexico and when interest rates in the 
United States increased drastically in the early 1980s, Mexico could not meet 

its obligations (Arrighi 1994: 322-324; Dussel Peters 2000b: 45-48). 
Though import substitution was relatively successful through the decades, 

it never developed a base for intensive growth. Rather, it had to rely on exten­
sive growth, meaning a steady increase of inputs. In the 1970s, agriculture slid 
into a profound crisis, making it unable to generate enough export revenue to 
pay for manufacturing imports. Industry itself lost its capacity to achieve pro­
ductivity gains; plants and technology became obsolete. Consequently, the 
Mexican economy could not generate the amount of exports and therefore for­
eign currency necessary to fi nance imports. Thus, inflation increased, problems 
in the balance of payments became notorious, and indebtedness rose drastically 
(Pradilla Cobos 1993: 15-25; Dussel Peters 2000b: 45-48).  

Why was Mexico City hardest hit by the collapse of import substitution? 
Economic crises, like growth, entail and produce a phenomenon of social and 
spatial unevenness. In general, branches hardest hit by crisis are construction, 
durable consumer goods, and capital goods, whereas nondurable consumer 
goods fare better in times of recession. Uneven impacts of the crisis on differ­
ent economic sectors have their spatial expression because they affect different 
cities to a different extent. Since nearly two-thirds of industries producing 
durable consumer goods and capital goods were located in the ZMCM, Mexico 
City was hit harder than other Mexican cities (Garza 1985: 408-420; Garza 
and Rivera 1994: 1 1-14). 

The reorientation of the economy toward foreign markets further deterio­
rated Mexico City's position. With production gearing to exports, domestic 
markets lost importance, devaluing the large urban agglomerations first as mar­
kets and then as production sites. In the neoliberal model, the masses aren't 
needed as consumers as much as they were during the era of import substitu­
tion. As workers, the population came under pressure because economic success 
depends on rationalization of economic activity and gains in productivity. 
Moreover, wage reductions that were crucial for becoming competitive in the 
world market reduced domestic purchasing power, additionally contributing to 
the devaluation of domestic markets. By far the biggest market, Mexico City 
was hardest hit by these developments (Connolly 1993: 66). Moreover, the 
strong impact of the crisis on Mexico City is explained by the fact that precisely 
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because it has been the epicenter of the .Mexican economy, restructuring started 
there. New technologies and innovation in organizing production were intro­
duced first in the ZMCM (Aguilar, Graizbond, and Crispin 1996: 187), which 
resulted, at least in the first years, in high social and economic costs. 

The severe crisis that Mexico (City) suffered as a consequence of the col­

lapse of import substitution was more than a "national" phenomenon. Its 

"global" character is seen, first, by the fact that many countries had similar prob­

lems. Import substitution collapsed practically everywhere within only a few 
years.12 Second, import substitution never was separated from the world mar­

ket. It was only the severe crisis of world capitalism between the late 1920s and 
the end of World War II that opened the way for peripheral states to imple­

ment import substitution strategies. Though these were quite successful in 

some respects (e.g. the production of consumer goods), when it came to capital 
goods it became evident that dependency on imports of technology and of cap­

ital could not be overthrown (Thorp 1998).  Indebtedness grew, with well­

known consequences. First World bankers also created indebtedness of Third 
World countries. Because of a structural crisis of the world system, investment 

in industries in core countries became less profitable in the 1970s. One conse­

quence was that overabundant capital was channeled as credit to Third World 

countries, which turned out to be a boomerang only a few years later. In sum, 

the argument can be launched that the breakdown of import substitution was a 

worldwide phenomenon, closely linked to the structural crisis of the capitalist 
world system. This crisis caused the end of the specific Fordist arrangements 

from the 1950s to the 1970s in the centers of the world economy, and it caused 
the end of "incomplete Fordism" or import substitution in the peripheries 

(Amin et al. 1982; Frank 1 990: 26; Arrighi 1994: 322-324; Altvater and 
Mahnkopf 1 996: 405-409). 

ECO N O M I C  RECO N C E N T R AT I O N  A N D  T H E  M A K I N G  OF A 

G LO BA L  C I T Y  

The 1980s were, as shown in table 1 ,  a period of  economic decentralization that 

occured in the northern border region and the so-called "crown cities" of 

Mexico City in the central region (Parnreiter 2000). Yet, the obvious weaken­

ing of economic and demographic primacy of Mexico City does not point to 

decentralization. The notion of a "polarization reversal" (Richardson 1980) can 

be doubted for several reasons . 

'·First, decentralization occurs in the form of concentrated deconcentration 

(Aguilar 1999: 392) or polycentric metropolitan concentration (Garza 1999: 

166). The weakening of Mexico City's primacy is  offset-totally, in demo­

graphic terms and partly, in economic terms-by the growth of cities in the 
wider metropolitan area. A dense and complex regional division of labor is 



emerging in the center of Mexico that consists of seven federal states (Federal 
District, state of Mexico, Hidalgo, Morelos, Puebla, O!Ieretaro, Tlaxcala), of 
which the most important cities are (besides Mexico City) Toluca, Pachuca, 
Cuernavaca, Puebla, O!Ieretaro, and Tlaxcala. Mexico City is functionally tied 
to these other cities through the flows of people, goods, capital, information, 

and so on (Delgado, Anzalso, and Laralde 1997; Pradilla Cobos 1997; Aguilar 
1999; Garza 1999). 

Second, the strong economic growth of cities in the northern border states 
suggest that instead of becoming more decentralized, the Mexican urban sys­
tem is partially disintegrating. Economic and demographic growth in border 
cities such as Tijuana, CiudadJu:irez, or Reynosa was strongly pushed by export 
manufacturing. Yet the maquiladora industry represents, at least to some extent, 
the case of a denationalized industry, because more than three-fourths of its 
production value corresponds to imports of intermediate products. In fact, low­
skilled labor is the only important Mexican contribution to the maquiladora 
industry. In addition, production of the maquiladora industry is designated 
nearly exclusively for exportation. It seems therefore reasonable to assume that 
cities whose economic growth is driven by the maquiladora industry are more 
closely related to the U.S. city-system than to its Mexican counterpart. 
Investment, machinery, managers and supervisors, advanced producer services, 
and so forth come from United States cities, and a majority of exports go there. 
That means that some of the most prosperous cities of .Mexico became-at 
least partially-detached from the national urban system (Parnreiter 2000). 

The most important argument against the notion of a 'polarization rever­
sal' is the fact that a new form of centrality is emerging that has Mexico City 
as its nodal point.13 However, this new form of centrality cannot be identified 
by traditional indicators for urban primacy such as population size, gross data 
on GDP, employment or output of manufacturing. Spatial decentralization of 
GDP (and in particular of manufacturing) and of population might well be 
accompanied by the recentralization of specific activities, namely economic 
command and control functions, which is suggested by the above-mentioned 
growth of advanced producer services in Mexico City. From that perspective 
one could argue that the Federal District is taking on global city functions. 

Location Patterns of Headquarters 

A first step to study the relationship between the new dynamic of Mexico City's 
economy and global functions is a closer analysis of the location patterns of the 
most important firms registered in Mexico. The results can be summarized as 
follows: the greater a firm's sales volume and the stronger its links to the global 
economy in terms of exports, imports and foreign capitalization, the higher the 
probability that its headquarters are in the Federal District (see table 2). 
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Regarding sales, 70 percent of the top ten Mexican companies had headquar­
ters in the Federal District in 1 998, compared to 42.6 percent of the top 500. 
Mexico City's dominance emerges even more clearly by including the commu­
nities of the state of Mexico that belong to the ZMCM, in which case half of 
the biggest 500 companies have their main offices in Mexico City. The only 
other Mexican state with a significant number of main offices is Nuevo Leon, 
with its capital, Monterrey. 

Since the primary concern of this article is Mexico City's global links, 
export orientation and foreign capital participation are among the most mean­
ingful facts about the location of company headquarters. Companies dominated 
by international capital are much more likely to locate in Mexico City than are 
Mexican-owned private firms. Breaking the top 500 Mexican firms down 
according to whether they are Mexican-owned private companies or have 
mostly foreign capital, different location strategies emerge. Whereas 39.4 per­
cent of companies with primarily private Mexican capital have their main 
offices in the Federal District, 58.3 of the foreign-controlled corporations have 
their headquarters there. This trend increases with the size of the firm and if 
one considers the whole metropolitan area (ZMCM). For example, 78.9 per­
cent of internationally controlled companies among the top 100 firms are based 
in Mexico City. Regarding foreign trade (except for the maquiladora indus­
try) 1., the results show the same tendency: Mexico City is strongly preferred for 
headquarters, and the preference increases the more a company exports or 
imports. Nine of the ten biggest export firms are located in the Federal District, 
and 73.4 percent of the exports of the 100 biggest export companies (again 
excepting the maquiladora industry) originate in the Federal District, a huge 
lead over Nuevo Leon (11 .5  percent). 

To sum up, the Federal District is where the biggest Mexican companies 
prefer to set up their headquarters. This preference increases with: 1) sales vol­
ume; 2) foreign capital participation; and 3) export production. The location of 
main offices in the Federal District points to a close link between the city's econ­
omy and the global economy. The data suggest that transnational companies sit­
uated in Mexico and Mexican companies capable of adapting to the world 
market and becoming "global players" prefer to  locate their headquarters in the 
Federal District. Consequently, the Federal District has global city functions 
insofar as it is where the Mexican economy (or at least parts of it) become glob­
alized. In that sense, Mexico City's loss of manufacturing employment suggests 
that

''
deindustralization fits into a new division of labor, in which the ZMCM 

specializes in functions commonly attributed to global cities, while other cities 
in central Mexico and the U.S. border region expand manufacturing . 

In this context it is important to note that the high concentration of head­
quarters in the Federal District does not translate into concentrated production 



TAB L E z 3:: 
"' 

LOCAT I O N  PATT E R N S  O F  MAJ O R  F I R M S  R E G I ST E R E D  I N  M EX I CO, 1 9 9 8  loC 
.... 

( PE RC E NT) 0 

� 
z 

Federal State of ZMCM'1 State of Nuevo Jalisco Other "' 

District Mexico Mexico Le6n States 3:: 
,. 

Minus � 
ZMCM z 

1:1 

Top soc in sales 42.6 9·4 so.o 2.0 11.8 8.0 28.2 0 

,. 
Top 100 in sales S9·0 2.0 61.0 23.0 4.0 12.0 1:1 

.... 
Top 10 in sales 70.0 70.0 20.0 10.0 0 

Ill 
,. 

Top 300 in exports 43.0 11.6 S1·3 3·3 12.3 6.6 26.3 .... 
.... 

Top 100 in exports S4·0 2 .0 s6.o 24.0 3·0 17.0 � 
-< 

Top 10 in exports 90.0 o.o 10.0 

Top 300 in imports 44·3 10.6 S1.6 3·3 14.6 s.6 24.6 

Top 100 in imports S2.0 1.0 S3·0 24.0 4·0 19.0 

Top 10 in imports 80.0 8o.o 10.0 10.0 

Firms with > so% 39·4 8.2 46·7 0.9 13·S 8.4 30.0 
private national capital 
in the top soo (sales) 
(n=413) 

Firms with > so% S3·7 2.S s6.2 27·S 2.S 13·7 
private national capital 
in the top too (sales) 
(n=8o) 

Firms with > so% so.o so.o so.o 
private national capital 
in the top 10 (sales) 
(n=4) 

Firms with > so% s8.3 14.2 66.6 S·9 3·S S·9 17.8 
foreign capital in the 
top sao (sales) (n=84) 

Firms with > so% 78.9 78.9 S·2 10.S S·2 
foreign capital in the 
top 100 (sales) (n=19) 

Firms with > so% 8o.o 8o.o 20.0 
foreign capital in the 
top 10 (sales) (n=s) 

Source: Author's calculations, based on Expansion 1999: Las empresas mas importantes de Mexico. 
Note: Along with maquiladoras, the three state-owned enterprises listed among the soo most 

important Mexican firms are not included in table 2. Petr6leos Mexicanos (Pemex), the biggest 
firm registered in Mexico, has its headquarters in the Federal District, while the other two state-
owned enterprises, which are of minor importance, are located in Baja California Sur. 
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and employment. Instead, the big firms have spread their production across var­
ious cities in the country, maintaining only specific segments in Mexico City. 
This points to the city's role as a central node in the international and regional 
division of labor. 

The Mexican branches of General Motors, Daimler-Chrysler, 
Volkswagen, Ford and Nissan are, for example, leading enterprises in terms of 
sales, exports, and foreign investment. All but Volkswagen have their head­
quarters in the Federal District, yet production plants are spread all over the 
country. Although Mexico City is not totally negligible as a manufacturing site, 
most automobile production takes place either in central states (state of Mexico, 
Guanajuato, Aguascalientes, and Morelos), or in northern border states 
(Coahuila and Chihuahua). The same applies to the computer industry, a fast­
growing sector with massive exportations to the United States. IBM, which 
came to Mexico City in 1957, shifted its plants to the state of]alisco in 1975, 

leaving only its main office in the Federal District. Future research should ana­
lyze the links between production sites, the regional headquarters in Mexico 
City, and foreign cities, where the capital, specific services or semi-finished 
products might come from. That would indicate the world economic network 
or commodity chain into which headquarters articulate Mexican production. 

Regional Distribution of Foreign Investment 

As previously stated, both FDI and portfolio investment grew significantly as a 
consequence of the opening of .Mexico's economy. In fact, global capital flows 
represent one of the most important links between the Mexican and the world 
economy. In 1998-99 Mexico was, behind China, Hong Kong, Brazil, and 
Argentina, the fifth-largest recipient of FDI among Third World countries 
(UNCTAD 2000). Both FDI and portfolio investment are highly concentrated 
in the Federal District. Between 1 994 and 1 999, $29.4 billion or 60.3 percent 
of all FDI went to the Federal District (see table 3) .  Though the minor increase 
compared to the period from 1989 to 1993 (59 percent) might result from pri­
vatizations of state-owned companies (and might therefore not be sustainable), 
it is remarkable that the share of the Federal District remained at a very high 
level despite the significant growth of FDI directed to maquiladora industry. It 
is striking that together the six northern border states, which contain 86 percent 
of all maquiladora production (Bendesky 2000), attracted only 29.2 percent of 
FDI-less than half the share of FDI invested in the Federal District. Mexico 
CitY's dominance is even greater if one considers that most of the FDI in the 
State ofMexico may have been directed to firms located in the ZMCM. In that 
regard, Mexico City's share was nearly two-thirds of all FDI. Portfolio invest­
ment data on regional distribution are lacking, but it is likely that here the con­
centration in the Federal District is even higher than for FDI since the stock 



TA BLE  3 

DI ST R I B U T I O N  O F  FO R E I G N  D I R ECT I N VESTM E N T  I N  M EX ICO, 1989-199 9  

( P E R C E N T )  

1989 1990 1991 1992 1993 1989 1994 1995 1996 1997 1998 1999 1994 

1993 1999 

Federal 5 1.7 58.7 67.0 s 6.4 61.1 59-0 74-0 5 8.4 67 -5 5 5 -0 48.1 51-3 60.3 

District 

N u evo 3 ·8 13 - 7  o.6 0.9 7 -2 5- 2  8.7 8.3 4-3 20-4 5 .0 3 -9 9·8 

Leon 

Baja J.4 1.0 1 .8 2 . 7  3-9 2.6 2 . 2  6 . 6  5 .6 5 ·7  9· 7  16.4 6. s 
California 

C h i h u a h u a  3 ·1 o .6 o. s 2 . 6  0.6 1. 5 2 .9 6. 5 7 -1  4-2 7·9 10. 5 s .8 

State of 7-4 5 · 7  8.8 8.7 6.0 7·3 3-1 7 ·5  5 .6 2.] 9· 7  1. 5 4-7 
Mexico 

Tamaulipas 4-5 1 .2 1.7 1 .0 1.0 1.9 3-3 4.8 4-5 2 . 5 4·7 8.2 4.1 

]alisco 2.9 2.9 6.1 4·6 2-4 ].8 0.6 1.4 2-4 1. 5 3-2 6.0 2 .3 

Others 2].2 16.2 13 -5 2 3.1 17.8 18.7 s .8 6.s 3-0 8.4 11.7 2.2 6.s 

Source: Author's calculations based on SECOFI for the period 1989-1993 and on Dussel Peters 
(2oooa: 91·94) for the period 1994-1999. Data for 1999 are provisional. FDI includes new invest-
ment plus investment in maqu iladoras. Because of the change in methodology for measuring FDI,  
the absolute n umbers before and after 1994 are not comparable. However, since the purpose of 
this article is to show the regional distribution of FDI, a comparison can still be made.  

market and the headquarters of all major banks-and hence their accounting 
departments-are located in the capital. 

However, not all capital that enters the Federal District is necessarily 
invested there. For example, a transnational corporation that makes a "greenfield 
investment" may set up a new plant anywhere in Mexico, whereas that company's 
regional headquarters, which controls and services "local" production, is located 
in Mexico City. This applies to the biggest single investments of 1998-99. 

Daimler-Chrysler and Ford invested $1.5 billion each, but Daimler-Chrysler's 
resources went toward expanding an existing plant in Coahuila, whereas Ford 
spent its on building a new one in Chihuahua. The same principle applies to 
mergers and acquisitions. The U.S. brewing company Anheuser-Busch invested 
$556 million to buy 13 percent of Mexico's Grupo Modelo, which brews Corona. 
Grupo Modelo has its main office in the Federal District and has breweries in 
eight cities throughout the country (Dussel Peters 1999: table 11 ;  CEPAL 2000: 
77). In these cases foreign investment is entered in the Federal District (because 
accountancy is carried out there) and then redistributed to production sites 
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throughout Mexico. As in the case of the headquarters, however, it is necessary to 
trace capital flows from the global investor to the local use. This would reveal an 
urban network in which different cities occupy different positions, tasks, and 
degrees of power. Key issues for future research include: 1) identifying the com­
mand-and-control linkages between headquarters in the Federal District and 
production facilities elsewhere in the country; 2) the spatial and sectoral distribu­
tions of investment; and 3) the role played in that division of labor by banks, 
financial institutions, and other services located in Mexico City: 

Advanced Producer Service Sector 

Both headquarters and FDI are not abstract economic "things." The Mexican 
branch of a transnational automobile company, a foreign investor buying assets 
from a formerly state-owned enterprise, a l'vlexican beer company catering to the 
U.S. market or a broker speculating on currencies-they all need to be serviced by 
accountants, tax and financial advisers, lawyers, advertising agencies, political 
consultants, and so on. In other words: The work of integrating (parts of) the 
Mexican economy into the global economy requires specific services. Yet, global 
city researchers emphasize not only that advanced producer services are crucial 
because they provide the means by which globalization is done, but also that 
many of these services (particularly the ones that are not routinized) concentrate 
necessarily in major cities because it is there that the creative milieu needed to 
develop them and the markets to trade them are to be found (Sassen 2001: ch. 5). 
Accordingly, in Mexico the advanced service sector should have both grown and 
strengthened Mexico City's position, and indeed, both have happened. 

Between 1980 and 2000 the proportion of "finance, insurance, and real 
estate" in the Mexican GDP increased from 1 1  to 15 percent, and national 
employment in "real estate, fi nancial, and professional services" grew by 45 per­
cent between 1 992 and 1997 (INEGI 2001 b; INEGI, various years [a]). This 
growth was strongly concentrated in Mexico City. In 1999, 27.1 percent of the 
national GDP in the category of "financial services, insurance, and real estate" 
came from the Federal District, compared to 22.5  percent of the total GDP and 
20.6 percent of GDP in manufacturing. The combined share of the Federal 
District and the state of Mexico (that is, in essence, Mexico City) amounted to 
36.8 percent. It is remarkable that Mexico City's share in the national GDP in 
advanced producer services increased through the 1 990s, while the share of the 
northern border region, which takes on increasingly more manufacturing, 
declined slightly (see table 4). 

Similarly, employment in advanced producer services is concentrated to a 
high degree in Mexico City. In 1 997 the ZMCM had 47.8 percent of all 
national employment in "real estate, financial, and professional services." 
Additionally, with 8.6 percent of formal employment, advanced services make 



TA B L E  It 
REG I O N A L  S H A R E S  OF N AT I O N A L  G D P  I N  " F I N A N C I A L  S E RV I C E S ,  

I N S U RA N C E ,  AND R E A L  ESTAT E , "  1993-1999 ( P E RC E N T) 

1993 1994 1995 1996 1997 1998 1999 

Federal District 26.6 27-4 26.9 26.6 27-4 27.0 27.1 
State of Mexico 9-0 8.9 9.1 9-4 9·4 9-7 9·8 
Mexico City 35·6 36.3 36.0 36.0 36.8 36-7 36·9 
Central region 43·4 44-0 43-7 43·7 44-4 44·3 44·5 
Northern border region 20.3 20.1 20.3 20.0 19·5 20.0 20.2 

Source: Author's calculations based on I N EGI, Banco de Informacion Econ6mica. 

up a higher share of urban employment in the ZMCM than in any other major 
Mexican city (Guadalajara: 6.8 percent, Monterrey: 7.8 percent); thus they have 
a greater impact on the city's economic and social development. Also, Mexico 
City is the only Mexican city where productivity in advanced services is above 
the national average in all subbranches, while rival cities such as Monterrey and 
Guadalajara exceed the national average in no more than half the categories 
(Garza and Rivera 1994: 67, 73f, 90f, 106-1 10). 

To sum up, the evidence clearly suggests that a new form of centrality is 
emerging. Mexico City concentrates most activities related to economic glob­
alization even though its share of the national GDP and employment has 
decreased since the 1 970s. The location patterns of headquarters, regional dis­
tribution of foreign direct investment, and distribution of advanced producer 
services indicate that the opening of the Mexican economy and the growing 
orientation toward global markets has intensified the concentration of activities 
essential to the globalization of the Mexican economy in the Federal District. 
Thus, as part of the production of globalization, Mexico City has changed from 
a national metropolis into a pivot between the Mexican and the global 
economies. In other words: Mexico City increasingly takes on global city func­
tions. The articulation of export production (aside from the maquiladora indus­
try) with the world economy, for example, is mainly organized and controlled 
from Mexico City. In a similar vein, capital flows to Mexico are channeled 
through the Federal District and in particular its service sector. 

I M POV E R I S H M E N T ,  S O C I A L  P O L A R I ZAT I O N ,  A N D  N EW PATT E R N S  

O F  M I G RAT I O N  

The traditional factory worker or public employee, who lost his or her job dur­
ing the crisis of the 1980s, is very likely to be unable to find employment in the 
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advanced service sector. Rather, he or she might be forced to emigrate to the 
United States or to work in Mexico City's growing informal economy to make 
a living. Thus, the new role assumed by Mexico City affects social arrangements 
as well as economic structure. A critical issue is the fact that economic recovery 
happened at the expense of most of the city's inhabitants. As stated previously, 
the last two decades were a time of impoverishment, and they were also a time 
of growing polarization of the labor market structure and of earnings. 

Are impoverishment and polarization linked to the deeper integration of 
Mexico into the world economy and to the growing importance of global city 
functions within the economy of Mexico City? Evidence presented so far sug­
gests that this is the case. First, it is obvious-and admitted by high represen­
tatives of the government-that substantial wage reductions were a crucial 
element in the country's course of neoliberal modernization and globalization, 
because cheapening production allowed Mexico to become more competitive in 
both the world and the domestic markets. Furthermore, wage reductions were 
an important cornerstone in the efforts to reduce inflation. Second, the recov­
ery of the manufacturing sector was succeeded, at least partly, by reducing 
employment and/or by downgrading production to the informal sector. As 
pointed out, industrial employment stagnated although output grew in the 
1 990s, and work in the informal economy expanded at the expense of formal 
capital-labor relations. Third, the growing importance of services contributed 
both to impoverishment and polarization. In the service sector, more people 
than in the national average earned wages under the poverty line15 (72 percent 
compared to 70 percent), and slightly more people were really well-off, earning 
more than ten times the minimum wage (3 percent compared to 2.8 percent). 
In contrast, manufacturing, which also had an above-average number of poorly 
paid workers, was underrepresented among the high-income groups, too. The 
majority of the well-off people in services worked in the subsector of the 
advanced producer services, making this branch the one with the highest num­
ber of people earning more than ten times the minimum wage. The increase in 
the numbers of petty traders and street vendors also indicates a polarizing struc­
ture of the labor market (INEGI, various years [a]) .  Thus, as a provisional con­
clusion one can assume that by strengthening links to the world economy, 
Mexico City experiences the worsening of social problems it already had before. 
This is concurrent with the findings of world city researchers, who argue that a 
growing informalization of the relations between capital and labor and a deep­
ening of social polarization are characteristic processes of world city formation. 

While social polarization and in particular its relationship to globalization 
needs to be studied further, the evidence on the impacts of globalization on the 
reorientation of migration flows is solid (Parnreiter, forthcoming). The emer­
gence of new patterns of internal migration in Mexico, in which Mexico City 



is an area of net emigration and in which the northern states of Baja California 
and Chihuahua and the southern state of Qyintana Roo became main destina­
tions for migrants, is closely linked to the altered position of Mexico in the 
national and global economy. First, since the economic crisis reduced possibil­
ities for employment and earning in Mexico City, people may have been moti­
vated to leave the city for other places. The Federal Distrid6 recently has had 

a negative migration balance with most of the traditional sending areas, such as 
the federal states of Puebla, the state of Mexico,17 Veracruz, and Hidalgo. 
Another option for people who wanted to leave the capital was the removal to 
nearby states such as Morelos, although in such cases people normally contin­
ued to work in the Federal District. Finally, emigration from Mexico City to 
economically more promising cities and to the United States became of increas­
ing importance. The northern state of Baja California has rapidly gained 
importance as a destination for emigrants from Mexico City. 

The second consequence resulting from the economic crisis is that Mexico 
City lost its attractiveness for internal migrants. Between 1980 and 1 985, the 
ZMCM attracted 76,589 fewer migrants than ten years before, which means a 
reduction of more than 15 percent. Taking into account the growth of immi­
gration in the new industrial cities in the North and in the centers of tourism 
in the South, this reduction very likely is attributable to the greatly reduced 
capacity of Mexico City to create employment. The demand for labor, which 
drew millions of migrants to Mexico City since the 1930s, did not serve as an 
engine of immigration anymore. Since the 1980s, new industrial workers were 
needed mainly in the North, and the workforce serving international tourism 
was wanted primarily in the South. 

M EX I C O  C I TY I N  T H E  C RO S S - B O R D E R  N ETWO R K  O F  C I T I E S  

Location Patterns of Global Firms in Advanced Producer Services 

Although still tentative, evidence presented so far suggests that a specific set of 
structural transformations going on in Mexico City is linked to globalization 
and to the particular role of Mexico City in this process. Parts of the city engage 
increasingly in global activities, so that Mexico City, and in particular the 
Federal District, became a pivot between Mexico and the world market. In that 
sense we can speak of the making of a global city. 

Support for this argument comes from various studies of the Globalization 
and World Cities Study Group and Network (Beaverstock, Smith, and Taylor. 
1999a, 1999b, 1999c, Taylor and Walker 1999; Taylor 2000; Taylor et al. in this 
volume). Their review of fifteen of the most relevant publications on world cities 
shows that Mexico City is listed by six studies as a world city, ranking 21st 
among all cities cited. In order to achieve a refined hierarchy, the Globalization 
and World Cities Study Group and Network (GaWC) analyzed the location 
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patterns of sixty-nine firms in four key service sectors (accountancy, advertising, 
banking/finance, and law) among 263 cities in 1997-98. Taylor and his col­
leagues identified 55 world cities. Mexico Citi' ranks 15th in this hierarchy, 
identified as a beta world city. It shares this position with Brussels, Madrid, and 
Sao Paulo, only narrowly behind San Francisco, Sydney, Toronto, and Zurich, 
but ahead of Washington, l.Vliami, Berlin, or Shanghai. In an improved meas­
urement, Mexico City is listed in 20th place-as the highest-ranked Latin 
American city. With a score of 12 percent in terms of world city functions 
(measured as the level of service provision of the mentioned sectors relative to 
the top scoring city), ahead of Sao Paulo (with 1 1  percent), Buenos Aires (6 per­
cent), Caracas (6 percent), and Santiago (5 percent). Mexico City can be com­
pared to cities like Zurich (11  percent), Johannesburg and Milan (13 percent 
each), and even Los Angeles (14 percent), which is a surprisingly high classifi­
cation, given skeptical judgments such as "Mexico City's future as a world city is 
far from clear" (Friedmann 1995, 38). 

The high ranking of Mexico City is  based on the strong presence of global 
players among service firms. Mexico City qualifies as a major global service 
center for all four sectors (accountancy, advertising, banking and legal services), 
while Sao Paulo is a major global service center in three (advertising, banking, 
and legal services), and Buenos Aires only in one (banking) . The fact that 
Mexico City houses many of the global service firms suggests that the Mexican 
capital is well embedded into the cross-border network of cities. Indeed, further 
evidence obtained by the research of the Ga\VC confirms this assumption. 
Firms in the advanced producer service sector that are located in London but 
operate on a global scale tend to have a high presence in Mexico City. In 
finance and banking, for example, there is a 93 percent probability that a global 
firm located in London has branch in Mexico City. Considering that only two 
cities show a higher probability of direct organizational links to London (New 
York and Tokyo) and that Mexico City, probality compares with only three 
cities (Buenos Aires, Hong Kong, and Singapore), Mexico City can in fact be 
considered as a strategic location for globalization processes. In advertising, the 
organizational links to London are slightly weaker-the likelihood that a 
London-located advertising firm has a branch in Mexico City amounts to 82 
percent. In law the ties are still very weak-the probability for a London­
located law firm to have a direct link to Mexico City is only 5 percent. 

Addressing not only the presence of London-based firms, but the broader 
question of connections of cities to London by averaging across the four pro­
ducer services (accountancy, advertising, banking/finance, and law), .Mexico 
City comes in 15th place among fifty-four cities. Of course, the alpha world 
cities New York, Paris, and Tokyo (in that order) have stronger links to London, 



as do major European cities (such as Brussels, Frankfurt, Milan, and Madrid) 
and the Asian world cities Hong Kong and Singapore. Mexico City's connec­
tivity to London is the same as Sao Paulo's and notably stronger than that of 
Buenos Aires. It compares to the linkages of Chicago, San Francisco, 
Washington, D.C., Dusseldorf, and Amsterdam. This is, again, a surprising 
result, underlining Mexico City's importance as a strategic site in globalization. 
The significance of having strong linkages to London gains weight when one 
considers that Mexico City has no historical ties to London (as Hong Kong and 
Sydney do) and forms part of a different regional bloc in the world economy 
(and hence is supposed to be more closely connected to U.S. cities). 

In a similar vein, by analyzing geographical strategies of U.S. law firms in 
1997, the Ga WC identif1es Mexico City as a strategic place in the cross-border 
network of cities. Eight of the 368 foreign offices of U.S. law firms, or 2.2 per­
cent, are located there. This seems to be a rather negligible number. However, 
a closer look reveals that though the number is small, Mexico City still classi­
fies high in location strategies of U.S. law firms. First, one has to take into 
account that the number of U.S. law firms in Latin America is unexpectedly 
low-twenty-three altogether, suggesting that this region cannot be considered 
as a major globalization arena. Second, out of these twenty-three offices, 
Mexico City houses eight. Thus, it is the only Latin American city with a sig­
nificant presence of U.S. law firms. Third, Mexico City is the most important 
location worldwide for U.S. law firms outside the three areas identified by 
Beaverstock, Smith, and Taylor (1999a) as globalization arenas (western 
Europe, Pacific Asia, eastern Europe). Consequently, despite having only 2.2 
percent of all foreign offices of U.S. law firms, Mexico City still ranks 11th in 
their location strategies. 

The studies of geographical strategies of firms do not provide data on the 
actual transactions of companies. Additionally, the analysis of the relations of 
London-based service firms to other cities includes firms that might have their 
main office elsewhere in the world. For example, the three U.S. law firms with 
the most pronounced global strategies (Baker & McKenzie, White & Case, and 
Coudert Brothers) appear in the list of London-based global firms, although 
they are from Chicago and New York. This means that although we can con­
clude from the data cited that Mexico City is a rather prominent place in the 
geographical strategies of global service firms, we cannot guess where an inter­
national investor buys the services to conduct transactions. It might be in 
London, but it seems more probable that the investor would turn to the New 
York or Chicago headquarters or branch. Thus, the actual space of flows created 
by services remains a subject for further investigation as well, along with the 
place ofMexico City within it. 

!1: 
m 
>c 
,.. 
0 

!1: 
,. 
::o; 

z 
Gl 

0 

,. 
Gl 
... 
0 
• 
,. 
... 
,.. 
-4 
-< 



Ill: , 
... 
1-

... 
a: 
z 
a: 

:: 
... 
0 
I­
VI 
a: 
:1: 
v 

168 

Interurban Telecommunications Networks 

Connections among cities need to be built up. Interurban telecommunications 
networks are crucial to linking distant financial markets, firms offering advanced 
services, and offshore sites for manufacturing. The availability of ever more 
sophisticated, diverse, capable, and cheap telecommunications technologies has 
therefore become a key asset in the competition among cities to attract financial 
and corporate operations. Concurrent with the findings of the Ga WC summa­
rized here, a survey that classified the competitiveness of telecommunications 
provision in July 1998 in twenty-five major cities reveals that Mexico City is well 
integrated into the interurban telecommunications networks. Mexico City ranks 
16th-better than any other Third World city and better even than Zurich or 
Singapore. While the pricing of services is still one of the biggest disadvantages 
of Mexico City, the availability of sophisticated connections and infrastructure 
were appraised in particular (Finnie 1998, cited in Graham this volume: Tl). 

The high ranking of Mexico City results from efforts undertaken in the 
last decade to build up an adequate infrastructure to compete in the world mar­
ket. Privatization of the state-owned telephone company, Telefonos de Mexico 
(Telmex), in 1990 was a key step in this direction. The Mexican Grupo Carso 
and two major global players among telecommunications companies­
Southwestern Bell and France Telecom-took control over Telmex. The latter 
two groups, despite having only 10 percent of the capital ofTelmex, control 49 
percent of the stocks. They were crucial to the expansion and modernization of 
telecommunications in Mexico because they provided the latest technologies. 

In fact, in the time since the Mexican telephone company was "efficiently 
colonized by foreign owned telecoms operators" (Finnie 1 998: 22), the infra­
structure needed for secure, fast, and voluminous data transmission and hence 
for cross-border communication has expanded and improved rapidly. The num­
ber of telephone lines doubled to more than ten million between 1990 and 
1999, and the quality of lines-an equal or even more important factor for effi­
cient data transmission-improved substantially. In  1999, more than 97 percent 
of all lines were digitalized-up from 29 percent in 1990. In 1994, an electronic 
backbone consisting of two 2-megabit fi ber-optic lines and several 64-kilobit 
lines was set up (and expanded since then), connecting the main Mexican cities 
to the United States. This infrastructure helped to expand conventional 
telecommunications (international calls, for example, grew by 436 percent 
between 1990 and 1998, reaching 737 million), and allowed Mexico to join the 
Intdrnet. Since the first Internet connection in Mexico was put into place in 
1989, infrastructure for and usage of lnternet communication have expanded 
rapidly. In July 1999, the number of Mexican hosts totaled 224,239-up from 
13 ,787 in January 1996. Mexico ranks second among Latin American countries 
in terms of both growth rates and the absolute number of hosts-surpassed 



only by Brazil-and it ranks 20th worldwide. Similarly, the number oflnternet 

users increased from 94,000 in 199 5 to more than 1 .3  million in 1998.  The 

development of the infrastructure was driven mainly by business interests; 
though the first internet users were universities, by now business-related users 
represent the majority-and their dominance is growing (56 percent in 1998, 
up from 51  percent in 1995) (COFETEL 1998a; 1998b; 1 999a; 1999b; 1999c; 
Fernandez 1995; Gutierrez and Daltabuit 1999: 23; ISC 1999). 

These data suggest a fast-growing integration of Mexico into the cross­
border information flows. However, it is not the entire country that is part of 
the global telecommunications network. The upgrading of the Mexican tele­
phone system and the new telecommunications infrastrucure reinforced an 
uneven geography of information fl ows. For example, more than 38 percent of 
all Mexican telephone lines are concentrated in Mexico City, which is twice as 
much as the city's share of the country's total population, and nearly a third of 
all international telephone calls are made in or received from Mexico City. 
More significant, however, is the fact that the Federal District is the central 
node of the national electronic backbone. Five 2-megabit fiber-optic lines meet 
in the Federal District, making Mexico City the best-connected city in Mexico. 
To transfer information between Guadalajara and Monterrey, for example, the 
Federal District must be involved, since there are no direct lines between those 
cities (COFETEL 1 998a, 1999d; Iracheta Carroll 1999: 134; Red Tecnologica 
Nacional 2000). 

Centralizing infrastructure, Mexico City dominates the use of telecommuni­
cations. Though available data from the Matrix Information and Directory 
Services (MIDS 1999) on the distribution of hosts within Mexico are not very 
detailed-only orders of magnitude are reported-they do show huge differences 
in scale among Mexican cities. In January 1 999, Mexico City was the only 
Mexican city qualifying for the category "100,000 to 1 ,000,000 hosts," making it 
one of the three telecommunications hubs in Latin America (the other two are 
Sao Paulo and Buenos Aires). Thus, Mexico City accounted for at least 50 per­
cent of all hosts in Mexico, given that by that time there were slightly more than 
200,000 hosts in the whole country. The centrality of Mexico City in the coun­
try's telecommunications network is shown as well by the fact that only one other 
city-Reynosa, surprisingly-counts between 10,000 and 100,000 hosts, while 
other major cities such as Monterrey, Puebla, Chihuahua, and Guadalajara have 
even fewer. In addition, the geographical unevenness of the telecommunications 
system is revealed by the fact that 60 percent of all Mexican municipalities did 
not even have one computer in 1995. In federal states like Oaxaca, Yucatan, San 
Luis Potosi, Chiapas, and Guerrero, between 93 percent and 71 percent of the 
municipalities lacked the very basic infrastructure to participate in electronic 
cross-border flows of information (Gutierrez and Daltabuit 1999: 22). 
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Telecommunications are unevenly distributed within the city, too. 
Basically, both the 2-megabit fiber-optic lines and the 128- and 64-kilobit lines 
are centralized in five of the sixteen delegaciones (districts) of the Federal 
District-Alvaro Obregon, Miguel Hidalgo, Benito Juarez, Cuauhtemoc, and 
Coyoac:in (Red Tecnol6gica Nacional 2000). That comes as no surprise given 
that the main banks and companies, the research centers and universities, and 
many governmental institutions are located in these districts. As a result, 72 
percent of the Federal District's GDP in services originated in those five dele­

gaciones, 49 percent of the GDP in trade, and 21  percent in manufacturing in 
1993 (lracheta Carroll 1999: fig. 3). That shows that the integration in global 
data flows is highly concentrated both spatially and in terms of economic sec­
tors. Thus, integration of Mexico into global data flows basically means that a 
few areas of the Federal District that house the service sector are becoming part 
of the cross-border telecommunications system. 

Air Travel 

Connections between cities are also established by air travel, which reflects the 
ways in which cities are linked by the movement of people. Analyzing air travel 
between twenty-two world cities between 1985 and 1997, David Smith and 
Michael Timberlake (in this volume; also Smith and Timberlake 1995) found 
that Mexico City belongs to the third of four tiers of world cities. Both in 1985 
and 1 997, it ranked 16th in the number of mutual relations with other cities in 
the network and in the strength of the connections. Mexico City is more cen­
tral than Miami, Montreal, or Houston, but behind San Francisco, Chicago, 
Madrid, or Zurich. However, the margin to the second-tier cities is narrow.19 
Though its position in the network formed by air travel remained unchanged, 
Mexico City's power score (a term that Smith and Timberlake use in chap. 4 of 
this volume to measure intercity relations by air travel) increased notably. While 
in 1985 it amounted to 0.16, by 1997 the power score of Mexico City had 
grown to 0.29. This means that Mexico City significantly increased its share in 
global airline traffic, which points to growing integration in the global econ­
omy. The increase occured mainly in the second half of the 1980s-after 
Mexico joined GATT (WTO). NAFTA seems to have had no impact either 
in terms of ranking or in terms of the power score of Mexico City. Nevertheless, 
in very recent years international air travel to the airport of Mexico City 
increased by nearly 10 percent annually (Secretaria de Turismo 1998) . 

'Regarding the spatial patterns of Mexico City's integration in the interna­
tional air travel network, the extent to which U.S. cities dominate is remarkable. 
In 1997, slightly more than two-thirds of all international passengers came from 
or flew to U.S. cities (67.8 and 67.2 percent, respectively) . About 12 percent of 
the passengers came from or flew to Europe, and about 1 1  percent connected to 



Latin American cities. The unevenness of the integration of Mexico City into 
the international air travel network can be illustrated by the fact that there was 

more air passenger travel between Mexico City and Los Angeles (amounting to 

13 percent of all passengers) than between Mexico City and all European or 

between Mexico City and all Latin American cities. After Los Angeles came 
Houston, Dallas, Miami, New York, and Chicago. Madrid ranks 7th, while San 
Jose, the top-ranked Latin American city, does not figure among the top 10. In 
terms of air cargo, the dominance of U.S. cities is not as impressive, although still 
strong. Fifty-five percent of all freight originating in Mexico City went to U.S. 
cities, with Los Angeles (17 percent) again being the most important destina­
tion, followed by Miami and New York. European cities together amounted to 
a share of 22 percent (Paris is the most important one, followed by Frankfurt), 
while Latin American cities remain relatively unimportant as destinations of 
cargo from Mexico City (13 percent)-an amount that corresponds to only 75 
percent of the cargo flown to Los Angeles. In terms of cargo flights to Mexico 
City, U.S. cities are less outstanding-42 percent of all freight came from there, 
compared to 36 percent of European and 16  percent of Latin American cities. 
Miami is the most important city of origin (13 percent), followed by Paris, 
Amsterdam, and Los Angeles (Iracheta Carroll 1999: fig. 4-7). 

The finding that Mexico City is a rather central place in the network of 
cities formed by air travel corresponds to the cited studies on advanced producer 
services and on telecommunications connections. However, though airline data 
provide good estimates of connections between cities established by the move­
ment of people, they fail to grasp the qualitative difference oflinks established 
by different kinds of passengers, such as businesspeople, tourists, and migrants. 
In the Mexican case a good part of the huge volume of flights to and from U.S. 
cities may in fact arise from migrants moving between the two countries and 
not from representatives of corporations or of national Chambers of Industry 
and Commerce. Indeed, the new airline Taesa basically came into existence to 
serve the migrant market, and the airlines Mexicana and AeroMexico have 
added flights in response. In this context it is interesting to note that Los 
Angeles is not only by far the most important city in terms of air passenger 
travel, but also houses more than a fourth of recent Mexican immigrants to the 
United States. Nearly half of all recent immigrants headed to five cities-Los 
Angeles, Chicago, New York, Houston, and Phoenix (Durand, Massey, and 
Kao 2000: table 4), representing more than a third of passenger air travel. 
Although most of the migrant flights do not originate in the Federal District 
but in cities to the west, such as Leon, Guadalajara, Zacatecas, and San Luis 
Potosi (Douglas Massey, pers. com.), Mexico City became more important as a 
sending area for migrants to the United States in recent years (Durand, Massey, 
and Zenteno forthcoming). Thus, both the amount and the spatial pattern of 
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passenger air travel between U.S. cities and Mexico City might be influenced 
by migration. 

If that were true, one would have to deal with a different quality of con­
nections than in the case of, for example, air travel between London and New 
York. Yet, this does not mean that data on air travel of migrants are irrelevant 
to the question of connections between cities. On the contrary, the export of 
labor is one of the most important mechanisms of the integration of Mexico 
into the global economy, and Mexican emigrants have created firm links 
between Mexico and the United States. These connections might even surpass 
trade or foreign investment in economic significance (Hinojosa Ojeda, 
McCleery and de Paolis 1998: 3). Thus, the air travel data on Mexico may not 
refer to people who are 'greasing the wheels of production, finance or commerce 
through face-to-face contact' (Smith and Timberlake 1995: 296), but instead to 
Mexican men and women who grease those wheels by really greasing machines, 
digging ditches for advanced telecommunications cables, or cleaning bath­
rooms. Nevertheless, this data supports the argument that Mexico City is 
highly connected to U.S. cities. 

W H I C H  P LACE I N  T H E  G LO BA L  U R B A N  N E TWO R K ?  

Given the evidence that clearly shows that Mexico City is indeed assuming 
world city functions and that the city is well integrated into the cross-border 
urban network, two questions arise. First, do the functions that Mexico City 
carries out in and for the world economy exceed the national territory and econ­
omy? Differently put, is Mexico City a regional center for Central America? 
Second, to which other world cities is Mexico City linked, and what is, in terms 
of power relations, the nature of these connections? 

In Latin America, there are five cities identified by the Ga WC as world 
cities: Mexico City, Sao Paulo, Buenos Aires, Caracas, and Santiago. Since a 
rna jority of Latin American countries do not possess world cities, their access 
to the specialized knowledge of advanced producer services has to be cross­
border. Could it be, that in the case of Central American and Spanish-speak­
ing Caribbean countries, that Mexico City is the place where these services are 
bought? Evidence available suggests that that may not be the case. According 
to Taylor (2000), "where the region is the Americas, New York is the centre but 
where Latin America is a designated region then Miami is the centre." This 
argument is based on the fact that six out of eleven London-based major pro­
ducer service fi rms have their regional office in Miami, which makes that city 
the clear regional center even though it is not a particularly important world 
city in its own right. Nijman (1996) reaches the same conclusion. Although 
Miami does not play an important role either on the national scene in the 
United States or in trade relations with most of the world's regions, it is the 



dominant city for U.S.-Latin American connections. In the early 1990s, the 
city handled more than a third of all U.S. trade with Latin America, and the 
tendency was growing. For Central America and the Caribbean the share was 
even higher (47 and 43 percent, respectively). Yet, it is crucial to note that these 
data exclude Mexico. Regarding U.S.-Mexican trade, Miami virtually plays no 
role-it handles less than 1 percent. Thus, one can assume that the reach of 
Mexico City as a global city does not exceed the national economy and terri­
tory, given that Miami seems to be the central node for the rest of Latin 
America. On the other hand, regarding the articulation of Mexico into the 
world economy, Miami is not involved. Consequently, in that case the main 
node is Mexico City. 

From this conclusion, some questions for future research can be derived: 
Which cities have the most important links to the Federal District, and what is 
the nature of the links? Future investigations should focus mainly on financial 
flows and on commodity chains. Financial flows are, without any doubt, one of 
the most important mechanisms to tie Mexico and Mexico City to the global 
economy. In this regard, the Federal District is intimately linked to-and 
dependent on-the New York stock exchanges. Any "adjustment" of the Dow 
Jones would have serious effects on the Mexican financial system and on the 
government's current account, on investments and on monetary policy, on 
interest rates, and on the budget. Yet, the link to New York might not be the 
only one. What other stock markets, for example, list Mexican companies? 

Second: Although the Federal District specializes in organizing, control­
ling, and servicing foreign trade (except the maquiladora industry), we know lit­
tle about other cities involved in commodity chains that connect Mexico to the 
world market. It is highly probable that the majority of these links are with U.S. 
cities, since 80 percent of Mexico's foreign trade is with the United States 
(CEPAL 2000: 105) .  The same applies for oil exports, which still matter for 
Mexico, despite their shrinking share of the export market (about 8 percent by 
the end of 2000 [Banco de Mexico 2001]) .  The headquarters of the national oil 
company Pemex is located in the Federal District, with connections to the oil­
producing states (like Campeche in the southeastern part of the country). 
Again, it is a subject for further research to identifY other cities involved in the 
commodity chain-from trade partners to places where the oil prices are fixed. 

Regarding the nature of the integration ofMexico City into the cross-bor­
der urban system, links that connect cities can be distinguished by form and 
function, and also by power-related characteristics such as frequency, strength, 
importance, or dominance/subdominance (Smith and Timberlake this volume). 
Because links between cities are not even, power relations among cities-and 
nation-states-are crucial. Indeed, global city research investigates not only the 
connections among cities, but also the question of influence and hegemony 
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among these cities. For Sassen, global cities are "highly concentrated command 
points in the organization of the world economy" (2001:  3), and Knox states 
that they are "powerful centres of economic and cultural authority within the 
contemporary world-system" (1995: 7) . While global functions and power may 
be rather similar in cities like New York, London, or Tokyo, in Third World 
cities there is a marked inconsistency between function and power. Although 
Mexico City carries out important tasks in globalization processes, it is obvious 
that it can by no means compare to the power exercised in New York. 

Although a study of power-related characteristics of cross-border links 
between lVIexico City and other world cities is lacking, some general indications 
can be given. For example, in the mid-1990s the Mexican stock market attracted 
only 0.005 percent of the capital invested worldwide in stocks and bonds, and its 
turnover was only 1 .6 percent of that realized on the New York Stock 
Exchange-a stock market to w hich the Mexican financial market is pegged (La 

]ornada, 15 April 1997, 24 August 1997; El Financiero, 14 April 1997). This 
quantitative dimension reflects, to a certain extent, a qualitative order-namely 
one of subordination. The Federal District as a fi.nancial center, and Mexico as 
an economy and as a state, are highly dependent on and vulnerable vis-a-vis the 
floating global capital. Both dependency and vulnerability are present in every­
day life as shown by the financial crash in 1994-95, various devaluations, the 
contraction of wages, the sustained economic instability, and so on. 

The uneven distribution of power in intercity relations can be illustrated 
further by the fact that half of the biggest firms (in terms of sales and of 
exports) located in the Federal District are actually local headquarters of 
transnational corporations. In order to refine our knowledge of power-related 
characteristics of the cross-border links between Mexico City and other world 
cities, we should know to what extent decisions concerning the lVIexican branch 
of these companies are met (or at least influenced) by the local offices. Likewise, 
we should know the kind of services these corporations bring with them (and 
hence obtain in other cities) and the ones that are acquired locally. Of the global 
players (companies among the world's Top 500 listed by Fortune magazine), 
only one has its "real" headquarters in Mexico City-the (still) state-owned oil 
company Pemex. Among firms with headquarters in the Federal District and 
dominated by private national capital, only a limited number operate on the 
world market. Among them are, for example, Telmex, Carso, Bimbo, Cintra, 
Desc, Modelo (Expansion, 21 July 1999; Chudnovsky, Kosacoff, and Lopez 
1999: 174-179). 

Uneven power relations indicate that Mexico City is not just another world 
city. The fact that the terms "First World" and "Third World" are not appro­
priate anymore to describe the geography and social hierarchy of the world-if 
they ever were-does not imply that "center" and "periphery" have become 



pointless terminologies. On the contrary, as socioeconomic categories that 
shape the world system's hierarchy, center and periphery still exist. They have 

undergone significant changes, however. In the era of globalization, center and 
periphery are produced and reproduced increasingly on a global and a local 
scale. That makes it more complicated to indicate a place for Mexico City in 
the global hierarchy. On the one hand, evidence presented clearly suggests that 

the Federal District is no center in global terms. On the other hand, Mexico 
City does have core areas (and people and activities) that form part of the cross­
border network of cities. Thus, one might call Mexico City a "relay" global 
city-oriented to and dominated by one, probably two, powerful pole(s) and 
linked to other "relay cities" (compare Braude! 1 986: 22-33). 'Relay cities' like 
Mexico City (or Sao Paulo or Buenos Aires, etc.) are, as a group and as a cate­
gory, indispensable for the whole system to exist. As shown for Mexico City, 
they not only transmit global flows but rather generate globalization oo their 
own. However, as single, individual cities, relay cities may be nonessential­
unlike the alpha world cities identified by the GaWC. 

G LO B A L  P LA C E S  I N  M EX I C O  C ITY 

Though evidence clearly suggests that Mexico City is becoming a world city, it 
is not the whole urban agglomeration that is inserted into cross-border flows. 
What one observes is the making of a global city in some parts oft he city-which 
does not enclose the historical center that is dominated by public services and 
informal street vendors. Thus, the transformation of Mexico City into a global 
city implies not only the emergence of new forms of centrality, but also the cre­
ation of new spaces of centrality within the city (Terrazas 2000)-the five del­

egaciones of the Federal District that were noted earlier in this chapter for their 
communications infrastructure. It is in these districts that nearly two-thirds of 
the capital's GDP and three-fourths of its GDP in services are produced, where 
the vast majority of companies with headquarters in the Federal District can be 
found, where the conversion of the use of urban space toward services is most 
pronounced, where infrastructure for global telecommunication is centralized, 
where most private investment is directed to, where many of the urban 
megaprojects (like shopping malls or modern office complexes) are (going to 
be) realized, and where prices for land and real estate are the highest 
(Fideicomiso 2000; Terrazas 2000). 

However, the "new center" needs the urban peripheries (in economic, 
social, and spatial terms) because they are functionally linked to the core. An 
indigenous woman living in a poor neighborhood like Valle de Chalco and 
working as a muchacha (domestic servant) in a banker's household in Las Lomas 
is attached to the global, as is a street vendor who sells branded articles. Both 
contribute in a specific niche to the reproduction of global capitalism. Though 
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rich studies on the links between the informal and the formal economy exist 
(see, for example, Beneda and Roldan 1992), we need more research to estab­
lish whether the transformations that Mexico City is undergoing create a sec­
tion of society which is functionally irrelevant to the system-as Castells (1991: 
213) contended was true for whole states. 

C O N C L U S I O N  
Five main conclusions can b e  drawn from this article. First, the specific way in 
which the city-and the country-are integrated into the international division 
of labor matters. For example, the character of the severe crisis that hit Mexico 
City in the 1 980s can be understood only by taking into account the impacts 
resulting from the crisis of global capitalism. Thus, a purely urban or national 
approach is inadequate to grasp the recent economic, social, and spatial trans­
formations in Mexico City. Second, Mexico City is a crucial part of the cross­
border network of cities. The Federal District is well integrated into global 
flows of capital, services, information, and people, fulfilling global city functions 
and working more and more as a pivot between the national and the global 
economies. Consequently, one indeed observes the making of a global city. 
Third, this specific role of Mexico City in the global economy affects the urban 
economy, society, and space. Though not all changes can be attributed to the 
making of a global city, recent transformations such as the boom in producer 
services are closely linked to globalization processes. Fourth, although evidence 
presented here supports the argument that Mexico City is (becoming) a global 
city, the challenge is still to prove it. Most, if not all, of the issues touched upon 
here need to be investigated further to verify, modify, or falsify the main 
hypothesis. Consequently, this article includes not only the evidence available 
but sketches out an agenda for future research. Fifth, and concluding, since 
there is much more to Mexico City than a huge urban agglomeration, one 
should reconsider the concept of megacities. On the one hand, this term is 
highly problematic because it alludes so strongly to large population size, which 
leads, vice versa, to a neglect of qualitative new urban dynamics. On the other 
hand, global city research provides, as shown in this article, very useful tools 
which could help us to deepen our knowledge of the major cities of the Third 
World. 
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1. Mexico City refers to the whole Metropolitan Area (Zona Metropolitana de Ia Ciudad de 
Mexico [ZMCM]). The ZMCM is formed by the Federal District, which is the country's capital, 
and forty-one communities (municipios) of the surrounding state of Mexico, which have grown 
together with the Federal District. Nearly half of the city's overall population of 17.9 million live 

in the Federal District (Garza 2000: fig. 4.2.1). 
2. For very rich empirical studies consult the webpage of the Globalization and World Cities 

Study Group and Network: http:/ /www.lboro.ac.ukldepartments/gy/research/gawc.html 
3. As early as 1 976 Walton called for a change in the perspective of research on Third World 

urbanization, arguing that it is largely shaped by economic forces operating cross-nationally. For 
early studies applying a global approach, see Timberlake 1985, Armstrong and McGee 1985, and 
Drakakis-Smith 1986. 

4. For more detailed accounts, see, for example, Dussel Peters 2000b. 
5. The numbers are the author's calculations based on Banco de Mexico 2001; INEGI 2001b; 

and Cardenas 1999: 90. It is interesting to note that the balance of trade, which was positive in the 
1980s, became strongly negative in the 1990s, and that the current account, which was already neg­
ative in the 1980s, deteriorated markedly in the 1990s (INEGI 2001b; Dussel Peters 2000b: 73). 
Dussel Peters therefore speaks, contrary to the official rhetoric that calls the present model "export 
oriented," of an "import-oriented industrialization" (2000b: 110). In addition, the increase of 
exports should not lead to the assumption that the Mexican economy prospered in the last two 
decades. The GDP growth rate is much lower than during the era of import substitution, and GDP 
per capita increased on! y very slightly. 

6. Maquiladoras are in-bond industries geared to foreign markets (mainly the United States), 
which are generally located in the northern border region and which process imported semifinished 
products to reexport them. 

7. Author's calculations based on Banco de Mexico 2001. 
8 .  Given the lack of data on Mexico City, we have to get along by adding together the GDP of 

the Federal District and the state of Mexico for a reasonable approximation of Mexico City's GDP 
(see note 1).  

9. It is important to add that in a time of growing social inequality, Mexico City is experienc­
ing political opening. After decades of direct control by the president of the Republic, the nation's 
capital got an Assembly of Representatives of the Federal District in 1988, which was later trans­
formed into the Legislative Assembly of the Federal District. Citizens of the Federal District were 
given possibilities for formal participation by law (Ley participaci6n ciudadana [1998]), and gover­
nance is becoming somewhat decentralized. In July 1997, for the first time since 1928, the capital's 
citizens were able to directly elect their chief executive officer (formerly an appointee or "regent" of 
the president). Yet, it still remains to be seen whether the fading away of patronage, corporativism, 
and clientelism (which, although faraway from being democratic, provided some sort of social rec­
onciliation and political control) is followed by a system allowing for real participation and demo­
era tic control. 

10. Migration data presented by the INEGI include movements between the Federal District 
and those communities belonging to the state of Mexico that are physically tied to the Federal 
District. Thus, intraurban mobility within Mexico City is counted as migration. Once these statis­
tical distortions are corrected, the net emigration from the ZMCM is considerably lower than that 
quoted by INEGI (for a recalculation, see Parnreiter 1998: 118-130). 

11. This was mainly due to an oversupply of the dollar. In the words of Arrighi: "First World 
bankers (were) begging Third \Vorld States to borrow their overabundant capital" (1994: 323). 

12. Sao Paulo, for example, experienced a crisis very similar to that of Mexico City (Tolosa 
1998: 214-216). 

13. In a similar vein, studies on South Africa and Brazil paint to a reinforcement of both 
Johannesburg's and Sao Paulo's position due to globalization (Beavan 1998: 363f; Tolosa 1998: 
217-219). 
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14. There seem to be no direct links between Mexico City and the maquiladora industry. 
Between 1993 and 1999, 77 percent of this industry's production value corresponded to imports, 
and only 23 percent was value added in Mellico. Of this rather small segment, 51 percent corre­
sponded to wages (overwhelmingly to blue-collar workers), 13 percent to profits, 8 percent to pack­
ing and raw materials, and 27 percent to other factors such as property, energy, transportation, and 
so on (Bendesky 2000). The low value added in Mexico and its structure show that low-skilled labor 
is the only important Mexican contribution to the industry. That suggests that the necessary spe­
cialized services (e.g., fmancial or legal) are imported, presumably from the United States. 

15. Data are for 1 993; the poverty line is defined by earnings of three times the minimum wage. 
16. Data on the whole ZMCM are not available. 
17. The migration balance with the most important sending state, the state of Mexico, is neg­

ative at a very high level ( -468,069). However, due to the complexity of the spatial situation (the 
state of Mexico forms part of the ZMCM) this figure is misleading. Yet, excluding intra-urban 
mobility, the migration balance of the Federal District with the state of Mellico is still negative 
(-9,695). 

18. The Globalization and World Cities Study Group and Network does not distinguish 
between Mexico City and the Federal District. It is likely that the data cited refer to the Federal 
District rather than to the whole urban agglomeration. 

19. Unfortunately, Sao Paulo is not included in the data on air travel between 1985 and 1997. 
In an earlier article Smith and Timberlake (1995) ranked it 22nd-markedly behind Mexico City. 
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C h a p t e r  6 

T H E H O R M UZ C O R R I D O R :  BUILD I N G  A 

C R O S S -B O R D E R  R E G I O N  B E T W E E N  IRA N  A N D T H E  UA E 

A l i  P a r s a  a n d  R a m l n  Keiva n l  

There is now general cross-disciplinary consensus among urban researchers that 
national and regional economies are being integrated into a global network of 
production, distribution, and exchange at a pace that is unparalleled in history 
(Sassen 2001,  2000; Sykora 1994; Goodwin 1 996; Knox 1 996; Dicken 1 994; 
Persky and Wiewel 1994; Badcock 1 997; Lo and Marcotullio 2000; Godfrey 
and Zhou 1999; Short and Kim 1 999 ). Indeed, while some writers have warned 
against overexaggeration of the shift to, and domination of, globalization at this 
particular historic juncture, the fact that such a process is occurring at unprece­
dented speed is itself not under question (Budd 1 995). The internationalization 
of capital and its rapid movements across frontiers is now so extensive that it 
has become the main driving engine of the world economy, overshadowing the 
real economy of trade in goods and services (Hoogvelt 1 997; Yeung and Lo 
1996). This process, moreover, is supported by the technological information 
revolution, which greatly reduces spatial restrictions on both the "mobility of 
capital and information and importantly the centralized control of decentral­
ized production" (Sykora 1994: 1 15). 

Globalization processes and national responses to them have important 
consequences for urban form and development. Many national, regional, and 
local governments have responded by forming specialized organizations, such 
as development corporations and promotion and marketing agencies, and offer­
ing special incentives, such as tax holidays, in order to promote the development 
and regeneration of rundown areas and attract international investment. 

While such actions have undoubtedly strengthened the relative position of 
individual regions and cities in the global market, ii: is becoming increasingly 
clear that the complexity of requirements of international capital is such that no 
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individual region or city can compete in an optimal manner in the world econ­
omy. The post-Fordist world of flexible accumulation has eroded the past cer­
tainties of the Fordist production/location nexus based on heavy investment in 
fixed capital, mass production, scale economies, and flow line technology. In 
their efforts to secure international investment, countries and cities are today 
increasingly operating in conditions ci changing comparative advantage. As a 
result, rather than relying solely on traditional concepts of comparative advan­
tage in terms of lowest production costs or highest investment incentives, 
economies must gain and sustain their competitive advantage in a manner 
which complements the global strategies and networks of operations of mod­
ern transnational corporations (Yeung 1998). This implies creating urban 
alliances and economic synergies within and across national boundaries in order 
to channel different urban and regional strengths into accomplishing common 
economic advantages. The world of modern capitalism, in the words of Yeung 
and Lo, is "both a world wide net of corporations and a global network of cities" 
(1996: 20). As such, networking and complementary activity have become the 
key to economic success not only at the corporate but also at the city and 
regional levels (Yeung and Lo 1996; Gugler 1992; Gottmann 1991; Cooke and 
Morgan 1993). 

This chapter expands on the literature by examining regional cross-border 
growth triangles/corridors and complementary function between cities. After a 
brief discussion of these alliances in those parts of Pacific Asia where they are 
most developed, we evaluate the development of such a corridor in the Persian 
Gulf region. 

G R OW T H  C O R R I D O R S :  L E S S O N S  F R O M  T H E  E X PE R I E N C E I N  

PAC I F I C  A S I A  

With the gradual disintegration of  the old political and economic alignments, 
a defining feature of the emerging global economic order has been the forma­
tion of supranational economic organizations to promote regional economies in 
the face of stiff international competition and economic uncertainties 
(Parsonage 1992). The emergence of growth corridors in Pacific Asia reflects 
this trend. 

A growth corridor may be defined as an area combining different factor 
endowments between the constituent parts in order to enable the optimum uti­
lization of resources for developmental objectives. This would offer "a denser, 
multi-layered, and synergistic network based on world-wide air and telecom­
munication connections, thus allowing ever-expanding multinational enter­
prises (MNEs) to arrange production and distribution in smaller units to take 
advantage of the larger number of coastal and continental locations offered by 
the host states with good profit potentials" (Rimmer 1994: 1731)  . 



A major feature of  this development in Pacific Asia has been the concen­
-
tration of actual or proposed growth corridors along border areas of neighbor­

ing states. For this reason some observers have referred to a new form of 

borderland economic integration in the region leading not only to an intensifi­

cation of traditional flows of people and trade across borders, but also to the 

diversiftcation of economic activities to include a range of manufacturing and 

service functions (Ho and So 1997). 
In comparison to the more formal regional trading blocs such as the 

European Union (EU) and the North American Free Trade Agreement 
(NAFTA), the borderland growth corridors of Pacific Asia are much more 

informal and modest. Moreover, these initiatives have mainly originated in and 

involve semiperiphery and periphery nations in the region without the direct 

involvement of core industrial countries. Furthermore, with the exception of 
city-states, they span only border provinces of the involved states and not entire 
nations. Unlike the EU and NAFTA they are not based on the exclusion of the 
rest of the world and formation of "fortress" internal markets. The respective 
states thus have much more political and economic autonomy. The essential 
ingredients here are proximity, complementarity, and a shared history. As such, 
the formation of these zones does not preclude other types of bilateral or mul­
tilateral ventures by the member states (Ho and So 1997). Chen writes: 

Instead of being co-ordinated through formal government treaties and 
agreements among member nations, the cross-national growth zones are 
new spatial-economic complexes that envelop contiguous border areas of 
national economies and are shaped by linked activities of private firms, 
with limited government involvement. They pertain to natural economic 
territories or natural strategic alliances and are defined by much less for­
mality and autonomy of the member states than the other more conven­
tional forms. (1995: 606) 

There are at present many different areas in the Pacific Asia regions that have 
been designated as cross-border development corridors. The best-known and 
most active and successful examples are undoubtedly the Singapore-Johor-Riau 
Triangle, better known as the SIJORI Growth Triangle, and the Hong 
Kong-Guangdong Axis. In both cases the main impetus for the creation of the 
growth corridor or triangle arose from structural shifts toward higher-order 
export service, command, and control, and research and development functions 
within the dominant industrial nations, Singapore and Hong Kong respectively 
(Macleod and McGee 1996; Rimmer 1994; Parsonage 1992; Ho and So 1 997). 
These shifts resulted in the necessary relocation of much of the older, tradi­
tional, low-value-adding industrial activities to other regions that had the req­
uisite hinterland that Singapore and Hong Kong lacked. These relocations 
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provided the incentive for the formation of cross-border growth areas. 
Moreover, these cross-border hinterlands provided cheaper and more plentiful 
materials and labor for expansion of industrial activity while at the same time 
benefiting from management and technical expertise as well as capital invest­
ment from Singapore and Hong Kong. 

The cross-border investment areas have attracted not only large-scale relo­
cation and investment from the participating countries, particularly the two 
city-states, but significant international investment. Between 1987 and 1989 
there was a threefold increase in the amount of FDI in J ohor state, to about 
U.S .$1 billion per annum; by the middle of 1990, that figure had risen even 
higher, to U.S.$2.5 billion (Macleod and McGee 1996). By the mid-1990s, not 
only had Johor become the second most important 1\ialaysian industrial region 
after Klang Valley, but it had also become one of the most popular investment 
destinations in Asia. In 1990 the total amount of foreign investment in the two 
largest cities of Guangdong-Guangzhou and Shenzhen-amounted to about 
U. S.$666 million, of which an estimated 60 percent came from Hong Kong 
(Chu 1996). 

One should note, however, that with the development of the infrastructure 
capacities in Johor and Riau as well as Guangdong, and increasing international 
investment straddling national boundaries, the bargaining position of 
Singapore and Hong Kong is likely to decreas'e .  There is, therefore, the poten­
tial for J ohor, Riau, and Guangdong to upgrade their current low-end functions 
to higher levels depending on future developments. The important point to 
note is that such cross-border economic activities can create competitors as well 
as partners. 

There are also several other active or proposed variations modeled on the 
success of these two areas, involving other combinations of border areas from 
practically all other countries in the region. Included are Japan, Taiwan, 
Thailand, Vietnam, South and North Korea, Myanmar, Laos, Cambodia, the 
Philippines, the Russian Far East, and Mongolia. 

It is generally accepted that a major reason for the widespread acceptance 
of the cross-border growth corridors in the region during the past decade has 
been a general decline in the perception of threats and political tensions 
(Rimmer 1994; Chen 1995; Parsonage 1992; Ho and So 1997). This is largely 
a result of the ending of the cold war, the Chinese open-door policy, and the 
formation of pan-Asian institutional frameworks for promoting economic and 
political cooperation. Coupled with the changed international economic situa­
tion-that is, the crucial importance of international investment for economic 
growth and development and stiff competition for attracting FDI-the 
changed political climate has created the space for economic considerations to 
become paramount in national and regional political thinking. There is there-



fore the possibility of overcoming historical rivalries, ethnic, religious, and ide­

ological differences and territorial disputes in order to create the necessary con­

ditions for attracting FDI-boosting endogenous economic activities. 

T H E  BAS I C  E L E M E N T S  O F  T H E  PAC I F I C  A S I A N  C R O S S - B O R D E R  

G ROWTH C O R R I D O RS 

The success of the studied cases in Pacific Asia is part of a result of very specific 

historical, social, and economic developments. For example, the role of ethnic 

Chinese capital and business networks in the region is unique and impossible to 
replicate elsewhere. Similarly, the existence of highly industrialized and trans­
port-hub city-states such as Singapore and Hong Kong is also an occurrence 

unique to the Asia Pacific region. These city-states have been the driving force 

behind the formation of two of the most successful corridors, albeit largely as a 

result of their own need for restructuring their economies and upgrading their 
position in the network of global cities. To this must be added the role of 

regional capital and well-established global multinational corporations from 

Japan, South Korea, and Taiwan in the planning and formation of the cross-bor­
der growth corridors, particularly those at the higher regional and continental 

geographical scales. Last but not least is the role of Chinese labor, resources, and 

markets, which underpin much of the economic activity in the region. 
Given these unique characteristics, such corridors clearly cannot be repli­

cated in other regions wholesale. Nevertheless, we are of the opinion that cru­

cial seeds are in place in the eastern Persian Gulf that could act as a basis for 
the development of a corridor, albeit one with more modest aims and objectives. 

This point can be illustrated by considering the most common characteristics 
of cross-national growth corridors in the Asia Pacific region. These are: 

a) the existence of a large metropolitan base and a functionally complemen­

tary urban system that can anchor supporting economic activity within the 
global economic system. In this respect Yeung and Lo (1996) have pro­

posed the idea of the development of a functional city system in Pacific 

Asia leading to the formation of urban corridors at the local and regional 
levels. These corridors connect the main urban regions at different geo­
graphical scales on the basis of their accumulated functions in the regional 

and global economies. The crucial element determining the importance of 
any city within the system is the range of key functions it can attract and 

provide in the global division of labor. 

b) complementary factor endowments, comparative advantages. These might 
include: 

• industrial and high-technology base and capital by at least one partner in 
need of expansion and cheaper land and labor; 
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• a relatively high degree of existing economic cooperation, links, and trad­
ing, preferably historical; 

• transnational, common, ethnic businesses, as in the case of ethnic 
Chinese capital in the growth triangles of East and Southeast Asia; 

• close geographical proximity and cultural and linguistic contiguity; 
• a relatively sophisticated infrastructural capacity to provide basic services, 

telecommunications, and transportation. Of particular importance are 
telecommunications, air, shipping, road, and rail links, potential hubs that 
facilitate global market activity. 

• the establishment of an effective supranational governance structure 
capable of providing political and legislative support. An example of this 
is appropriate regulatory frameworks in support of international invest­
ment and economic activity. 

• moves toward economic harmonization within the corridor, such as: 
1. elimination or reduction of tariffs; 
2. the streamlining and reduction of bureaucratic hurdles; 
3. trade liberalization; 
4. tax elimination or reduction; 
5. easy cross-border movement of people, capital, and information. 

A major question that confronts us is to what degree the experience of Pacific 
Asia can be applicable to the Persian Gulf region. A defi nitive answer to this 
question requires detailed research on the economic, social, and political condi­
tio�s of the region. Nevertheless, we are able to shed some light on the poten­
tial for a cross-border growth area by considering the basic elements of the 
Pacific Asian corridors in the new context of the eastern Persian Gulf region, 
specifically between southern Iran and the United Arab Emirates (UAE) .  

TOWARD T H E  F O R M ATI O N  O F  A C R O S S - B O R D E R  G R OWTH 

C O R R I D O R  I N  THE P E R S I A N  G U L F R EG I O N  

The potential democratization of Iran i n  the late 1990s coincided with the 
reduction in regional tensions and rivalry and improvement in relations 
between Iran and the Arab states in the Persian Gulf This furthered economic 
growth and enhanced interregional mobility and cross-border trade activities. 

The Iranian economy has long been dominated by the oil sector, which pro­
duced about 76 percent of the country's total exports in 1998. Accordingly, the for­
tun�s of the Iranian economy coincided with fluctuations in world oil markets 
(EIA 2000a). The GDP dropped from U.S.$120,404 million in 1990 to 
U.S.$1 13,140 million in 1998 because of sharp reductions in the price of oil 
(ICC IN 2000). Sharp increases in oil prices during 2000 will undoubtedly increase 
both the share of oil in the value of the total export and overall GDP. As part of 



the efforts to encourage non-oil exports, particularly for attracting foreign invest­
ment and transit trade, a number of free trade and industrial zones as well as spe­
cial economic zones (specially set up to promote transit and reexport trade) have 
appeared mainly along the southern and northern border areas of the country. 
Three of the largest and longest established areas are the Qfsham and Kish Islands 
free trade and industrial zones and the special economic zone of the Shaheed 
RaJaee port close to the city of Bandar Abbas in the eastern Persian Gul£ 

The United Arab Emirates 

The Arab state in the Persian Gulf region that has experienced the most rapid 
urban development is the United Arab Emirates (UAE), a confederation of seven 
emirates established in 1971. The establishment of the UAE was a direct result 
of diminishing British colonial power in the region and the increasing influence 
of Iran in the 1960s and 1970s. Following the British announcement, in early 
1968, terminating their agreements with the Trucial States by the end of 1971/ 
the rulers of the seven emirates--Abu Dhabi, Dubai, Sharjah, Ras al-Khaimah, 
Fujirah, Umm al-Oltwayn, and Ajman-met to discuss their future. The estab­
lishment of the federal state (Taryam 1987) was more a reflection of their prag­
matic desire for survival than for the creation of a unified structure within the 
country-a point that becomes obvious when considering the competing inter­
ests of different rulers in preserving their own territorial and geographical sphere 
of political and financial power within the context of a feudal structure 
(Mojtahed-Zadeh 1996). The rapid growth of the UAE since its establishment 
has been phenomenal. With increased accumulation of wealth the government 
launched a massive program of urban expansion and infrastructural development. 

With such massive development has come the need to import workers.2 
Although indigenous population growth has been notable, large numbers of 
semiskilled and unskilled migrant workers were imported from the Indian sub­
continent of Asia, and skilled technical and managerial personnel from Europe 
and North America. This set in place rapid urban expansion mainly in Abu 
Dhabi, Dubai, and Sharjah, the larger of the seven emirates. Between 1975 and 
1980 the population of the UAE almost doubled, increasing from 557,887 to 
1 ,042,099. By 1995 the population had reached 2.4 million, and the 1 999 pop­
ulation estimate was put at 2.8 million (World Bank 2000b). UAE growth in 
population has been characterized by a high degree of urbanization; in 1999, 
about 86 percent of the population lived in cities. The indigenous population 
now accounts for only 20 percent of the total population. Table 1 provides a 
breakdown of the population according to ethnic origin. 

In 1995, out of a total workforce of 1 .2 million in the UAE, 90 percent 
were foreign (Government of Sharjah 1998a). The breakdown of population 
according to specific nationalities is impossible because of the UAE's national 
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TA B L E s 

COM PO S I T I O N  O F  ETH N I C  G RO U PS I N  T H E  U A E ,  1912 A N D  2000. 

Ethnic Origin 1982' Es timates % 2ooo• Estimates % 

UAE national 19 20 
Other Arabs 23* 22  
South Asian so so 
Western and East Asian 8 8 
Total 100 100 

Sources: a. CIA World Fact Book 2ooo; b. EIA United Arab Emirates 2000 (www.eia.doe.gov) 

• Includes Persians 

security considerations. The official statistics do not provide specific data, and 
the only sources of information are foreign. However, it can safely be assumed 
that the majority of the foreign population are from the Indian subcontinent 
(estimated at 1 .5 million) (Hirst 2001). Of these, a very large share are work­
ers, largely in manual jobs or engaged in trade and other commercial activities. 
Workers from the Philippines, Thailand, Indonesia, and China are mainly 
engaged in semiskilled and service sectors, while the more skilled and manage­
rial workforce generally has an expatriate European or North American back­
ground. Many Arabic-speaking nationals from Egypt, Iraq, Syria, Palestine, 
Lebanon, and Africa are engaged in education, trade, and other business activ­
ities. Iranian workers, who, according to estimated figures number one hundred 
thousand (Hirst 2001), are largely involved in trade, commerce, and skilled 
crafts activities. 

Economically, the UAE has undergone a profound transformation. It has 
an open economy with a high per capita income and a healthy annual trade sur­
plus. The gross domestic product for 2000 was estimated at $63.2 billion and 
the trade balance at $9.5 billion (EIA 2000b). The GDP in 1998 was $47.2 bil­
lion, and in 1997, $42.8 billion (World Bank 2000b). GDP has historically 
been highly dependent on oil revenues, which provide 70 to 80 percent of fis­
cal revenue and account for roughly 30 percent of export earnings (U.S. 
Department of State 1999). Estimated oil revenues for the year 2000 were 
$20.7 billion (26 percent of the GDP) compared with $ 10 .1  billion in 1998, an 
increase that reflects the impact of changing oil prices on the overall economy. 
At eurrent levels of production, oil and gas reserves should last for more than 
one hundred years (CIA 2000). Despite this, the UAE government has 
embarked on economic diversification, shifting from dominance of oil toward 
reexports, services, and tourism. Among the three largest emirates, Abu Dhabi 
and Sharjah have the biggest oil and gas reserves. Dubai's oil reserves have 



TAB L E 2 

POP U LAT I O N  A N D  KEY ECONOM I C  I N D I CATO R S  I N  T H E  U N IT E D  A R A B  

E M I RAT E S ,  1995-1999.  

1995 1998 1999 

Total population 2.3 m 2.7 m 2.8 m 
Population density (people per sq km) 28.0 
Population growth 2.4% S -4% 3 -3% 
Urban population (% of total) 83.8% 85 .1% 85.5% 
GOP at market prices (current US$) 42.8bn 47.2 bn 41-5 bn* 
GOP growth (annual %) 6.1 ·5 -7 2-5* 
G N P, Atlas Method (current US$) 45-3 bn 48.7 bn 
G N P  per capita, Atlas method (Current US$) 19,340.0 17,870.0 
Present value of debt (current US$) 15.5 bn* 

Sources: The World Bank Group 2ooob, United Arab Emirates, Data Profile; Central Intelligence 
Agency- The World Fact Book 2oooa. United Arab Emirates. 

• Estimated 

almost been exhausted, and the emirate has been particularly successful m 

diversifying its economy. 

The Proposed Bondar Abbas-UAE Development Corridor 

The proposed area comprises the port city of Bandar Abbas and islands of 
�shm and Kish in Iran and the main cities of the UAE situated on the Persian 
Gulf, particularly the three major cities of Sharjah, Dubai, and Abu Dhabi. The 
region however provides a direct gateway to a much larger market: the rest of 
the Middle East, north and northeast Africa, the Indian subcontinent, central 
Asia, the Caucasus, and Russia. Using the basic elements of growth corridors in 
Pacific Asia as a guiding framework, we shall examine the potential for devel­
opment of such a corridor in this Middle Eastern subregion. 

Existence of a farge metropolitan area. The three main cities of Dubai, Abu 
Dhabi, and Sharjah provide an estimated combined population of 1.7 million, 
and the urban population is further increased by 271,000 people from the three 
smaller cities of Ajman, Ras al-Khaimah, and Umm al-Q1lwain, which also lie 
on the Persian Gulf shores of the UAE.  Together with Bandar Abbas and the 
two Iranian islands of �shm and Kish, these provide a large metropolitan base 
with a combined population of about 2.3 million. In the UAE, the three main 
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M A I N U R BAN C E N T E RS A N D  F R E E  T R A D E  ZO N E S  I N  T H E  EAST E R N  P E R S I A N  G U L F 

R EG I O N ,  2 0 0 0 .  

Legend: 

() Free Trade Zone 
Jnfernalional Airport 
Contatnerl!led Sea Pori 

X Roll Terminal 

1 . Bondar Abbas 
2 . Port Shaheed RaJaee 
3 . Qeshm 
4 . Kish 
5 . Sadlyat {being developed] 
6 . Port Zayed 
7 . Abu Dhabi ln1. Airporl 
8 . Port Jabal Ali 
9 . Port Rashid 
1 o. Dubai tnr. Airport 
1 1 .  Port Khalld 
1 2. Hamrtyah 
1 3. Shar)ah Int.  Airport 
14 .  Ajman 
1 5. Umrn ai·Qowaln 

;":j>J�0\,:)j.'.;;:{o:,:.·:x,�;;:�;j 1 6. Ras ai·Kharnah 
1 7. Khor Fakkan 
1 8. Fujairah 

Source: Adapted from map by M. R. lzady (The Gulf/2ooo Project, S I PA, Columbia University) 
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cities contain around 74 percent of the urban population of that country while 
Bandar Abbas and �shm and Kish Islands have a small share of the urban 
population of Iran (about 0.8% of a total urban population of 38 million). 
However, Bandar Abbas and its port and rail facilities play an important strate­
gic, administrative, and communication role in southern Iran. In the UAE, on 
the other hand, Abu Dhabi is the political capital with the strongest economy, 
based on vast oil resources. Dubai is the center of tourism, trade, and financial 
services, while S harjah is the center for education and culture with a well-estab­
lished economy based on oil and gas and regional trade and tourism. 

Close geographical proximity and cultural and linguistic contiguity. All cities within 
the proposed growth corridor are located in very close geographical proximity. 
Bandar Abbas, the capital city for the Hormozgan province, on the northern 
coast of the Persian Gulf, is about 300 kilometers from the UAE on the south­
ern .coast of the Gulf. The flying time between Bandar Abbas and Dubai or 
Sharjah is approximately thirty minutes, and relatively well-developed ferry 
links between these urban centers cut transport by water to only a few hours. 
Moreover, there are frequent Hights on well-established air routes between 
cities in the UAE and Iran . 



The history of this region is mixed with the history and geography of the 
Persian Gulf. The Persian Gulf region was part of the Omavi (661-750) and 
then Abbasid (750-1285) Arab-Islamic Khalifate territory. From the very 
beginning of the formation of the Islamic Khalifates, the region has played a 
central role in facilitating trade and communication within the Khalifates and 
with other countries in North Mrica and the Indian subcontinenet. As noted 
by lbrahimi (2001), early Islamic geographers and historians such as lstakhri 
(951 AD) regarded the Persian Gulf and the Straits of Hormuz as the "centre 
of the world" emphasizing inter-connections among its cities and settlements 
as the main conduit for trade and communication in the entire Islamic world 
and beyond. From the 15th century onwards, various European colonial pow­
ers, including the Portuguese, Dutch, and British, competed with one another 
for dominance of the Persian Gulf region. In fact, the Portuguese directly col­
onized Hormuz and O!:shm Islands and built the modern port city of Bandar 
Abbas. The Portuguese presence in the region ranged from 1506 to 1 635, when 
Shah Abbas I expelled them with English assistance (Amirahmadi 1 996).' 

Despite the close historical ties between the two regions, there is a lack of 
official linguistic congruity, with Arabic and Farsi as the official and dominant 
languages of the southern and northern parts of the Gulf, respectively. 
However, the years of close contact, particularly during the rapid development 
of the UAE, haveled to large-scale migration from southern Iran. In some cases 
specific parts of a city in the UAE have been dominated by ethnic Iranians and 
historically known as such. An example of this is the Bastaki neighborhood in 
Dubai, which was named after its original inhabitants from the Bastak region 
of southern Iran (Boussa 2000). As a result, large numbers of the local popula­
tion in the UAE, particularly Dubai, Sharjah, and Ras al-Khaimah, speak or 
understand variants of southern Iranian dialects such as Bandari or Bastaki. 
Moreover, many among the large Farsi-speaking Iranian immigrant community 
in the UAE, particularly Dubai, are now fluent in Arabic. 

Infrastructuraf capacity and complementary endowments. There are six interna­
tional airports in the UAE and two in Bandar Abbas and Kish Island. O!:shm 
Island also has a rapidly expanding international airport although at present its 
international flights are limited to the UAE. 

There are frequent flights between the three main cities of the UAE (par­
ticularly Dubai and Sharjah) and Bandar Abbas, O!:shm, and Kish Islands in 
Iran (government of Dubai 2000). In addition, there are daily flights between 
Sharjah and Dubai and other Iranian cities, including Tehran, Shiraz, Mashad, 
and Bandar Lengeh. The available data on the number of passengers who flew 
between Iran and UAE show only those between Dubai and Tehran. In 1997, 
130,857 passengers arrived in Dubai from Tehran-an increase of 50.9 percent 
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since 1 996. The number of passenger departures from Dubai to Tehran was cal­
culated at 124,833 in 1997, which would be an increase of 48.2 percent over 
1 996 and would make Tehran eighth among the top ten destinations from 
Dubai. This compares with 137,998 passengers arriving in Dubai from 
Bahrain, and 82,407 from J eddah (Saudi Arabia) both members of the Gulf 
Co-operation Council (GCC), showing an annual increase of only 3.7 percent 
and 32.6 percent respectively (Government of Dubai 2000). As noted earlier, 
however, this reflects only a part, albeit the majority, of air passenger traffic 
between the two countries. There are frequent scheduled daily flights between 
the UAE's three largest cities and Iran's Bandar Abbas, Kish Island and �shm 
Island by five different airlines. To this must be added flights between Tehran 
and Sharjah and Abu Dhabi as well as a few other Iranian cities and the UAE. 

This should be viewed in the broader context of the region as a major gate­
way to the Middle East, Mrica, Asia, and Europe. Before the Islamic revolution 
in Iran, Tehran was the major headquarters location for international companies 
operating in the region and was the only regional transport hub. Since the begin­
ning of the 1980s however, Dubai has replaced Tehran as the major regional 
transport hub. This has been achieved as a result of continuous expansion, devel­
opment, and modernization of Dubai International Airport. In 1997, the total 
number of passengers arriving, departing, and in transit at the Dubai airport 
exceeded 9 million, an increase of 13.7 percent over 1996 (Government of Dubai 
2000). With the completion of the second terminal in April 2000, the airport's 
capacity was enhanced to 22 million passengers a year. A third terminal is planned 
that would increase capacity to between 40 million and 45 million by 201 8. 

In addition to Dubai, the Abu Dhabi and Sharjah international airports also 
play a major role in both passenger and cargo movement. Sharjah airport is the 
premier cargo handling and transit airport in the whole of the UAE, while at the 
same time gaining in importance in passenger traffic. The total number of pas­
sengers handled at Sharjah airport in 1998 was about 1 million, with 360,000 
arrivals, 384,000 departures and 214,000 transit passengers (SAIF Zone 1999). 
Abu Dhabi airport, on the other hand, i s  a major regional transport hub in its 
own right, with forty-one international carriers having daily fl ights in and out of 
this airport. The other international airports in the region play a minor role rep­
resenting only some regional passenger and cargo movements . 

The available statistics for air travel do not reflect the full extent of pas­
senger movement between Iran and the UAE. While there is accurate data for 
passengers arriving and departing from different cities in the UAE and Tehran, 
there are no specific data measuring the true extent of population movement 
between the different destinations. There are numerous charter flights from dif­
ferent locations in Iran to UAE cities and even more by traditional seagoing 
boats known as Lenje and through well-established shipping routes . 



Internal communication and transport facilities in Iran are relatively well 
developed with an integrated rail network that links the strategic north-south 
from Tehran to Bandar Abbas and all major areas of the country. The rail net­
work provides good links between the Persian Gulf and the newly independent 
states in central Asia, allowing reexport and transit of goods. This has been of 
immense benefit to the UAE for its main economic activity (i.e., reexporting to 
Iran, central Asia, and the Caucasus). To capture this trade traffic between UAE 
and the Southern CIS countries, Iran extended the rail line to Bandar Abbas 
and completed a line connecting Mashad and the Republic ofTurkmenistan. 

On the other hand, the UAE's interest in domestic travel shows primarily in 
its well-developed road system, with little attention given to domestic air trans­
port routes, despite the fact that all emirates have modern airports (U.S. 
Department of State 1999). The limited number of flights that do occur between 
Abu Dhabi and Dubai are by one or two international carriers, which is the case 
by default rather than by design. A private commuter seaplane that started oper­
ating between the central business districts of Abu Dhabi and Dubai in 1996 was 
suspended in early 1 997. Nor is there any rail system in the UAE. 

There are ten international containerized ports within the proposed devel­
opment corridor; seven are located in the UAE, and three in Bandar Abbas and 
Kish and �shm Islands. All the emirates have modern seaports. The port of 
Jebel Ali in Dubai is the largest man-made port in the world. As part of its 
drive to diversifY its economy away from oil to regional trade, Dubai has devel­
oped free zones at the two main seaports and its international airports. 

Based on their individual infrastructure capacities, a high degree of func­
tional compatibility exists among the various urban centers and islands in the 
region, both internally within their respective national boundaries and from a 
cross-boundary regional perspective. 

Dubai and Sharjah both have complementary urban functions. While 
Dubai is a major tourist, shopping, and service center, Sharjah plays a more tra­
ditional role as a cultural and tourist resource and offers less expensive housing. 
As a result a large population lives in Sharjah but works in Dubai. Dubai, 
Sharjah, and Abu Dhabi have further complementary functions, including 
alternative arrival and departure points and diversified and competing port 
facilities. To a much lesser degree the smaller cities of .J\jman, U mm al-Qlwaine 
and Ras al-Khaimah play supporting roles particularly through their port facil­
ities. To these must be added the port cities of Khor Fakkan and Fujairah on 
the Gulf of Oman. However, the geographical location of these places puts 
them outside our immediate concern (U.S. Department of State 2000). 

In Iran, on the other hand, Bandar Abbas is the country's largest port; it 
has grown rapidly since the 1960s, first with the establishment of a naval base, 
later with an expansion of port facilities to provide safe entry for Iran's imports 
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and exports in the 1980s. Much of the reexporting of goods from the UAE 
cities to Iran and beyond are handled at the Shaheed Rajaee Port of Bandar 
Abbas. With the linking of Bandar Abbas to the national rail network in Iran 
and along the ancient Asia silk route, the port city has played an important 
transit route for the UAE's reexports to Russia and central Asia. Both K.ish and 
�shm Islands act as points of entry into Iran for tourism and as locations for 
major export processing. Kish Island is currently undergoing major growth 
because of the expansion of its tourist facilities (hotels, resorts, beaches), and 
events such as festivals, attracting internal and foreign tourists. 

From a regional perspective there is much scope for expanding cross-border 
functional communications. Dubai and Abu Dhabi already act as major regional 
transport hubs with well-established air routes to most destinations and markets 
in the world. In addition they have well-developed infrastructural capacities for 
supporting regional headquarters and command and control functions as well as 
offering a high quality of life to foreign personnel and technical staff of national 
and international firms. On the other hand, Bandar Abbas and �shm and Kish 
Islands can provide plentiful cheap land and other material resources, particularly 
water, which is a very scarce resource in the UAE. In addition, there is a supply 
of cheap labor, which is augmented from Iran as a whole, with supporting infra­
structural development for the physical location of production units. Table 4 indi­
cates that unskilled, skilled, and foreman labor rates in the �shm and Kish 
Islands free zones, for example, are one-half to two-thirds the rates in the Jebel 
Ali and Sharjah free zones. However, the position of Bandar Abbas is more 
advantageous with direct road, rail, and air links to the markets of central Asia, 
the Caucasus, and Russia providing an added incentive for attracting interna­
tional investment to the region as a whole. In addition both Kish and �shm 
Islands and designated areas in the UAE have enjoyed the status of free trade 
zones for several years, which could promote closer economic cooperation. 

Free trade zones and special economic zones. Globalization of trade and the chang­
ing geopolitical map of the Middle East and central Asia has led to strategic 
policy shifts concerning Iran's interaction with the international economic and 
trade community. The Iranian Parliament approved the free trade zones (FTZ) 
Act in September 1993. According to this act, Kish Island, �shm Island, and 
the Port of Chaharbahar were declared the free trading zones of lran. The for­
mation of these zones has tremendously liberalized trade in Iran and has 
attracted new foreign investment. In addition to the three FTZs, a number of 
special economic zones (SEZ) have been established with the sole purpose of 
promoting the transit and reexport of goods without being subjected to normal 
customs and ta.-..;ation duties and regulations. Shaheed Rajaee port in Bandar 
Abbas is included in this category. It is important to note that the �shm FTZ 



has been primarily designed as a location for attracting heavy and light indus­
try as well as trade (�shm FZO 2001). The island also offers good opportu­
nities for ecotourism because it has large concentrations of mangrove forests 
along its northern shores and is a breeding and spawning ground for giant sea 
turtles. These natural habitats are protected areas 60 to 100 kilometers from the 
free trade zone situated around �shm city itself One should note that of a 
total area of 1,445 square kilometers, only 300 square kilometers have been 
devoted to the FTZ. lnfrastructural development on the island includes a 
recently opened containerized port with a capacity to host 40,000-ton ships in 
its first phase of development. This will be extended to 100,000 capacity in its 
third phase (�shm FTZ 2001) .  In addition, future plans envisage connecting 
�shm to the Iranian railway system in Bandar Abbas through construction of 
a bridge between the Island and the Iranian mainland. Kish, on the other hand, 
is already an established trade and commercial center, which has developed its 
tourist facilities as a large coral island, becoming a major sight-seeing and shop­
ping destination for internal tourism in Iran. Kish is hoping to expand its 
tourist appeal as it is one of only two destinations in Iran-the other is the 
�shm FTZ-that do not have any visa requirements for international visitors. 

As part of its drive to diversify its economy away from oil to regional trade, 
Dubai has developed free zones at the two main seaports and its international 
airport to reexport cargo to a well-developed niche market. As mentioned 
above, Jebel Ali in Dubai is one of the largest free trade zones in the world. 
Dubai aggressively seeks out new reexport markets, and, though it still depends 
on its traditional reexport markets oflran and the Gulf Co-operation Council, 
it has developed trade ties with the newly independent central Asian states of 
the former Soviet Union. Cargo unloaded at Dubai and ferried across the Gulf 
to Iranian ports is then taken to markets in central Asia via Iranian roads and 
rail routes (U.S. Department of State 2000). In its latest effort to further 
develop its international trade and to benefit from the "new economy" Dubai 
has recently designated what it says is the world's fmt purpose-designed 
Internet city that is also a Free Zone, Dubai Internet City (DIC). It boasts 
becoming the best location for new economic activites that want to serve a 
region of more than 2 billion people from Egypt to the Indian subcontinent and 
from South Africa to the Commonwealth of Independent Stats. The DIC is 
designed to host IT companies, multimedia businesses, telecommunication 
companies, Internet startups, service companies, incubators, venture capitalists, 
and so forth (Dubai Internet City 2000). 

Dubai's success in reexport has been imitated by other emirates within the 
UAE seeking to compete for a share of this activity. Khor Fakhan Port in 
Sharjah and Fujairah's ports, although not as efftcient as Dubai's, provide closer 
locations outside the entrance to the Persian Gulf; in the Gulf of Oman. Using 
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these ports can cut up to twenty-four hours off the sailing time of international 
cargo ships traveling between Asia and the Far East. A number of new free 
zones are either in the planning stage or are currently under construction. The 
proposed Saadiyat Island Free Zone in Abu Dhabi would be a $3 billion proj­
ect that would concentrate on bulk commodity trading rather than manufac­
turing. Saadiyat would provide delivery and storage centers for sixty-seven basic 
commodities and is planned to have a stock exchange, a futures exchange, and 
an offshore banking unit (Emirate of Abu Dhabi 1 998). Sharjah also boasts a 
number of FTZs including Sharjah Airport International Free Zone (SAIF 
Zone) and the Hamariyah Free Zone (HFZ), established in 1995 and marketed 
as the UAE's Next Generation Free Zone (Government of Sharjah 2000). 

The establishment and development of free trade zones by both countries 
demonstrate their attempt to diversify their economies away from the domi­
nance of oil. These designated zones are designed to provide international 
investors with open access to the country where they can enjoy preferential tax 
incentives and few bureaucratic constraints. Both governments have invested 
heavily to develop the necessary infrastructure, including ports, airports, state­
of-the-art telecommunications, and utilities. In addition, both governments have 
introduced special legislation in support of international investments in these 
zones. Common elements of such legislation are long-term tax exemptions (fif­
teen years in Ofshm), lifting of restrictions on repatriation of capital and prof­
its, freedom of foreign exchange movement, offshore banking, exemptions from 
customs and duties, and government guarantees for foreign investment. 

Within the free trade zones in the UAE, foreign labor plays a dominant 
role in providing the necessary skills. In Iran however, there is an abundant local 
workforce, both skilled and unskilled, with very competitive wages compared 
with those in the UAE. Workers' remittances back to their country of origin 
places serious constraints on the balance of payments in the UAE. Furthermore, 
the UAE faces serious water shortages, limiting its ability to continuously 
expand into new development areas. Table 3 provides a comparison of labor 
costs in the Iranian and main UAE free trade zones. 

The figures in table 3 demonstrate the substantial cost differences between 
the various categories of workers in the free trade areas in the proposed devel­
opment corridor. The cost difference is particularly significant for skilled and 
management personnel. Other costs, including office, hotel, factory, and ware­
housing buildings are also much cheaper on the Iranian side. In terms of qual­
ity oflife, although Kish Island has well-developed leisure attractions, none of 
the Iranian cities in the region offers the level of leisure and entertainment 
offerings available in Dubai, Abu Dhabi, or Sharjah. Dubai has established 
itself as the most cosmopolitan city in the region and draws regional headquar­
ters for many international firms operating in the region. Already a number of 



TAB L E  3 

COMPA R I S O N  O F  L A B O R  COST I N  T H E  F R E E  T R A D E  Z O N E S  I N  I RA N  A N D  

T H E  U A E ,  199B.  

Iran UAE 

job Category Kis h Is land*• Qes hm Is land* SAIF /Sharjah*" Dubai Oebel 
US$ Month US$ Month US$ Month Ali Free 

Zone)*' 
US$ Month 

Unskilled Construction 150 116 150·245 140·220 
unskilled 120 90·100 150-245 140·220 
Semiskilled 170 90·100 165·270 160·270 
Skilled 200 150·250 270·525 270-540 
Technician/Engineer 300 370·525 350·550 350·490 
Foreman 240 180·400 490·820 490·820 
Senior Supervisor 6oo 590 1,090-1,900 1,090·2000 
Manager 6oo+ 1000 + 1,500·2,700 1,600-2,700 

Source: a. Kish Free Zone Organization 2000, Qeshm Free Zone Organization 2ooo. 

b. Salamiram 2ooo, Sharjah Airport I n ternational Free Zone 1999. 

c. Jebel Ali Free Zone Authority 1998. 

• Includes cost of food and accommodation. 

international firms present in southern Iran operate out of their headquarters in 
Dubai. This compatibility in function provides added incentive and a platform 
for the transfer of manufacturing and service functions to the free trade areas in 
Iran in order to alleviate real shortages of resources including fresh water, elec­
tricity, and development land in the UAE. 

Population mobility and cross-border economic activities. As noted earlier, many 
people move between UAE and Iran as a result of trade links between southern 
cities in Iran and the coastal Arab settlements in the UAE. Such cross-border 
mobility has resulted in Iranian settlements in the coastal areas of the UAE, and 
large numbers of migrants from the emirates to the southern cities of Iran. 
Large-scale movement of population between these cities has been going on for 
generations, and though there are differences in local languages, Persian and 
Arabic are frequently spoken by both UAE and Iranian nationals. 
Consequently, there has been much intermarriage and settlement of population 
on both sides of the Gulf. A large Iranian expatriate community makes its home 
in the UAE and is mainly active in business and commerce, and a large pro­
portion ofUAE nationals are oflranian origin. It is impossible to determine the 
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exact number of UAE citizens of Iranian origin and difficult to ascertain the 
number of Iranian expatriates as they are usually grouped with other commu­
nities in the official statistics. One estimate in 1982 set the combined number 
of other Arab and Iranian expatriate communities at 23 percent of the total 
population (CIA 2000b). A more recent estimate placed the number oflranians 
and other groups in the UAE at one hundred thousand, or about 4 percent of 
the population, in 1999 (Hirst 2001). 

As  we  said earlier, the Islamic revolution in 1979 and Iran's isolation glob­
ally and regionally shifted economic activity and transport hubs from Tehran to 
Dubai, Sha�ah, and Abu Dhabi. The UAE was the only alternative route for 
the importation of spare parts, luxury goods, and other commodities, which 
were subject to sanctions for export to Iran. Analysis of economic and trade sta­
tistics reveals the extent of cross-border activities between Iran and the UAE 
since 1980. 

Within the proposed development corridor, the cross-border economic 
activity between Iran and the UAE exceeds that betweeen other Arab countries 
and the members of the CCC. Iran was the top destination for the reexport of 
goods from the UAE in the last quarter of 1996, amounting to AED1 .014 bil­
lion (U.S.$276 million). This compares with AED849.55 million (U.S. $231 
million) worth of reexports to other CCC countries and AED719.65 
(U.S.$196 million) to Europe in the same period (Central Bank of UAE 
1997b). As indicated in table 4, total UAE exports, including reexports, to Iran 
amounted to AED4.45 billion (U.S.$1 .2 billion) in 1994, AED3.68 billion 
(U.S .$ 1 billion) in 1 995 and AED3.861billion (U.S .$1 .1  billion) in 1996, mak­
ing Iran the top export destination and trading partner. Iran's share of total 
UAE exports was 36 percent in 1994, 24 percent in 1995 and 18 .6  percent in 
1996. This indicates a sharp fall and reduction of exports in the period that is 
commensurate with falls in oil revenue. Iranian customs data indicate that UAE 
formed the largest export destination in 1999 with a total value of U.S.$599 
million, an increase of 17.81 percent over the previous year (Customs oflslamic 
Republic of Iran 2001). At the same time, imports from the UAE reached 
U.S.$769 million in 1999, an increase of 6.06 percent over the previous year. 
Though we are missing data for 1997 and 1998 from both U AE and Iranian 
sources, yearly comparison of trade for the period 1994 to 1999 would indicate 
a continuing reduction in trade until 1999. This pattern of trade is commensu­
rate with a steep drop in oil prices during the period and mounting external 
debts 'and economic problems in Iran, which led to a sharp reduction in imports 
in general. Partly as a result of import restriction and other austerity measures, 
the Iranian government succeeded in reducing its external debts from a total 
value of about U.S.$30 billion in the early 1990s to about U.S.$13.8 billion in 
1998 (World Bank 2000a) . 



TA B L E  It 
VA L U E  O F  T H E  U A E  N O N - O I L  EXPORTS A N D  R E E E X PORTS TO S E LECT E D  

C O U N T R I E S ,  S 9 91t-S996 

Destination 

Iran (US$) 
India (US$) 
Saudi Arabia (US$) 
Germany (US$) 

1994 

1.2bn 
305m 
242m 
33m 

Source: U A E  Central Bank Annual  Report 1997. 

1995 1996 

tbn 1.1bn 
28om 381m 
230m 282m 
ssm 58.7m 

The level of cross-border trade activities between Iran and the individual 
emirates of Sharjah, Dubai, and Abu Dhabi is quite different. For example, in 
1997, Iran was the top reexport destination from Sharjah, amounting to 
AED1.017 billion (U.S.$277 million) with another AED99.8 million (U.S.$27 
million) worth of transit trade through Iran in the same year (Government of 
Sharjah 2000). 

Dubai's total reexport to Iran was AED4.185 billion (U.S.$ 1 . 1  billion) in 
1994, ranking first among the top 20 destinations. This was far greater than 
the total value of reexports of AED893 million (U.S.$243 million) to India, 
the second top destination (Government of Dubai 2000). During the same 
year the value of Dubai's imports from Iran reached AED872 million 
(U.S .$238 million), ranking the country 15th among the top 20 exporters to 
Dubai (Dubai Internet Pages 2000). Total reexports from Dubai to Iran in 
1997 topped AED3.237 billion (U.S .$882 million) showing an increase of 
12.71 percent over 1 996 (Government of Dubai 2000). 

In addition to the official trade there has long been an active and large­
scale smuggling trade between the two countries, particularly through the use 
of high-speed boats, which can cross the straits between Bandar Abbas and Ras 
al-Khaimeh in about two hours. 

Political environment and cross-border direct capital investment. Experience from 
Asia indicates that a decline in the perception of threats and reduction of polit­
ical tensions have been major reasons for the widespread acceptance of cross­
border growth corridors in the region (Rimmer 1994; Chen 1995; Parsonage 
1 992; Ho and So 1 997). 

The relationship between Iran and the UAE is  both complex and histori­
cal. Despite a period of Omani control on both sides of the straits of Hormuz 
in the nineteenth century, historically Iran's dominance in the Persian Gulf, 
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both before and after British colonial rule, has been military and economic. 
Since its independence from Britain, the UAE has experienced unprecedented 
economic growth based on its oil economy and, increasingly, reexports of goods 
to Iran and other countries in the region. As the only two regional powers in 
the Gulf, Britain and Iran had control over many small islands in the Gulf 
(Amirahmadi 1996). With increased economic power and accumulated wealth, 
the UAE roused nationalistic sentiment in a territorial dispute with Iran over 
its 1971 occupation of the three islands of Abu Musa and the Greater and 
Lesser Tunbs in the Persian Gulf (Mojtahed-Zadeh 1996). However, this ter­
ritorial dispute gave way to economic realism and pragmatism and profitable 
mutual trade relations. 

Such economic interdependence have been brought about by a number of 
important factors. Forces of globalization such as movement of capital and goods 
from Asia, western Europe, and North America has made the UAE a regional 
hub for import and reexport of goods to Iran and many other countries. Other 
international factors such as the Iran-Iraq War, the deterioration of Iran-U.S. 
relations, and imposition of economic and trade embargoes on Iran by the United 
States and its allies since the early 1980s have had the effect of expanding legal 
and illegal cross-border economic activities between the UAE and Iran. 

Both Iran and the UAE want to develop international trade. Within the 
proposed development corridor, both countries have introduced far-reaching 
reform to attract foreign investment and to nurture international trade, com­
merce, and tourism. Recent political development has helped improve Iran's 
relations with countries in the region. Although the territorial dispute with the 
UAE has been a barrier to fully normal relations between the two countries, 
they jointly manage oil fields in the disputed area. Since 1999, there has been 
growing investment by UAE nationals in various joint industrial and tourism 
projects in Iran. For example, the Airport Services Management Group at 
Dubai "Marhaba" recently bid for the provision of management services at the 
Imam Khomeini International Airport in Tehran. In addition, UAE capital has 
started to invest in O§shm Island. By the year 2000, UAE capital accounted for 
six out of the twenty-nine foreign and joint ventures on the island. With the 
easing of tensions between the two countries, a growing number oflranian con­
struction contracting firms have entered the UAE market competing with 
Western companies. These include roads, dam projects, and electrical power 
lines in the different emirates. Because of the economic climate and greater 
investment insecurity for the operation of private firms in Iran, however, there 
is much more investment by the Iranian business community in the UAE an 
outflow akin to capital flight. According to Ali Ghanbari (2001), recent esti­
mates put the number of registered Iranian companies in Dubai alone at 
between three hundred and four hundred . 



In order to ease regional tension, Iran has signed an agreement to supply 
potable water to Kuwait through the construction of a giant undersea pipeline 

between southern Iran and Kuwait (Ettelat 2001) .  This $2 billion project is to 
be jointly fimded by a consortium of British, Kuwaiti, and Iranian investors. 
The consortium handling this project hopes that the same pipeline will be 
linked to Saudi Arabia and the UAE at a later stage. 

In a further move to enhance intraregional mobility and attract foreign 
investment from countries of the Gulf Cooperation Council as well as a sign of 
goodwill toward the neighboring countries, the Iranian government waived visa 
restrictions for entry of GCC citizens in December 2000. 

Finally, the establishment of an effective supranational governance struc­
ture and further economic harmonization are dependent on the political will of 
national and regional authorities to pursue such policies toward creating eco­
nomic synergies that are crucial for finding a foothold in the international divi­
sion of labor and the global economy. 

C O N C L U S I O N  
This chapter has shown that official cross-border trade and migration are flour­
ishing between the UAE and Iran. Our analysis points to a high level of com­
plementary fimctions among Bandar Abbas and the three main UAE cities. 
The resulting corridor acts as the main conduit for export/import and business 
activities between the two countries. More important, however, both Iran and 
UAE are eager to improve their position in the world economy and attract 
international investment in export service, manufacturing, and leisure and 
tourist industries. This forms part of their efforts toward diversifYing their eco­
nomic base and moving out of the shadows of the oil economy, with one long­
term unsustainable outlook as a finite resource and short-term disruptive 
influences because of price fluctuations. 

The Pacific Asian experience has shown that creation of economic syner­
gies based on complementary endowment factors within and across national 
boundaries offer the best opportunity for meeting the locational requirements 
of international capital. Our analysis indicates that the basic historical, eco­
nomic, geographic, and cultural conditions exist for building on the existing 
complementary trade activities between the southern borderland area of Iran 
and UAE cities toward the creation of an active regional growth corridor. 

Dubai and Abu Dhabi, and to some extent Sha�ah, are already acting as 
major regional transport hubs with well-established air routes to most destina­
tions and markets in the world. They also have relatively well-developed infra­
structure for export service functions, information technology, and leisure 
activities, which are more than adequate to support the operation of regional 
headquarters and command and management functions of multinational firms. 
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However, the cities lack local labor and material resources for supporting large­
scale industrial expansion. These shortages can easily be overcome by relying on 
Bandar Abbas and �shm and Kish Islands for the physical location of indus­

trial expansion while the UAE cities themselves could be centers for the related 

higher value-adding functions and some light industrial development. 

l.V1oreover, the unique position of the Iranian cities with direct road and rail 
links to the markets of central Asia and the Caucasus could provide an added 

incentive for attracting international investment. In addition, Kish Island has 
unique coral features, and �shm's natural attractions are suited for eco­

tourism. These can be combined with the well-developed leisure and tourist 

facilities of the U AE for attracting international tourist trade. Indeed, the sim­

plest move toward the creation of a growth corridor might begin with tourist 

excursions from UAE to �shm and Kish Islands as part of a bigger package 
for expanding the tourist industry in the region as a whole. 

In the final analysis, however, as in Pacific Asia, the whole idea of cross­

national economic zones can become credible only with the easing of political 

tensions and the priority of economic development and growth over more lim­

ited nationalistic concerns. But unresolved issues persist at the international 

level, particularly between Iran and the United States, and political instability 
at home may dampen the enthusiasm for international investment in Iran, be it 

from the UAE or other quarters, despite recent passage of laws guaranteeing 

international investment and repatriation of profits. Indeed, as Ali Ghanbari 

the deputy head of the Plan and Budget Commission of the Iranian Parliament 

recently noted, lack of political stability and the general feeling that security for 

investment is inadequate have led to a major flight of Iranian capital, paradox­

ically to the UAE, and to the deflection of international capital into Iran, albeit 
to a specially created growth corridor. 

Yet, the Pacific Asian experience is a vivid reminder of the transitory nature 
of such political barriers to economic development. This is particularly the case 

in the current context of rapid economic globalization and the urgent need for 
developing countries to find a firm foothold in the international division of 

labor and the global economy. The proposed cross-border economic growth 
corridor provides an important and effective tool for regional economic devel­

opment for UAE and southern Iran. As such it is worthy of much more serious 

consideration both by policymakers and academics in other developing regions 
as a focus for further research and policy development. 

N OT E S  
1 .  Between 1 820 and 1892 the British signed a series of truces with the ruling Shikhs i n  what 

is now UAE. The area then became known as Trucial States or Trucial Oman until Independence 
in 1971. 

2. Iran, in contrast, had rapid population growth from the second half o f  the twentieth century 



onwards. Between 1900 and 1956 the population rose from an estimated 9.9 million to 20.4 mil­
lion (Halliday 1979), for an increase of 10.5 million in 56 years. Since then 43 million have been 
added for a total of more than 63 million today (\Vorld Bank 2000a). The urban population 
increased from around 21 percent in the 1930s to more than 61 percent in 1999. 

3. The close cultural and historical links between this region and the Arabic cities on the south­
ern coast of the Persian Gulf is demonstrated by the fact that Ban dar Abbas and its appurtenances 
were leased to the sultan of Masquat (present-day Oman) according to a contract signed in the 
mid-nineteenth century. Due to political turmoil in Masquat in 1868 this treaty was canceled, and 
the city was brought back under Iranian administration. However, it was in the aftermath of World 
vVar I that the Persian Gulf gained a very important strategic and economic role as a center of 
petroleum export for world industrial development (Mo jtahed-Zadeh 1996 ).  
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C h a p t e r  7 

S A O  PAU L O :  A R T I C U LAT I N G  A 

C R O S S - B O R D E R  R E G I O N  

S u e l i  R a m o s S c h i ffer 

This chapter examines Sao Paulo's national and international role in specific 
processes of economic globalization. Particular attention goes to the Mercosur 
regional bloc and its capacity to articulate the cross-border region with the 
global economy. The centrality of Sao Paulo in the articulation of the Mercosur 
cross-border region required heavy national investments in regional infrastruc­
ture to overcome surface flow obstacles and to build digital networks. A key 
issue in this regard is the deregulation process that Brazil began undergoing in 
the early 1990s, insofar as it illuminates how national institutional reshaping 
conditions greater participation of both the country and its major cities in the 
global economy and how the challenges of international competitiveness have 
been mediated internally. In a developing country like Brazil, the government 
has a crucial role in quickly channeling investments throughout different mar­
kets. Furthermore, unlike developed countries, competitiveness here occurs in 
the context of a society where social exclusion is deeply rooted and has never 
been seriously questioned. 

The chapter concludes with a specific study aimed at determining if the 
trade relations and the number of networks between Brazil and Japan have 
increased in the last decade in the wake of Brazil's economic restructuring. 
Brazil is today home to the world's greatest number of}apanese immigrants and 
a very large number of Japanese firms. 

LAT I N  A M E R I CA AS A C O M P E TITOR F O R  I NV E S T M E N TS 

The growth of foreign direct investments (FDis) since the 1 990s in developing 
countries indicates that the structure of local patterns for attracting capital has 
changed. The question of what criteria today's corporate decision-making 
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processes are based on is raised when a foreign market is to be chosen for mak­
ing new investments. Enhanced competition among fums imposes a rigorous 
search for competitive advantages, of which the most important site-related 
aspects are business opportunities, a country's institutional framework, infra­
structure availability, existence of a consolidated or potential consumer market, 
and the necessary skilled labor force. These priorities underline the declining 
importance of former competitive advantages for developing countries, such as 
cheap, unskilled labor and local availability of raw materials. 

Latin America recorded a strong decline in its share of FDI between 1986 
and 1990 compared with 1981-1985 (Chudsnovsky 1997: 129), and a relative 
increase since 1991, particularly after 1997, when Latin America obtained 
almost two-thirds of the increase in overall FDI received by developing coun­
tries. Although it has not yet reached the shares of the early 1980s, the absolute 
amount has increased due to the large expansion in total worldwide FDI. On 
the whole, current foreign investment has raised the concentration of capital 
and production in the largest transnational corporations located in developed 
countries. UNCTAD (1996, 1998, 2000) credits the relative increase in FDI in 
Latin America since the late 1990s to national efforts to attract foreign invest­
ments, and especially to the success of privatization programs, mainly in 
Argentina and Chile up until 1994, and in Brazil after 1995. Privatization was 
also the leading factor attracting FDI in 1998 and 1 999 in these countries. 
UNCTAD (TAD/INF 2856: 4) found that "A majority of the 50 largest priva­
tizations in the world during 1 997-1999 occurred in developing countries. In  
1 999 Argentina was at  the top, with a volume ofUS$16  billion, whereas Brazil 
headed the list the previous year, with US$20 billion." Latin American outward 
FDI flows have also increased, from U.S.$2.3 billion in 1996 to U.S.$27.3 bil­
lion in 1999. 

In fact, the increase in  foreign direct investments to major Latin American 
countries can be attributed not only to the privatization process, particularly of 
public utilities, but also to the spread of foreign capital acquisitions of former 
domestic manufacturers and banks. This process has been stronger in 
Argentina,' where economic restructuring resulted from the widespread lifting 
of foreign trade restrictions, and from Argentina's industry being more vulner­
able than Brazil's in the wake of a long period of stagnation. Yet, despite the 
strength of its industrial structure, Brazilian manufacturing capital has been 
shrinking and playing a lesser role in the economic scenario. A press release 
(Nov. 10, 1 998) based on UNCTAD's World Investment Report of 1998 
stated, "Brazil emerges [in 1997] a s  the champion i n  attracting foreign direct 
investment" within Latin America. This performance is attributed to "a combi­
nation of effective macroeconomic policies, the opening up of the economy and 
privatization programs, which alone accounted for 27 percent ofFDI inflows in 



the last two years [ 1996-97]. Some 600 mergers and acquisitions have taken 
place in the last 6 years [1992-97], and 6 1  percent of these involved foreign 
buyers and 59 percent involved the manufacturing sector." 

In 1998, foreign capital mergers and acquisitions in Brazil had reached the 
U.S.$29.4 billion mark, almost three times the amount recorded in 1997, 
whereas the total amount in 1999 declined to U.S.$9.4 billion. Argentina 
received an inflow ofU.S.$19.1  billion in 1999 from foreign capital mergers and 
acquisitions, almost double the amount obtained in 1998 (UNCTAD: 
WIR2000). 

Since 1995, the financial sector has been rife with mergers and acquisi­
tions, a wave that began in the banking industry. Argentina was in the forefront 
of this process. In a period of less than four years, three of the four largest 
domestic banks were sold to foreign banks.' In Brazil, from March 1997 to the 
end of 1 998,  eight banks were acquired with foreign capital, and, coincidentally, 
the new owners belong to foreign financial corporations also active in 
Argentina, such as HSBC (Great Britain), Santander, and Bilbao Viscaya (both 
Spain). Foreign investments in the financial sector in Brazil are also yielding 
more wide-ranging diversified products in the stock market, in securities and in 
assets management. Recently, establishments of the largest world investment 
operators set up offices,' almost all in Sao Paulo, reinforcing the role of 
Brazilian economic deregulation. 

The automobile industry is also particularly attractive to foreign invest­
ments, spurred by the great increase in demand for cars, mainly in Argentina 
and Brazili'. The lifting of trade restrictions helped market expansion and, in 
the case of Brazil, the arrival of new car manufacturers. Additional car plants 
have also been built by the formerly installed manufacturers, vying for heavy 
investments by Japanese, French, and German newcomer corporations 
(Financial Times 1997) .  

Although major foreign investments to  Mercosur come from developed 
countries, regional investments have also increased, aiming at producing coun­
terparts. Brazil, for instance, doubled its investments in Mercosur countries 
from 1990 to 1995. The amount channeled to Argentina was almost 60 percent 
of the total, going mostly to the manufacturing industry. Half of Brazilian 
investments in the service industry in Argentina, in that period, went to banks 
( G M 1996 b). (I will return to this subject later.) 

To attract foreign capital, South American countries have had to reshape 
their economies to offer competitive advantages to foreign capital investments 
and to develop regional infrastructure to allow cross-border integration. The 
reverberations from the economic adjustments that have had to be made have 
been felt even more strongly in Brazil, since the greater regional power of its 
industrial and financial sectors and the size of its population have required 
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stronger government intervention to impose institutional and economic 
changes, in order to sustain its regional leadership . 

T H E  B RA Z I L I A N  D E R E G U LAT I O N  OF T H E  1 9 9 0 s: G LO B A L  

I N T E N T I O N S  A N D  L O C A L  O U TCOM E S  

Major institutional restructuring in Brazil throughout the 1990s to ensure its 
inclusion in the post-1980 expanding global economy was aimed at eventual 
monetary stabilization, lifting foreign trade restrictions, and introducing special 
measures to attract foreign capital. The measures put into effect to attain these 
goals were based on strong governmental intervention, mostly through the 
implementation of a compulsory plan called "Plano Real" in mid-1 994, and can 
be summarized as follows: 

i) Radical monetary reform was designed to stabilize the national currency 
(inflation rate declined from roughly 35 percent to 2 percent a month). 
This adjustment was achieved by enhancing the foreign reserves that 
underpinned the dollar parity anchor. The main attraction for enhancing 
foreign reserves has been the high interest rate5 applied on foreign finan­
cial investment profit. These policies are still in effect and have obviously 
favored speculative investments for both national and foreign capital, at the 
expense of productive investment opporttmities . '  

i i )  The abrupt opening of trade was effected by drastically reducing duties on 
multiple goods. Since the measure was not preceded by a negotiated indus­
trial policy, it led to disastrous consequences for certain branches of domes­
tic manufacture: the great increase in imports7 has led to an unprecedented 
proliferation of mergers, acquisitions, and bankruptcies.• 

iii) Specific financial sectors were deregulated to allow the inflow of foreign 
capital under privileged taxation (particularly as compared with the high 
annual interest rate), especially involving stock market rules and fmancial 
investment opportunities. 9 

iv) The constitutional concept of national corporations was broadened to 
allow the participation of major foreign investments in strategic branches 
still restricted to national capital, like telecommunications, mining, and 
domestic navigation . 

v), A reorganization of the state was launched to enable these policy changes. 

This reorganization was set against an identification of the state with 

authoritarianism and inefficiency, and the creation of an ideological basis 

supporting the privatization of major industries, such as the largest metal­

lurgical industries and public infrastructure . 



The abrupt introduction of most of these measures, particularly the opening 
up of the economy, has had important effects on the overall performance of man­
ufacturing. Brazilian firms-including some subsidiaries of foreign frrms-have 
responded to the growing competition of imported goods by shrinking their hired 
skilled and unskilled labor force, with no relevant technological improvement. 
Additionally, they have reduced their end prices thereby cutting into their net 
profits, and promoting the decapitalization of Brazilian fums. Often these are the 
same firms that had participated in or pushed for the increase in mergers and 
acquisitions involving foreign capital, mentioned previously. 

Privatization and deregulation in Brazil started, as in many other countries, 
with the more competitive industries owned by the state. This was the case in the 
steel, petrochemical, and fertilizer industries, whose privatization processes 
absorbed most of the efforts and skills of the state from 1991 to 1996.10 Whereas 
this first cycle involved relatively few changes in the institutional organization of 

the state in terms of its operational branches, the privatization and deregulation 
of public utilities involved major restructuring of the entire institutional order 
both nationally and subnationally. The infrastructure and public utilities industry 
in Brazil until the early 1990s evolved according to a model of immense net­
works, with growing territorial scope and functional complexity. With the 
prospect of privatization, territorial and functional unbundling has become a 
major strategy, preventing deep technological and managerial restructuring. 
Within the telecommunications industry, the great diversification of scope has 

enabled some makeshift arrangements to be made since the early 1990s to bypass 
the strict national regulations for public utilities. Through a flexible interpretation 
of constitutional rule that establishes the state monopoly of public-utility com­
munications services, the Brazilian Congress passed a number of subconstitu­
tional laws that classified "special services of telecommunications" as different 
from public services stricto sensu. Based on this interpretation, a number of con­
cessions, bids, and joint ventures were opened specifically for services like cable 
TV, mobile telephone networks, and wireless communication in general, years 
before the private takeover of the whole system in 1998. 

The technological and territorial expansion of the telecommunications 
networks that followed were crucial to the broader integration of Brazil, and 
Sao Paulo in the international economic circuit. The construction of cross-bor­
der telematic networks connecting South America to North America and 
Europe (see map 2), with Sao Paulo as a central node, has reinforced the 
regional primacy of this city. 

BRAZ I L  A N D  SAO PAU LO I N  THE ECO N O MI C  GEOGRAPHY OF M E RCOS U R  

Brazil is the richest and most populous country in Latin America, although its 
excluded population has one of the worst standards of living in the continent. 
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TAB L E  s 

M E RCO S U R :  PO P U LAT I O N  A N D  ECO NO M I C  I N D I CATO RS. 

Country population GOP GOP industry Manufacturing Services GNP/c* 
(1999) (1990/99) (1999) (1999) (1999) (1999) (1999) 

Millions (%)' Billions % GOP' % GOP' % GDP' Dollars 
of Dollars 

Argentina 36.6 4·9 281.9 32 22 61 7,6oo 
Brazil 168.1 2.9 760.3 29 23 62 4.420 
Chile 15.0 7·2 71.1 33 16 59 4.740 
Paraguay 5·4 2.4 8.1 22 16 52 1,580 
Uruguay 3·3 3·7 20.2 29 19 62 5.900 

• average annual growth rate/ ' value added as % of GDP I *  GNP per capita. 

Source: World Development Report 2ooo/2001. 

Average indicators, in general, are not a good expression of the reality of a 
country with such sharp internal differences and concentration of wealth; these 
indicators tend to mask the true dimensions of both scarcity and abundance. 
However, some selected data on Mercosur countries and Chile, 11 namely gross 
domestic product and gross national product per capita for 1999, as well as sec­
tor GDP shares (see in table 1), allow for rough comparisons among countries 
and express Brazil's economic leadership in the area. 

The Regional Supremacy of Siio Paulo 

Brazilian leadership in Mercosur is held by the state of Sao Paulo, which rep­
resents more than 35 percent of Brazil's GNP. With GNP at about U.S.$285 
billion in 1998 (GM 1 999: 1 64), the state of Sao Paulo accounted for more than 
50 percent of Brazilian manufacturing production, including a million cars pro­
duced each year (as such it should be considered the tenth largest automobile 
producer in the world). The state of Sao Paulo accounted for 28 percent of 
Argentina's foreign trade in 1997, surpassing the United States as the major 
country of origin of Argentinian imports (GMLA 1 997c). 

The Sao Paulo Metropolitan Area, with thirty-nine municipalities and 

: more than 17 million inhabitants, accounted for about 20 percent of the 
:: national GNP in 2000 (EXAME Sao Paulo, 2000: 7). The city of Sao Paulo (a 
:a: 
:;: major metropolitan municipality and state capital) is the nation's economic cen-
VI ter, concentrating not only the most advanced fi nancial and service activities, 
0 � but also its representative manufacturing industry, holding a roughly 35% share 
ac: of the total for the state in 1 998 . 
..... 

;;: Among the three energy companies set up in this state, one-CESP-is 
VI 



TA B L E  2 

M E RCOS U R  M ET R O P O L I TA N  A R EAS A N D  U R BA N  AGG LOM ERAT I O N S  2 0 0 0  

Population 

Metropolitan Area and/or 2000 1990 to National 

Urban Agglomeration (millions) 1995 Population (%) 
(Country) (% p.a.)* 2000 

Asuncion (Paraguay) 1.2 23.1 
Buenos Aires (Argentina) 13-4 1.7 37·1 
Montevideo (Uruguay) 1.3 0.6 39·4 
Santiago (Chile) s.6 2.0 37·8 
Sao Paulo (Brazil) 17-5 2.0 10.1 

... no data. 

* annual growth rate from the United Nat ions - Department for Economic and Social Information 
and Policy Analysis, Population Division. Urban Agglomerations, 1994. 

Sources : DEMOGRAPHIA (website, January. 2001) estimate by Wendell Cox Consulting; 

the largest in Latin America, with an operating capacity of 10,800 megawatts. 
The state also has the largest Brazilian port-Santos-and forty-two airports, 
three of which handle international flights. With a population of more than 33 

million in 2000, the GNP per capita was about US$6,200 in the same year, 
roughly 50 percent more than the Brazilian average (EXAM£ Sao Paulo 
2000: 7).  

The role of the city of Sao Paulo in Mercosur basically mirrors that of 
Brazilian leadership in the area. Data shown in table 2 indicate the total popu­
lation and their respective national share for major Mercosur agglomerations, as 
rough indirect indicators of their relative leadership in their national scenarios. 

The Sao Paulo Metropolitan Area has been the main economic center of 
the Brazilian economy ever since coffee production was introduced in the state 
in the last quarter of the nineteenth century. The world coffee glut in the first 
decades of this century channeled coffee production profits to the manufactur­
ing industry. Sao Paulo's industrialization gained further momentum between 
1955 and 1960 with foreign capital injections in the automobile industry, push­
ing Sao Paulo manufacturing output to a national share of more than 42 per­
cent in 1970. After the mid-1970s, there was a rise in the Sao Paulo state GDP 
tertiary sector associated with the manufacturing decentralization process in the 
Sao Paulo Metropolitan Area. This process is more a consequence of transfer­
ring some manufacturing plants to certain cities than it is a deindustrialization 
process, since the headquarters of the largest corporations-particularly those 
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owned by foreign capital-have remained in the city of Sao Paulo (table 3). 
Even some corporations with administrative offices formerly in other cities,12 
have transferred their central offices to the city of Sao Paulo. In addition, man­
ufacturing within the Sao Paulo Metropolitan Area has shifted from traditional 
manufacturing industries to the most technologically advanced industries. 
According to FSEADE: PAEP (1997 /98) (Sao Paulo Economic Activity Survey), 

78.7% of the most advanced technology manufacturers of Sao Paulo State are 
located in the Sao Paulo Metropolitan Area (EXAME Sao Paulo 2000: 19).  

Similar to what has occurred in  several global cities, the city of Sao Paulo 
has experienced an even higher increase in tertiary activities, from 58.7 percent 
in 1985 to 67.4 percent in 1995, and a rise in financial and specialized services, 
to such an extent (table 4) that it has strengthened the city's leadership within 
the country. ' J  The Sao Paulo Stock Exchange-the largest in Latin America­
currently transacts about 10 percent of Brazil's GNP annually; the Futures 
Commodities Stock Exchange ranks third in the world in terms of money 
negotiated (GMLA 1997c). 

Of the twenty largest foreign-owned companies in Latin America in 1999, 
twelve were in Brazil, and six of these are regionally based in the city of Sao 
Paulo (GMLA 2000b). A survey of the largest companies" with headquarters 
in the Sao Paulo Metropolitan Area, developed for this text in 1998, resulted in 
a sample consisting of twenty-six responses,15 twenty-one from foreign compa­
nies. Of all the companies surveyed, 73 .1  percent also have factories elsewhere 
in Latin America, 61 .5  percent have factories elsewhere in Mercosur countries 
and 38 .5 percent have their regional office (responsible for controlling 
Mercosur factories and the Mercosur market) in this metropolis. 

T H E  M E R COS U R  C R O S S - B O R D E R  I N F RAST R U C T U R E  

None of the Mercosur countries had a very comfortable position in terms of 
infrastructure provisions in the mid-1990s.16 Table 5 shows some general figures 
for regional availability of infrastructure, and clearly indicates that the entire 
region needs to expand and modernize its infrastructure supply. 

It is not clear whether privatization is necessarily going to solve this prob­
lem best. Argentina has delved deeper into the privatization process, particu­
larly in regard to telecommunications, beginning in 1990, almost half a decade 
earlier than Brazil. Yet Brazil's pre-privatization model of sectoral government 
corporations in heavy industry and public infrastructure has proved very recep­
tive 'to joint ventures with the private sector both upstream and downstream 
from their core businesses. 

This Brazilian "model" has also lent itself to integration with neighboring 
countries. This is the case of the ltaipu hydropower plant, constructed in the 
mid-1970s, according to a bilateral agreement between Brazil and Paraguay. 



TA B L E 3 

H EADQU ARTERS O F  P R I VAT E C O M PA N I E S ESTA B L I S H E D I N  T H E  C ITY O F  

SAO PAU LO 

Of the 1980 1985 1990 1992 1994 1996 1997 1999 

Largest % % % % % % % % 

100 Brazil ian groups 45.0 45·0 42.0 36.0 36.0 40.0 47·0 39.0 
40 foreign groups 72·5 62.5 75.0 70.0 67·5 
100 foreign companies 51.0 54.0 47.0 45.0 47·5 68.0 6s.o 63.0 
so Brazilian companies 42.0 34.0 40.0 30.0 32.0 26.0 38.0 34.0 

. . .  no data 

Source; Gazeta Mer cantil- Balan�o Anuai(Annual Balance Sheet. several years). 

TA B L E  -

H EA D QUARTERS O F  T H E  LARGEST COM PA N I E S I N  T H E  F I N A N C I A L  S ECTO R 

ESTA B L I S H E D  I N  T H E  C I T Y  O F  SA O PAU LO .  

1986 1990 1993 1996 1997 1999 

Units Units Units Units Units Units 

in SP I in SP I in SP I in SP I in SP I in SP I 

Largest Largest Largest Largest Largest Largest 

Commercial private 18140 29140 4111 31140 27/40 
B razilian banks 

Commercial private 15/19 14/16 14/15 23124 36140 
foreign banks 

Insurance 33/Bo 36/Bo 35/Bo 36/80 37/Bo 40/8o 
companies 

Brokerage houses 25/so 25/so 32/50 34/46 36/so 29/43 

Note: The number of the largest companies varies according to different dates and sectors I 

... no data 

Source; Gazeta Mercantil- Balan�o Anual (Annual Balance Sheet, several years). 
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TA B L E  5 

M E RCO S U R  C O U N T R I E S .  I N F RAST R U CT U R E  S U P P LY D E N S ITY. 

Electric power Telecomm Transportation Water 

Country Consumption Telephone Paved Roads Air Access to 

per Capita Main Lines (% of total) Carried Passengers 

Safe Water 

1997' 1998" 1998 1998' 1996' 

Argentina 1,634 203 29-5 8,447 71.0 
Brazil 1,743 121 9-3 28,091 B5.o· 
Chile 2,011 205 13.8 5.150 
Paraguay 759 55 9·5 222 70.0 
Uruguay 1,710 250 90.0 557 99·0 

• Kilowatt·hours I "  per 1,ooo people I '  thousands I ' %  of a urban population I • refers to 1995 I 
. . . no data 

Source: World Development Report (2oool2oo1). 

The plant has an installed capacity of 12,000 megawatts carried through thou­
sands of kilometers of transmission lines /crossing Brazil in the South, 
Southeast, and Midwest regions, as well as all of Paraguay. This is also the case 
of the Tiete-Parami waterway, a 2,40Q-kilometer system (1 ,040 kilometers 
already operating) of river navigation connecting southeastern Brazil to 
Paraguay, Argentina, and Uruguay. This project is still under construction, but 
its conception and initial implementation date to the late 1960s. 

Nevertheless, shared projects in South America have always targeted very 
specific goals and have not been concerned with regional development per se. 
Aside from the examples of partially integrated projects, an array of mismatches 
can be mentioned that attest to the lack of a deeper regional concern: railway 
track gauges often differ from country to country, jeopardizing broader conti­
nental integration and entailing growing costs for the intermodal transportation 
of goods; no meaningful surface connections link Atlantic and Pacific harbors 
in the region; differences in electric frequency hamper the sharing of output 
generated at Brazil-Paraguay's Itaipu hydropower plant with Argentina; air 
traffic among countries of the continent has so far been regulated as long-dis­
tance international air transport, with no special concern given to secondary 
cross-border regional links. 

In electronic communications, too, little regional response has been made 
to the complex demands of international trade and finance operations for terri­
torial and functional integration. A wide gap emerges between the needs of this 



MA P  1 

B R A Z I L  (1999):  EVOLUTION O F  TH E I N T E R N ET BAC K BO N E  ( R N P  

P R O G R A M :  1991 (ABOVE) A N D  1999 ( B E LOW). 
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Source: Ministerio da Ciencia e Technologia (Brazil's Ministry o{Science and Technology): RNP­
Rede Nacional de Pesquisa (Notional Research Network) (website www.rnp.br, Feb. 2001). 
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M A P  2 

M E RCOS U R :  M A I N  D I G I TAL N ETWO R K S  (2ooo)  

Source: Bazil: Anatal (2ooo: website: www.anatel.gov.br) 

new geography and the dispersed existing capabilities of regulating and operat­
ing extensive and complex surface and digital networks. Those linkages tend to 
be centered in the cities where decision making and capital control are concen­
trated (see maps 1 and 2). The functional and territorial unbundling of infra­
structure networks, on the one hand, is necessary to make the private operation 
of public utilities feasible. On the other hand, the need for extensive territorial 
connectivity and for cross-border links, especially in transport, energy, and 
communications, make wide-range regulation and standardization indispensa­
ble. In this sense, the concept of cross-border projects should encompass not 
only the physical systems and the services that flow among countries but the 
creation of international joint ventures on specific projects whose scopes do not 
cros

,
s borders in the strictly physical sense of the word . 

Prospects for Regional and Cross-border Infrastructure Networks 

A number of possible initiatives are being discussed for enhancing and inte­
grating infrastructure networks in the Mercosur countries. These may well 



require new technological and regulatory paradigms, and they should also be 

evaluated for their likely effects on both market and social development. In this 
section I identifY certain areas of concern and specific projects that seem to offer 
a promising approach for determining how Brazil might best improve interna­
tional infrastructure networks. It is remarkable that, in fact, most of these proj­
ects aim at developing cross-border infrastructures with Sao Paulo at their core. 
Not only digital networks, but all other infrastructure networks as well-high­
ways, railways, electric power, waterways-are crucial to the economic develop­
ment of the Mercosur bloc. Trade hindrances often arise becasue of the lack of 
interconnected highways within the Mercosur region, for instance; just 25 per­
cent of the total production flow circulating in this area is delivered by surface 
transport, while 58 percent is transported by ocean. At the beginning of 2001, 
27.2 percent of the total volume of products transported among the main cities 
in this region originated in Sao Paulo City with Buenos Aires as final destiny; 
12.4 percent from Buenos Aires to Valparaiso; and 11 .7  percent from Sao Paulo 
to Montevideo (GMLA 2001b). 

The implementation of all sorts of infrastructure networks are also neces­
sary to guarantee Sao Paulo as the regional central node, since goods, capital 
and labor have to flow without hindrance to sustain the city control of the 
regional articulation. 

a) Surface Transport 

• A bridge over Rio de la Plata, connecting Buenos Aires (through Punta 
Lara-Argentina) and Colonia de S acramento (Uruguay) will solve one of 
the main historical bottlenecks of road connections between Brazil and 
Argentina from North to South. The existing systems require either a 
modal change of transport to cross the water surface or a considerable 
detour across Argentina's northwestern provinces. The proposed bridge 
will be the world's largest open-sky bridge, with an extension of 42 kilo­
meters. It is designed as a thirty-year concession to private operators who 
are expected to raise the money needed to finance its construction (GMLA 
1 996e). At this time, planning and financing are completed but construc­
tion has not yet started. 

• The bridge connecting Santo Tome (Argentina) to Sao Borja  (Brazil) is 
part of an axis that will link the Chilean ports of Iquipe and Antofagasta 
on the Pacific Ocean to the Brazilian port of Rio Grande on the Atlantic 
Ocean. Construction started in 1997 and is to be managed by a consortium 
that has a twenty-five-year operating concession. The SO-kilometer 
Victoria-Rosario highway and bridge in Argentina (under construction in 
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2000) will complete the connection between the Pacific and Atlantic 
Oceans, also linking the central western region of Argentina to southern 
Brazil (GMLA 1997a). 

• The Mercosur Highway (also called Highway Sao Paulo)-the modern­
ization of the Brazilian highway that links Sao Paulo, Curitiba, 
Florian6polis, and Osorio (near the Uruguay border) is expected to be con­
cluded in the early 2000s, and will represent an important distribution net­
work for Sao Paulo production to Mercosur countries (GM 1998b). 

• Waterways could be crucial to Mercosur trade. The Paraguay-Parana 
waterway is navigable from southern Brazil to the port of Nueva Palmira 
in Uruguay, but needs some heavy engineering to improve the transporta­
tion system in the countries involved: Argentina, Bolivia, Brazil, Paraguay, 
and Uruguay. This project, with the financial support of the Interamerican 
Development Bank, includes a flapper link-up with the Tiete-Parana sys­
tem, one of the major contemporary Brazilian priorities in waterway net­
work infrastructure. Although located within Brazil, some of these projects 
are of major importance to the entire Mercosur area. This is the case of the 
Madeira River waterway in Amazonas, which would open an international 
link to northern Brazil before reaching the main ports of the Southeast, 
lowering the total costs of international freight to Europe, including long­
distance road transport inside Brazil (GM 1998a) . 

• The need for railway integration should not be overlooked. Despite the 
incompatibility of gauges, the main problem is that railways in South 
America suffer from a systematic decline that grew out of and concomi­
tantly with the development of the road network and the automobile 
industry. The Brazilian Western Rail Network, privatized in March 1996, 
includes important branches connected to Bolivia and-potentially in con­
junction with the Tiete-Parana waterway-to the Pacifi c harbor of 
Antofagasta in Chile. 

b) Air Transport 

Up to the Mercosur summit of December 1 996, air carriers in the region were 
regulated by the same system that applies to intercontinental air transport. In 
practice, this means that most of the connections to or from secondary urban 
centers of neighboring countries had to be mediated by lines connecting major 
int�rnational airports. Only four out of forty-eight commercial airports operat­
ing in Brazil in 1999 operated as terminal points to regular international flights. 
According to studies carried out by the Brazilian Commission for International 
Air Transport, twenty-three other airports are ready to operate international 



commercial fl ights immediately, with minor adaptations. The same is likely to 
occur in other Mercosur countries, where regional companies operating seg­
ments currently considered unprofitable by the large international carriers will 
probably proliferate. 

c) Telecommunications 

• The operation of the optic-fiber link joining Brazil, Uruguay, and 
Argentina-the Unisur-was made possible after a multilateral agreement 
among Embratel (Brazil), Telintar (Uruguay) and Antel (Argentina). The 
1 ,720-kilometer cable was put into place at the end of 1996, and for opti­
mum performance, a connection has been made within the Brazilian link, 
between the northeastern city of Fortaleza (terminal of the Americas I 
cable, departing from Miami) and the southern city of Florian6polis. This 
link was inaugurated by the Brazilian government in December 1996 and 
has a total extension of approximately 5,000 kilometers ofland and under­
water cables (GMLA 1 996b). 

• The Brasilsat B4 communications satellite, unlike its predecessor, the 
Brasilsat BJ, covers all of Latin America, and some of its twenty-eight 
channels, on "C" band, are directed at Mercosur countries outside Brazil 
This satellite, in orbit since mid-2000, and the B2, which covers just part 
of Argentina and Chile, and all of Paraguay and Uruguay, besides Brazil 
itself, are designed to serve more than 255 million telephone terminals, 
besides data transmission, Internet and television; all bands use digital 
technology (UOL/Infonews/082000) . 

Maps 1 and 2 show, respectively, how the Brazilian Internet backbone 
developed during the 1990s and the cross-border digital networks regarding the 
Mercosur countries in the year 2000. 

d) Energy 

• Natural gas pipelines connecting Santa Cruz de la Sierra (Bolivia) to Sao 
Paulo (Brazil) and the "Mercosur pipeline" connecting Salta (Argentina ) 
to Sao Paulo (Brazil), will significantly improve the energy base of the state 
of Sao Paulo. Traditionally supplied by hydropower generation, this state is 
undergoing a change in its electricity standards in advance of the enhanced 
supply of natural gas from both pipelines. By the early 2000s, fourteen 
thermal generation units will have been built in western Sao Paulo state 
and neighboring states, with capacities varying from 60 to 560 megawatts. 
(GMLA 1997b). 
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• To make the cross-border exchange of electricity feasible, Brazil and 
Argentina have agreed to build a frequency conversion station in the vicin­
ity of the Uruguay River that would make the operating standards of the 
two countries compatible: Brazil's is 60 hertz, whereas Argentina's is 50 
hertz (GMLA 1996a). 

• Argentina and Paraguay have three hydropower projects on the Parana 
River: a) the Yacyreta-Apipe complex (capacity of 3 .2 megawatts) was 
operating seventeen of its twenty turbines at the end of 1998; b) the 
Corpus Christi Station (capacity of 4.6 megawatts) ,  is under way; and c) 
the ltati-ltacora (capacity of 1 .7  megawatts) is still under way (GMLA 
1997a, e). The second and third projects are not yet completed. 

• Argentina, Brazil, and Paraguay have a project of electric-power-genera­
tion interconnection among the hydropower plants of Itaipu (Brazil­
Paraguay), Corpus Christi, and Yacyreta to enhance the safe supply of 
electricity in those countries (GMLA 1997a) . 

Mercosur regional integration cannot be assessed merely by infrastructure 
networks, trade freedom, or institutional compatibility, however. Considering 
that Brazil was colonized by Portugal, and that the other Latin America coun­
tries were colonized by Spain, the Mercosur union also has to address multi­
form cultural trends. This feature has even led to a cooperative project called the 
Mercocities Network (GMLA 1996c), with nineteen Mercosur cities (ten from 
Brazil) participating (Sao Paulo, however, is inexplicably absent). The project 
aims at connecting the main cities of this region, particularly by forming nine 
thematic workgroups, including science and technology, culture, and urban 
management. Later, aspects of this project are to become the basis for political 
and economic agreements within the bloc. But perhaps most important are the 
trade data shown in table 6 which also highlights the economic leadership of 
Brazil-the leading exporting and importing country to trade outside the bloc. 
Brazil and Argentina expanded their trade relations throughout the 1990s to 
such an extent that the intra-Mercosur trade between them in 1999 represented 
about 80 percent of total trade. Brazil was home to more than 33 percent of all 
foreign affiliate companies in Latin America and the Caribbean in 1999 
(UNCTAD, WIR 2000: table 1.4 ) .  Of the 1 ,000 largest companies by stock­
holders' equity in 1999 in Latin America, 783 were in Mercosur countries and 
Chile, and 5 1 1  of those were in Brazil. These 5 1 1  companies have a net worth 
of ;bout U.S.$374 billion-more than three times the corresponding amount 
for the 209 Argentinian companies on the list (GMLA 1999: 32). Foreign 
investments in the financial sector in Brazil also reacted quickly to the macro­
economic measures, and in December 1999 Brazil held eighty-four of the hun-



TA B L E  6 

M E R COS U R  T R A D E  O P E RAT I O N  (1999)  

Country Total Exports to Total Im ports from 
Exports Mercosur Imports Mercosur 

Argentina 23,318 7,043 25,537 6,293 
Brazil 48,011 6,778 49,218 6,719 
Chile 
Paraguay 741 545 1,935 1,541 
Uruguay 2,245 1,012 3.357 1,463 

(Unit: US$ million I ... no data ) 

Source: CEI, website: Anexo 15, Jan. 2001. 

dred largest financial funds (domestic and foreign) of Latin America and the 
Caribbean, which is especially impressive if compared with the three funds held 
by Argentina (GMLAa: 40-41). 

Considering that the Mercosur expansion of cross-border transactions 
depends largely on the implementation of specific infrastructure projects, as 
well as on a coherent and effective regulatory framework, it stands to reason 
that environmental aspects, social rights, and fair trading should be addressed 
from a common regional standpoint. 

TH E R E ST R U CT U R I N G  O F  T H E  L A B O R  M A R K E T  A N D  

S O C I O E CO N O M I C  I M PACTS 

Despite a decrease in Brazil's population growth rate since the early 1980s, 
demographic growth is still higher in Brazil than in developed countries. This 
fact, plus an uneven distribution of wealth and a very inefficient system of social 
security, makes the availability of jobs (more so than higher salaries) one of the 
core conditions to fostering social peace. 

The gigantic inequality of income distribution in Brazil can be assessed by 
comparing the poorest 50 percent to the richest 10 percent of the Brazilian eco­
nomically active population. The former held a 13 .5 percent share of the 
national income in 1 976, and 10.9 percent in 1989, and in the same period, the 
latter increased their national share of income from 50.4 percent to 52.2 per­
cent (Cacciamali 1996: 221) .  For 1996, the World Bank Development Report 
(2000/2001) states the figure of 5 .5 percent for the poorest 40 percent and 47.6 
percent for the richest 10 percent, figures that represent one of the most highly 
concentrated income distributions among the capitalist countries listed in the 
report. 
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The rise in unemployment is one of the well-recognized and generalized 
upshots of the globalization of Brazil's economy during the 1980s and 1990s. 
In Brazil's case, this trend has favored a growth in informal jobs, 17 which, albeit 
a well-known structural historical process," is nonetheless remarkable, espe­
cially in the larger cities. According to Baltar and Dedecca (1997), the drop in 
the number of workers in the formal labor market in Brazil was about 14 per­
cent from 1990 to 1992, representing 4.7 million people living in open unem­
ployment. This fact is partly attributed to the upshot of early economic 
restructuring. The period from 1992 to 1995 showed a certain recovery in the 
total employment rate, prompted mostly by the growth in informal jobs, espe­
cially those related to domestic services, autonomous work, and startups of 
small firms with fewer than five employees. Autonomous work represented the 
largest growth within the informal job sector, but personal income remained 
low: just 20 percent of autonomous workers over the age of thirty-five earned 
more than ten times the minimum wage a month, whereas 40 percent earned 
less than three times the minimum wage, and 10 percent earned less than the 
minimum wage (about U.S.$100 in 1998). 

From the standpoint of the organized labor force, the challenge of main­
tainingjobs has not yet been effectively taken on. Squeezed by growing unem­
ployment and a flimsy social security system with extremely low provisions for 
unemployed workers, and subject to an arr:ay of bureaucratic conditionings, 
trade unions have no choice but to accept a de facto informalization of labor 
relations. In practice, this means losing some basic guarantees and support: 
health assistance, thirteenth monthly wage bonus, paid holidays, retirement, 
and compensation at dismissal; these have been in effect since the 1940s for for­
mal jobs and have always been argued to be necessary benefits to compensate 
poor wages. 

The decline of the formal labor market has a clear-cut impact on major 
Brazilian urban agglomerations, worsening the quality of life, particularly in 
terms of violence engendered by open and hidden unemployment.'9 Although 
these factors are not exclusive to Brazil or Sao Paulo, they are leading to a trend 
that opposes sustainable policies geared to overcoming poverty. This fact is 
aggravated by the predatory interregional and interlocal competition for direct 
incentives, namely infrastructure, financing, and land, and the municipal tax 
exemption that followed the opening up of the Brazilian economy in 1994. In 
the context of growing unemployment and a globalized economy, this means 
that each single locality, in seeking out what job creation businesses they wish 
to shelter, will try to offer the best competitive advantages to those businesses 
on a global scale, and will not consider any national compensation system. This 
competition among states was directed basically at attracting new automobile 
plants,'0 and was so unbending that it has been called a "tax war." 



A deeper assessment of the tax war process indicates that concessions to 

private companies are usually so far-reaching that city budgets are compro­
mised for several years to come, with no real guarantee of economic or social 
returns (Piancastelli and Perobelli 1996). This can be disastrous particularly to 
midsize towns with small municipal budgets, since, in the prospect of enhanced 
integration in the globalized economy, the regions that offer the best competi­
tive advantages-such as Brazil's Southeast, and particularly Sao Paulo--will be 
privileged in receiving new investments to modernize their infrastructure. 
Needless to say, this process entails the aggravation of an interregional distri­
bution of wealth. This triggers a wide-scale trend toward social degradation, 
which the Brazilian federal government unwittingly encourages by channeling 
federal resources to those regions able to enhance the competitiveness of 
Brazilian firms and to attract new foreign direct investments. 

Thus Brazil is faced with a dilemma: establishing international communi­
cations and a modernized manufacuring infrastructure are essential if the coun­
try is to compete successfully for new industrial investments; but meeting the 
costs of creating these competitive advantages means draining scarce regional 
and local resources that would otherwise be invested in direct social needs. 

Social Impacts 

Because of Sao Paulo's performance, the city reacts faster than others to shifts 
in today's world economy. In this sense, two distinct effects can be observed in 
its urban structure. On the one hand, it accumulates the benefits of greater 
investments, namely direct and infrastructure investments/' it shelters the 
skilled labor force, and it has an abundant supply of advanced technology and 
global-market-oriented urban activities, not to mention affiliates of sophisti­
cated international shops. On the other hand, it is also the locus of social per­
versities that result from the side effects of greater globalization. The increase 
in unemployment and informal jobs, in violence and in urban squatter settle­
ments become more visible on the streets of the city with each passing year. 

An official survey in the Sao Paulo Metropolitan Area indicates that peo­
ple working in informal jobs constituted almost 15 percent of the working-age 
population in 1996. The survey also found an overall deterioration in labor mar­
ket conditions compared to earlier years: some 59 percent of new jobs in Sao 
Paulo are attributable to the informal j ob sector, 13 percent to outsourcing, and 
14 percent to workers without any kind of benefits, which is unlawful. The 
results of the survey indicate that while the salary gap between formal and 
informal jobs is decreasing, there is a significant decline in both groups in job 
opportunities for less qualified workers (Montagner and Springer 1997). 

The tertiary sector has not created the jobs needed to compensate for man­
ufacturing job losses resulting from decentralization and restructuring 
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processes. As a consequence, the informal job sector has expanded and social 
problems have become aggravated by a sharp decrease in the supply of housing 
and infrastructure for low-income groups. The portion of the population living 
in squatter settlements went up from 476,621 people in 1980 to 1 ,344,250 in 
1 996, corresponding to an increase in the total num her of squatter homes from 
100,31 8  to 318,021 (FIBGE, Censo Demognifico 1980 and Contagem da 
Popula�ao 1996 ) .22 This growth is even more telling if we consider that the total 
population growth rate has been decreasing to such an extent in the last decades 
that in 1980 this metropolis sheltered 15 . 1  percent of the domestic urban pop­
ulation (21 .2 percent of squatters), and in 2000 (according to preliminary cen­
sus data) about 13 percent of the domestic urban population. 

Moreover, the geographical distribution of the population has followed a 
very exclusionary pattern, with negative rates in the more central and consoli­
dated areas, where the upper-income population lives, and positive rates in the 
outskirts, where there is much less infrastructure, water sewage, transport, tele­
phones, hospitals and a lower-income population. This urbanization pattern is 
spreading beyond the city limits, with the poorest population being pushed into 
the neighboring municipalities within the metropolitan area, having no choice 
but to invade the reservoir-protected areas to build new squatter settlements. 

In addition to the socioeconomic impact on the population, all the eco­
nomic changes aimed at aggrandizing Brazil's presence in the global economy 
have interfered in the physical urban structure of the city of Sao Paulo. The 
increasing gap between the areas concentrating advanced "global" activities and 
the peripheral areas demonstrates the dramatic physical impact of this process. 
The more evident effects show up in the imbalance of infrastructure in the two 
areas, such as the much higher concentration in the central city of telematics, 
fiber optics, cable TV, and mobile telephone central stations. 

The implementation of these more sophisticated systems of infrastructure 
has focused either on existing consolidated business districts or on new business 
developments, creating new centers in the overall urban complex. This parallels 
the development in Buenos Aires (Ciccolella and Mignaqui, this volume) and 
Mexico City (Parnreiter, this volume). These centers can be measured by the 
extent to which they have attracted new commercial buildings, which repre­
sented 26.6 percent of the total new construction in the city from 1990 to 1995. 
The enhancement and shifting of central areas is a typical characteristic of the 
Sao Paulo Metropolitan Area that is not to be confused with the American pat­
tern of suburbanization. There is no real autonomy and polycentric structure, 
but rather, an enhanced-and somewhat deconcentrated-unicentered urban 
structure. In architectural terms, these renovated districts reproduce an interna­
tional design pattern very similar to the new central business districts of major 
cities like New York or Los Angeles. 



The gentrification process occurring in most of the modernized districts is 
the result of urban renewal by private capital, but is based on heavy state and/or 
municipal investments, set aside not only for telematics and other direct core­
business-related infrastructure, but for new access channels such as roads and 
tunnels, most of which cut the traditional urban fabric. The resulting renovated 
areas are not a consequence of previous official planning, nor has the popula­
tion dwelling in these areas ever been consulted on the convenience of these 
changes. Therefore, the urban result in most cases is a miscellany of modern 
business land and old dwellings, creating confused transport flows and the con­
notation that the whole city organization is a makeshift arrangement, despite 
the high costs of the works involved. 

Altogether, the concentration of the communications infrastructure and 
financial activities in Sao Paulo has definitely contributed to making it the pre­
ferred location for regional headquarters of corporations acting in the Mercosur 
area. Besides the necessary infrastructure and specialized services for business, 
Sao Paulo offers hotels, shopping, and leisure opportunities in line with the 
demands of a new international elite. Nevertheless, the city's large scale, its 
growing traffic problems, its environmental depletion, and its social violence 
have jeopardized the quality of life to such an extent that its functional attrac­
tiveness may be marred by its everyday problems. Sao Paulo's centrality in the 
Mercosur depends on the removal of infrastructure hindrances to regional inte­
gration, especially so with Argentina and Uruguay in the case of surface inte­
gration. The cross-border linkages, digital or physical, had to be built in order 
to assure not just regional integration but also to maximize the connectivity of 
the Mercosur bloc with all other markets. 

C O N C L U S I O N S  

Greater internationalization o f  the economy, particularly since the early eight­
ies, forced developing countries into institutional restructuring to allow their 
greater inclusion in global processes. In Brazil, these reforms focused mostly on 
deregulating specific sectors to encourage cross-border transactions and partic­
ipation of foreign capital as a direct investor, either in manufacturing or finance. 
The internal reforms required strong state intervention. A compulsory eco­
nomic plan was introduced in 1994 to effect monetary stabilization (it was 
essential to inspire confidence in foreign investment returns) by introducing 
monetary dollar parity and high annual interest rates. At the same time the 
economy was radically opened by !if ting trade restrictions, which resulted in the 
reduction of almost all duties on imported goods. Legal and institutional 
changes designed to spur the privatization process of heavy industries and pub­
lic services were also introduced. Concerning the latter, two distinct mecha­
nisms were put into place: the first called for the privatization of electric power 
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and telecommunications companies, and the second, for partnerships with the 
private sector through the concession of services and some operations. Neither 
process was accompanied by a strict regulatory framework, leading to uncer­
tainties related to quality and price output, and to a lack of concern about 
whether the lower-income population was being served suitably (Silva 1996). 

The economic model established by Brazil in the 1990s abruptly exposed 
domestic manufacturers to international competition without a transition 
period that would have allowed them to regroup so as to compete effectively. As 
a result, unemployment and employment in informal jobs soared, especially for 
the less skilled labor force, which led to greater social exclusion and a widening 
of the income gap. The Sao Paulo Metropolitan Area, as the main Brazilian and 
Mercosur economic center, experienced the broader-national and regional­
inclusion in international trade and business patterns in extreme ways. On the 
one hand, it developed the most advanced services and financial activities, the 
largest stock market and commodities exchange in Latin America, as well as 
sophisticated shopping and leisure activities. On the other hand, social side 
effects such as urban violence, marginality, and homelessness, have also been on 
the rise. 

The centrality of Sao Paulo regarding the Mercosur region was reinforced 
by the construction of a complex digital telecommunications system linking this 
city (and Brazil) to the main economic world centers, including those in Latin 
American countries. At the same time highway, energy power, railway, and 
waterway networks had to be enhanced in order to integrate the Mercosur bloc 
and to expand its outward articulation with other parts of the world. In broad 
terms, trends such as the increase in the number of specialized services and 
finance institutions, and the supply of sophisticated infrastructure used both by 
business and by high-income groups in Sao Paulo indicate the sustained lead­
ership of this city, both within Brazil and in South America. Nevertheless, the 
same conditions which have given Sao Paulo reasonable comfort and uncon­
tested leadership domestically and regionally, have also led to the social insta­
bility inherent to economic change and the accentuation of inequality. This rna y 
threaten Sao Paulo's leadership in the long run. Investments need to address not 
only global-market-oriented activities, but also the everyday life of this large 
metropolis and its very exclusionary urban structure. 

A P P E N D I X  

J A P-AN A N D  LATI N A M E R I CA :  A C H A N G E L E S S  ECO N O M I C  

A RT I C U LAT I O N  

The leading recipient o f  Japan's foreign direct investment was the United 
States, which received about 45 percent of the total amount in the 1980s and 
much of the 1990s. Although this share decreased in the late 1990s, with a 



simultaneous increase in the European share, the United States continues to be 

the main destination of Japan's overseas investments (World Bank 1997). 
The Latin American share of Japan's FDI began to rise after the 1997 

financial crises in Asia. The cumulative share from 1 95 1  to 1994 stood at 1 1 .9 
percent compared to 16 .5 percent for Asia. This gap broadened to, respectively, 
8.0 percent and 14.2 percent in 1991,  and 7.6 percent and 22.4 percent in 1995 
(table A). The 1999 figures show a sharp fall in the Asian share and a marked 
increase in the Latin American share, resulting in a similar level of about 1 1  
percent. 

A key factor explaining the difference in the earlier period from the 1970s 
to 1996 was the strong economic development of the Asian "Tigers," particu­
larly South Korea, Taiwan, Hong Kong, and Singapore, in comparison with the 
economic stagnation of most Latin American countries. The East Asia eco­
nomic crisis of 1997 and the expansion of investments in the Cayman Islands 
tax haven (JETRO White Paper 2000: 16) have contributed to rechanneling 
Japanese foreign direct investments to the developing countries. The Cayman 
Islands became the largest first recipient of] a pan's FDI in Latin America in the 
1990s, surpassing Panama's historical leadership. 

Brazil has played a distinctive role in Japan's investments in Latin America. 
While Panama was a key node for shipping activities and the Caymans for 
financial investments, Brazil was important for agriculture, manufacturing, and 
new financial services." Sao Paulo is the key node for these investments. The 
city also is home to the largest Japanese immigrant community.2' 

The establishment of new Japanese firms, or of joint ventures between 
Japanese and Brazilian companies in Brazil, has been a response to both the 
performance of the Brazilian economy and the guidelines laid down to accom­
plish the specific requirements of]apan's domestic industry. The decline in new 
start-ups during the 1980s reflects the Brazilian economic crisis. Few new 
Japanese-Brazilian companies were established in the early 1990s. Most of the 
ones that were established were small;25 many were representative offices rather 
than production plants. This contests Suzuki's thesis26 of an impressive increase 
in the late 1990s of]apanese investments in the Brazilian manufacturing sector 
because ofMercosur's market potential. The 1990s saw some hefty new invest­
ments in Japanese manufacturing companies already operating in Brazil. This 
was especially the case for investments in the Toyota and Honda automobile 
assembly lines. Although both corporations already had factories in Brazil, nei­
ther produced automobiles. Toyota, formerly engaged in producing automobile 
parts, is investing large amounts to build an automobile assembly line in a new 
manufacturing plant. Honda started operating a new automobile factory in 
Brazil in 1997, whereas, previously, its traditional business was motorcycles.17 

In overall terms, Japan's major investment interests in Brazil have been 
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TA B L E  At 

jAPA N ' S  F O R E I G N  D I R E CT I N V E ST M E N T  BY KEY CO U N T R I E S  A N D  R E G I O N  

Selected 1991 1993 Cumulative Total 1951-1994 1995 1997 1999 
Countries/Region amount share amount share amount share amount share amount share amount share 

U.S.A 18.026 43·3 14.725 40.9 194·429 41.9 22.193 43·8 20.769 38.5 22.296 33·4 
Canada 797 1.9 562 1.6 8.261 1.8 5 58 1.1 620 1.1 2-474 3·7 

North America Total 18.823 115-2 15.287 42·4 202.690 43·1 22.761 44·9 21.389 39·6 24·110 37.1 

Panama 1.157 3·7 1.390 3·9 21.784 4·7 1.66o 3·3 1.119 2.1 
Brazil 171 0.4 419 1.2 8.849 1.9 J01 0.6 1.182 2.2 
Caymans 158 0.4 841 2.5 9·249 2.0 659 1.J 2.538 4·7 
Mexico 193 0. 5 53 0.1 2.973 o.6 206 0.4 320 0.6 
Chile 75 0.2 3 0.0 430 0.1 137 0.3 23 0.0 
Argentina 40 0.1 34 0.1 545 0.1 117 0.2 57 0.1 

Latin America Total 3·337 8.o 3·310 9·4 155. 148 11.9 3·877 7·6 6.336 11.7 1·437 11.1 

Indonesia 1.193 2.9 813 2.3 16.981 3-7 1.596 3·1 2.514 4·7 918 1.4 
Hong Kong 925 2.2 1.238 3·4 13.881 3·0 1.125 2.2 695 1.3 917 1.5 
Singapore 613 1.5 644 1.8 9·535 2.1 1.152 2.3 1.824 3·4 962 1.4 
Korea, Rep. of 260 0.6 245 0.7 5.268 1.1 445 0.9 442 o.8 980 1.5 
China, Rep. of 579 1.4 1.691 4·7 8.729 1·9 4·473 8.8 1.987 3·7 751 1.1 

Asia Total 5·944 14.2 6.637 18.4 76.216 16.4 12.264 24.2 12.181 22.6 7.162 10.7 

Middle East Total 90 0.2 217 0.6 4·737 1.0 148 0.3 471 0.9 213 0.2 

United Kingdom 3.588 8.6 2.527 7·0 33.830 7·3 3·445 6.8 4.118 7.6 11.718 17.6 
Netherlands 1.960 4·7 2.175 6.0 19-447 4·2 1.509 J.O 3·295 6.1 10.)61 15·5 
Germany 1.115 2.7 760 2.1 8.061 1.7  547 1.1 732 1.4 649 1.0 

Europe Total 9·372 22.3 1·940 22.0 89.867 19·4 8.470 16.7 !1. 204 20.8 25.804 38·7 

Africa Total 748 1.8 539 1.5 7·698 1.7 379 0.7 332 o.6 515 o.8 

Australia 3 6.1 1.904 5·3 23.932 5·2 2.635 5·2 
Oceania rota/ 3·278 ?.8 2.035 5.6 21. 250 5·9 2.195 5·5 2.058 3.8 894 1.J 

Total 41.185 100 36.025 100 463.606 100 250.694 100 53·972 100 66.694 100 

(Unit: amount � US$millian/share � % )  
... No data 
Source: )etro White Paper on Foreign Direct Investments (after Japan's Ministry of Finance data), several years. 



related to iron, steel, and nonferrous metals. Shareholders' equity in the two 
largest Japanese-Brazilian companies in 1999 (CST and USIMINAS), both in 
the steel industry, shows sharply higher investments compared with other firms 
on the list. Japanese imports from Brazil also reflect this primary interest in 
steel and iron products, considered essential to Japan's domestic industry. 
Taking the post-1999 data, iron ore as a raw material accounts for 20.8 percent 
of the total amount exported to Japan, whereas iron and steel, in their final form 
as semi-manufactured products, represent 0.4 percent. Semimanufactured non­
ferrous metals, including aluminum, are Brazil's second most exported product, 
accounting for 13 .7  percent of total Brazilian exports to Japan in 1999. 

Brazilian imports from Japan in  1999 were dominated by equipment, 
which accounted for 75.4 percent of the total. There were significant changes 
in the major items in both imports and exports on the list during the period 
analyzed (1985 to 1999) (SEPIP, several years). However, some changes can be 
expected, particularly in view of the above-mentioned establishment of the two 
big Japanese automobile factories in Brazil. 

Brazil and Latin America in general, although considered potential mar­
kets for Japanese products and investments, remain far behind Asia, despite the 
Asian economic and currency crisis of late 1997. Asia is still the strongest eco­
nomic network among the developing nations for Japanese investments. 
Economic globalization, however, is triggering unexpected capital flows toward 
different regions and countries. From this perspective, Brazil may well represent 
an alternative for Japanese investments rather than a mere continuation of old 
patterns. Furthermore, the economic choices open to Brazil concerning the 
development of its own production forces will surely weigh decisively in deter­
mining whether ties based on new economic relations are to be fostered 
between these two countries. 

N OT E S  
1 .  See GMLA 1996f: 2 5  concerning the transfer o f  traditional Argentinean domestic manu­

facturing capital to foreign capital. 
2. Banco Bilbao Vizcaya (Spain) acquired the Banco Frances del Rio de Ia Plata and the Banco 

de Cn!dito Argentino; Banco Santander (Spain) bought the B anco Rio de la Plata; and the Hong 
Kong and Shanghai Bank (Great Britain) bought Banco Roberts (GMLA 1997d). 

3. American Fidelity Investments, Prudential Securities and Alliance Capital Management, and 
the British Fleming Investment Management; J. P Morgan Investment and Merrill Lynch, both 
already installed in Sao Paulo, Brazil, also stepped up their activities substantially (GM 1997). 

4. Latin America vehicle sales, as a whole, increased from 1.2 million in 1990 to almost 3 mil­
lion in 1999; more than half of these vehicles were produced in Brazil (GMLA, 2001a). 

5. The first year it was implemented (1994), the annual interest rate was roughly 45 percent. It 
declined slowly, dropping to less than 30 percent in 1996, but after the Asian economic crisis in 
mid-1998, the rate rose to nearly 50 percent. 

6. Brazilian foreign reserves were (in billions ofU.S.$): 8.7 (1990); 8.5 (1991); 19 .1  (1992); 25.9 
(1993); 36.7 (1994); 50.5 (1995); 67.5 (August 1998); 44.9 (September 1998); and 33.0 (December 
2000). See (GMLA 1996a, 1998; and GM 2001b), as per Brazilian Central Bank data. 

Ill 
�' 
0 

;: 
c 
... 
0 

� 
;a 
-l 

,.., 
c 
... 

� 
z 
Gl 

� 

,.., 
;a 
0 
Ill 
Ill ' 
Ill 
0 
;a 
g 
"' 
;a 

;a 
"' 
Gl 

0 
z 

233 



a: 
... 
.. 
.. 

:c 
1.1 
VI 

VI 
0 
:IE 
c 
a: 

.... 
... 
:::) 
VI 

:Z]If 

7. According to the Brazilian National Bank of Economic Development, the import rate for 
goods increased 2.5 fold from 1990 to 1 995, to 15 percent of domestic consumption by November 
1996 (GM 1996d). 

8. An example is the automobile industry. The duty on cars was lowered at first from 100 per­
cent to 30 percent, prompting feverish car imports. The negative impact on domestic production 
was such that the tax was increased to 70 percent after less than a year. However considering that 
"domestic" automobile companies are all controlled by foreign capital (American and German), 
another law was introduced that allowed automobile manufacturers established in Brazil to import 
at a reduced duty of 35 percent, protecting their prices against Asian and French car prices, for 
instance. The greatest impact however was on the manufacturers of automobile parts. These had to 
face foreign competition head-on because the duty on = parts was slashed to about 2 percent. 
Most of these manufacturers operated with national capital, and a large number have since opened 
themselves to foreign capital, including one of the most traditional and largest automobile parts 
manufacturers, called "Metal Leve," which has always been a national symbol of advanced technol­
ogy and efficiency. 

9. This law is called Anexo 4 and was introduced by the Brazilian Central Bank. 
10. See Pasanezze 1993 for a further assessment of the first cycle of the Brazilian privatization 

process. 
11 .  Chile has not yet joined the Mercosur bloc as a full member. Nevertheless it has a special 

free trade agreement with the bloc. Recently, Bolivia entered into a similar free trade agreement as 
a first step to filture membership. 

12. Especially some large corporations formerly located in Rio de Janeiro. 
13. In 1993, the number of bank agencies in the city of Siio Paulo represented 32 percent of all 

agencies statewide, and concentrated 70.7 percent of total state deposits and 81 . 1  percent of credit 
operations (FSEADE 1995: 64-68). 

14. According to the 1996 Gazda Mmanti/ Annual Ranking (GM- Balan�o Anual, 1996). 
15. The number of responses was not considered adequate to draw any definite conclusions. 
16. The author thanks Prof Ricardo Toledo Silva for making data available for this item. 
17. Informal jobs classification based on International Labor Organization information: inde­

pendent workers (not including those who work for just one firm with more than five employees); 
workers in firms with fewer than five employees); workers with no benefits; owners of a family busi­
ness with fewer than f1ve employees; members of a family working for no wages in a family busi­
ness. 

18. The agricultural production system, based on large properties and seasonal hiring of labor, 
has never absorbed the available labor suppply, and regional imbalances have promoted important 
migratory flows toward the more wealthy Southeast, which is now absorbing most of the structural 
unemployment associated with the globalization process. 

19. According to IBGE methodology that considers those individuals who have not worked in 
the month preceding the survey unemployed, the official rate of unemployment in October 2000 
for the Metropolitan Area of Siio Paulo was 8 percent while the average of the other five largest 
metropolitan areas was 7.5 percent (FIBGE: PME). 

20. See ESP 1997 and the Financial Times 1997. 
21.  In 1993, all the department stores in  the state operating with bar codes were based in the 

city of Siio Paulo. And 31 .6 percent of the international telephone calls placed or received in Brazil 
were recorded in the city of Sao Paulo (FSEADE 1996: 64 ). The number of helicopters in the city 
in April 2001 was around five hundred for two hundred heliports (GMLA, 2001). 

,22. These numbers are largely underestimated, insofar as the FIBGE (state statistical agency) 
does not consider agglomerations of fewer than fifty-one homes as squatter settlements. 

23. All data concerning Brazil and Japan trade relations were compiled from "Japan Annual 
Trade Reports," organized by the JETRO Office in Siio Paulo. 

24. Massive Japanese immigration to Brazil occurred during the early part of this century, when 
coffee production in the state of Siio Paulo lacked a sufficient labor force. From 1908 to 1925, the 



Sao Paulo state government subsidized this immigration. Mter 1925, the Japanese government sub­
sidized the immigration to Brazil, but this time the Japanese came as small farmers, instead of as a 
waged labor force. 

25. According to the number of employees reported by most, only one company, in the com­
puter industry (Epson), had a substantial head count (100), whereas the other ten had no more than 
about 150 employees altogether. 

26. Takanori Suzuki works for the Deloitte Touche Thomatsu consulting company and wrote 
the book "Brasil, o despertar de uma na�ao" ("Brazil, the Waking Up of a Nation'') (1997); see, 
G. M. 1997b. 

27. Financial Times 1997. 
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I C h a p t e r  a 

B E I RUT:  BU I L D I N G R E G I O N A L  C I R CU I T S 

E r i c  H u y b r e c h t s  

After a long civil war Beirut today i s  being rebuilt a s  a metropolitan hub for the 
Near East, which is expected to reinsert Beirut in regional and global economic 
systems. The reconstruction of the city is taking place in an environment with 
little social cohesiveness. There are multiple causes for the often sharp social 
divisions in the city, ranging from past conflicts among religious and political 
groups to the rapid expansion of the city, and they all exert influence. Alongside 
common problems raised by economic development processes and the dispro­
portionate concentration of activities in Beirut, more complex dynamics arise 
from the city's specific role in the prewar period, the real estate development 
options created by the massive physical destruction of the city's built environ­
ment, the role Beirut is expected to play in the global economy by some of its 
powerful elites, and the fact that all of this is occurring in a context where the 
social fabric of the city is torn by old and new divisions. 

The development of Beirut as a metropole can be seen as representing the 
territorial form of globalization (Escalier 2000: 207-21 9). As an actual devel­
opment it is strongly connected with the global exchange of flows of people, 
money, goods, and information. The reshaping of Beirut can be understood in 
terms of the relation between the city itself and the place it is trying to become. 

Although this essay will address urban segregation as it has emerged in 
relation to metropolitanization and the civil war, the main focus is on the eco­
nomic rebuilding of Beirut and on its role in the Near East and the Gulf. How 
is the development of Beirut connected with globalization? Is Beirut a relay, 
with an interface function between the Near East and the global economy? If 
development is linked with globalization, will this impose new urban forms and 
functions corresponding to changes within the international economic system? 
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Must the urban transformations observed in Beirut adhere to and be consistent 
with these trends? Will the urban forms and the actors supporting these links 

become apparent? 

T H E  POST-C I V I L  WAR YEARS:  T H E  N E E D  F O R  U R BAN 
C O H E S I V E  P O L I C I E S ?  

During the Lebanese civil war, Beirut was structurally devastated and was 
thrown into political, social, and economic chaos. The factors responsible for 
this were numerous, complex, and mainly linked with geopolitical frictions 
(Corm 1986). Longtime socioreligious (Picaudou 1 989) and socioeconomic 
divisions in Beirut are a microcosm of divisions that exist in Lebanon as a 
whole, and these partitions have found tangible expression in the city's housing 
patterns. And so as the country's internal political situation deteriorated into 
conflict between rival groups, the sociospatial divisions in Beirut allowed the 
city to become a clearly demarcated battlefield. 

The causes of these sociospatial divisions are partly historical. An analysis 
of the prewar period indicates the presence of extreme poverty in the midst of 
great wealth, as is clear in the longtime existence of a poverty belt (shantytowns, 
occupied mainly by Palestinians) in the context of rapid economic development 
(growth of more than 5 percent over a period of fifteen years). The so-called 
Lebanon miracle is based on an unbalanced ecenomy, with a deficit in the bal­
ance of trade and a surplus in the balance of payments. And this "miracle" is 
being played out mainly in Beirut; the country's economic development is 
largely concentrated in that one city. This process of concentrating resources 
and activities in Beirut began in the middle of the nineteenth century and was 
strengthened during the French mandate (1920-1943) when Beirut was the 
capital of the Levant. The city's centrality is the fruit of a cumulative process 
spanning more than one and a half centuries. 

The application of geographic principles to the comparative analysis of the 
social divisions and urban growth of the postwar era provides a clearer under­
standing of the current processes of metropolitanization and social collapse. 
Such a methodology reveals that the causes for social fragmentation in Beirut 
are more complex than usually considered and cannot be simply attributed to 
general socioeconomic factors. In fact, the social division of the city was also the 
result of political divisions concerning the Palestinians. Moreover, during the 
war the dispersion of the city's centralized activities and the displacement of its 
population are results of the conflict and the virtual demolition of the city cen­
ter. Current efforts to make Beirut into an international metropole are reflected 
in the desire to bring the city center up to internationally recognizable stan­
dards. (See also the case of Shanghai, this volume). 

The "demetropolitanization'' of Beirut in the 1 980s, when the city lost its 



regional status, corresponds to the most important division of the city. In this 
period, oil prices were low, and the Palestinian leaders were expelled from 
Lebanon. Christian militiamen held enormous power. The city was a disorgan­
ized mosaic of microterritories (Beyhum 1990). The main access to the city, 
port, airport roads-was controlled by private militiamen. The division of the 
city weakened the financial and political significance of Beirut in the region. 
Here metropolitanization and demetropolitanization processes are not causes 
for the divisions in the city but are rather a result of the divisions in the city. 

Today, community-level divisions largely follow religious lines: the 
Christians live on the east side of the city and the Muslims on the west side. This 
seems to be the dominant divisive factor, but it is strongly contested by other 
forms of sociospatial structures (as I'll discuss below) with few or no attempts at 
social reconciliation (Huybrechts and Douayhi 1999). Housing patterns also 
reflect socioeconomic divisions. Rent laws protecting tenants have been in effect 
since 1970. The diminution of the Lebanese pound (which fell to one-thou­
sandth of its prewar value during the war) reduced the annual rent of many 
apartments to the price of a single dinner in a restaurant. As a result, develop­
ment of rental housing plunged. This contributed to concentration of the popu­
lation in the municipality of Beirut; three-quarters of the people living in Beirut 
rented housing. Running contrary to this was the displacement policy of the 
government, which after the war expelled tens of thousands of squatters from the 
central districts, a move that also helped demarcate the suburbs. The property 
rights of the displaced are the subject of continual political contention for the 
different governments concerned. The real estate market plays a strong role in 
the location of people, which in turn has crucial consequences for community 
solidarity and social control. For example, gated communities, designed mainly 
before the war (Ghorra-Gobin 1981-1982) and built both during and after the 
war, have been located in areas that have very little other housing. There are 
dozens of new commercial malls with luxury shops and security control in every 
type of neighborhood. (See also chapter on Buenos Aires, this volume). 

Thus two important factors in the lack of social cohesion in Beirut can be 
distinguished: socioeconomic divisions and community polarization. These two 
factors are interlinked and complex and are seldom contested by current social 
science research. Community links relate to the political "clientelism" based in 
the political practices of the country. Economic networks are formed upon this 
clientelism but in a way that seeks to override socioreligious divisions. Investors 
from different communities are encouraged to mix their religious networks for 
commercial promotion. So Shia invest in Christian neighborhoods; Christians 
sell land to Sunnis; Christians invest with Muslims in various commercial or 
real estate projects. By contrast, in rural areas it is difficult to buy land for non­
local inhabitants. The city allows mixed and open exchanges. Community clivi-
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sions seem to be more present in the political sphere than in economic activi­
ties. However, within this economy, political power plays a strongly protection­
ist role in the market, so that real estate, import-export, and diaspora 
investments are all closely interlinked in the economic sphere. The administra­
tive structure appears to be no more than a mechanism used by numerous pub­
lic-private actors to garner comparative advantages. The state is one of the main 
links between community and economic dynamics. 

Strong contrasts exist in the spatial recompositions of the postwar period: 
irregular settlements stand close to new residential areas; new residential and 
industrial buildings are built on agricultural and natural areas or next to ruins; 
large urban projects are implemented without the underpinnings of adequate 
government policies. At first glance, the urban chaos is the most prominent fea­
ture of this city, followed by the mountainous backdrop. This chaos is a result 
of a multitude of individual and collective strategies enacted without coordina­
tion in the field. But decisions about the rebuilding process and the formulation 
of urban and regional policies are made at the national level, as are policies gov­
erning specific zones or sectors. These two contradictory operational modes 
have effects at different levels of the redevelopment of Beirut. 

Consequently, policies that aim at urban cohesion are now clearly more 
important than ten years ago, when the war ended. The daily movement of peo­
ple and traffic, formerly segmented along the East-West divide according to the 
1 994 findings for the Greater Beirut Transportation Plan, has now been freed 
up by the rebuilding process. Former battlefield sites now boast public facilities 
and residential areas. Roads that once were impassable because of the skir­
mishes being fought on them now carry more traffic than before the war. There 
has been a recent explosion of cellular telephone lines (four hundred thousand 
lines in three years), and 1 .3  million old land lines have been restored to use; 
both developments are seen as signs of rapid recovery of communications in the 
city and beyond. The building of more than twenty commercial malls and the 
prospects of forthcoming European hypermarkets (Carrefour, Metro, Leclerc, 
Spinneys) accompanied by cinema complexes, supermarkets, hotels, and foreign 
brands are all forces of change that will alter the daily mobility of people. 

Thus the mobility of people seemingly follows paradoxical trends: on the 
one hand, increased diversity in the commercial, employment, and leisure sec­
tors reduces the necessity to live further away from the city center; on the other 
hand, the enhanced transportation system (Huybrechts 1999a) and the dispar­
ities, at the level of microterritories encourage suburbanization and limit the 
opportunity to use the agglomeration as a whole . 

New public spaces have become more attractive to residents. The Beirut 
Corniche has become the most popular place in the city for walking, jogging, 
and swimming. The new Dbaye Corniche, in the northern suburbs, is becom-



ing popular with families. In these public places, Beirut is recovering its hyper­
urbanity in a metropolis extended and reshaped by the war and reconstruction. 
On the other hand, the demolition of the city center during the years of war 
stimulated the creation and strengthening of secondary centers (Jounieh-Zouk, 
Borj Hammoud, Fum ech-Chebbak, Ouzai, Jbeil). Many contradictory trends 
are observable; structure-enhancing elements within communications sectors 
are paving the way for urban cohesion policies, but their construction is causing 
delays in the implementation of other projects (mass-transit highways, city cen­
ter schemes), all of which disturb the rhythm of this change. 

A I M I N G  AT R E I N S E RT I O N  I N  G LO B A L  M A R K ETS 

A short and static analysis of the current economic situation could cast doubt 
on the likelihood that Beirut will attain the regional role to which it aspires. 
Beirut has 1. 7 millions inhabitants (Huybrechts 1999b) but clearly is not a 
mega pole as defined by international standards; there are 1 1 9  cities in the world 
that are larger in population. In fact, the port area reconstruction in Beirut is 
less than one-third as large as Haifa (Israel) and only one-twentieth the size of 
Dubai's container port. The city's airport handles about the same amount of 
traffic as the airports at Amman, Doha or Damascus, but only half the air traf­
fic in Cyprus and one-third that ofDubai, Cairo, Tel Aviv, or Jeddah. However, 
the strong economy in Beirut and the development of huge new capacities sig­
nal the possibility of its reemergence as a regional center. 

The war left three-quarters of the city damaged, 5 percent of it in ruins. 
This would seem to allow parallels with decayed industrial areas in other coun­
tries. But in fact such comparisons are difficult because the remetropolitaniza­
tion of Beirut is pursuing a process continuous with what happened in the city 
before, during, and after the war. The war allowed for the opportunity to 
amplify urban restructuring projects initiated before the war and to develop 
projects at a scale that would have been impossible in the prewar era. For exam­
ple, one of the aims of the city center project was to triple its real estate surface 
by demolishing 80 percent of the dilapidated buildings and reclaiming 64 
hectares on the seashore. 

Despite the extent of social segregation and spatial division in the city dur­
ing the war, and despite the constitutional change of repartition of power, there 
is a strong continuity in urban planning. Much of the major infrastructure and 
many of the facilities and urban operations are more or less in the former war 
zones or in the seashore suburbs on reclaimed land (340 hectares of reclaimed 
land in the northern suburbs and 560 hectares in the southern suburbs), pro­
viding ample space for further expansion of the projects. The key political and 
financial actors within this process are participating collectively by defining and 
implementing the process of metropolitanization. 
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Some of these projects a.tm to relocate Beirut within the international 

exchange system. The reconstruction of the infrastructure requires expansions 

of a scale that surpass local economic dimensions: the international airpo�t of 

Beirut, situated 7 kilometers from the city center, has doubled its passenger 
traffic in five years, reaching 2.3 million passengers, despite the nearby Israeli 

military presence and the depressed regional context. Today, fifty-two airline 
and air-transport companies use the airport. The proposed new terminal would 

allow the airport to serve 6 million passengers a year, and the "open sky" policy 

that commenced in February 2001 is expected to increase the opportunity for 

the Beirut airport to compete as a hub with Cyprus, Tel-Aviv, Cairo, and 
Dubai. The new extension of the container port of Beirut opened early in the 

year 2001 .  The port capacity is four times greater than before, which could 

allow Beirut to compete with Haifa, Eshkalon, or Damiette and others in the 

Near East and the Gulf. Beirut may become the main point of entry to the 

Levantine coast in this region. Large new facilities have been built to accom­

modate international regional demand: a new stadium of 65,000 seats and a 
new campus for the university (forty-five thousand students) on 70 hectares.1 

Large road projects are planned to connect with the regional highway network 

from Turkey to Egypt, adding Lebanon to the Arab highway system of Syria, 

Jordan, Iraq, and Saudi Arabia. Communications networks are now at interna­

tional standards: ftber-optics networks of high capacity connect Beirut with the 
global network; and satellite communications, cellular phones, and the rapid 

expansion of lnternet service (one hundred thousand users for 3.8 million people 

in Lebanon) are signs of rapid integration into international exchange networks. 

Large urban operations are being designed to be compatible and competi­
tive with the main business, commercial, and leisure industries in the Middle 
East. The rebuilding of the city center (4.69 million square meters) is the focal 
point of this reconstruction process. High-quality standards are applied in this 

"old city of the future," mixing old-style and contemporary architecture in 

buildings, public spaces, and pedestrian streets. Further, large-scale projects are 

planned for the southern suburbs (Clerc 2001) and for those vast areas 
reclaimed from the sea (Ghandour-Atallah 1998). All these ambitious devel­

opments have one main goal: to allow Beirut to compete as a prime location for 

investment and commercial distribution in the Middle East. 

Infrastructure construction has contributed to a real estate boom and enor­
mous change in the built environment. More than fifteen thousand buildings 

went up between 1991 and 1996, matching the volume of new construction in 

Paris or Moscow. Still, this volume is slightly lower than it was before the war, 
when one-third of tangible investments were devoted to land and real estate. 

Reusing the same model from before the war, land speculation is again one of 

the main pillars of the Lebanese economy . 



Beirut is trying to attract the regional convention trade, marketing itself as 
a Near East center for exhibitions and fairs. It is also promoting itself as a place 
to live that offers a high quality oflife, and it is using its media advantage in the 
Middle East to that end. The Lebanese TV has strong impact within Gulf 
countries, and Lebanese media production is in high demand in Arabic nations. 

Major Lebanese and international companies are returning to Beirut. 
Coca-Cola is leaving Cyprus for Beirut; Vivendi chose Beirut over Dubai for 
its regional office; and Bouygues is undertaking a $230 million reconstruction 
project there. In addition, the ESCWA, the regional United Nations organiza­
tion, left Amman in favor of Beirut. Important multilateral stakeholders are 
strengthening this integration into the mainstream international free market 
channeled through several regional and global processes, according to 
EUROMED, WTO, and the Arab League (Compain 1998). 

COM P E TI T I O N  A N D  C O M P L E M E N TAR ITY I N  T H E  M I D D L E E A S T  

All of this speculative development is  taking place in  a region that may appear 
economically marginalized in global terms. The southeastern part of the 
Mediterranean constitutes less than 2 percent of world financial exchange. 
Regionally, financial activity is much more concentrated in Egypt and Israel. 
Income diminished by 2 percent in the Near East between 1980 and 1995. 
Although Lebanon's gross domestic product of$4,000 per capita is higher than 
that of other Arab countries of the Near East, it is far less than that of Israel 
($16,000) and the Gulf countries ($25,000). Lebanon's manufacturing sector, 
with $1 .7  billion in value added in the year 2000, is not aiming to increase its 
presence in world production. 

Rather, Beirut is orienting its activities around services, media, and com­
merce. International companies are using Beirut's location to launch their 
products in the Near East and Gulf countries. These international firms do not 
require a large labor force to carry out their operations. Thus the effect, while 
strategic, is small in its impact on the creation of office buildings. Most of these 
firms have joint ventures. For example, one-third of the seventy-five banks in 
Beirut are joint-ventures. Some of these banks have aims for regional expan­
sion. Thus Beirut is reclaiming its prewar role of relay in the region for inter­
national companies (Paix 1973), but without having any primacy in the region 
in which it is competing. 

Beirut's port is not in competition for shipping traffic with Gulf ports, such 
as Dubai or Aqaba (Jordan) because of their regional locations on different 
main traffic networks. Beirut gives better opportunities for ships coming from 
the Occident that want to avoid the Suez Canal and thus save three or four days 
on their route to Gulf countries. Here competitive advantage is obvious, thanks 
to good terrestrial links (highways, rapid crossing of tolls). Thus, port competi-

.. 
"' 
;:a 
c 
� 

.. 
c 

.... 
Cl 

z 
G"l 

;:a 
... 
G"l 

0 
z 
,.. 
.... 
!::! 
:a 
1'\ 
c 

� 
Ul 

21f] 



Ill 
1-
z 
u 
... 
..: 
Ill 
>­
::::1 
z 
u 
..: 
... 

tion is concentrated within the Levantine coast. The mam competitors are 

Haifa (Israel), Eshkalon (Israel), and Lattaquia (Syria). The opening of Iraq 
and the economic development of Syria are two markets for these four ports. 
The macroregional political context interferes with Syria, which in turn pro­

duces pressures to limit the capacity of Lebanon's competitiveness despite the 

low capacity of Syria's port. Israel, on the other hand, has political and cultural 

handicaps that limit its ability to develop exchanges in the region; but Israel also 

offers more effi ciency at its port (it takes no more than a few hours to transit 
containers in Haifa, as opposed to the week it may take in Beirut before the 

opening of the new container terminal) . 
The already weak industrial infrastructure in Beirut sustained further dam­

age during the Israeli attacks. International competition from Egypt, Turkey, 

and eastern Europe reduces opportunities for Beirut, except in some protected 
segments.The main areas in which Beirut might become competitive are 
finance, media, education, health, commercial development, fairs/ exhibitions, 

leisure, and real estate. These sectors are the same in Amman, Kuwait, Abu 

Dhabi, Bahrain, Dubai, all of which have a thirty-year head start on develop­

ing them. Damascus and Aleppo are not competitive because of constraints 

imposed by the regime in Syria. 
Beirut's clearest competitive advantage is that it has solid links with a large 

diaspora. Overseas Lebanese networks connect Beirut with multiple interna­

tional business centers. Further, in comparison with other metropolises that 

import manpower (e.g., 90 percent of Dubai's workers are migrants), Beirut 

appears more stable, with less dependence on foreign workers and more capac­

ity for long-term economic development. 
However, Beirut's development depends in large part on regional develop­

ment capabilities, currently stymied by deep political crises. Forecasts based on a 
rapid solution for the regional peace process and OPEC aid indicate the fragility 

of the strategy. The present period is particularly difficult because of a large 

national debt (140 percent of the GDP) and slower regional economic develop­

ment than anticipated. In this context, Beirut is a metropolis that is ready to host 
a large part of the speculative investment of the next regional economic boom. 

But the current waiting period, intended to protect domestic markets before the 

regional openings, has become a period in which the accumulated debt cannot 

be redressed without rapid, and that means regional, expansion. 

C O N'C L U S I O N  
As indicated above, the success of the strategy for reinserting Beirut in regional 
and global circuits is closely related to the regional context, and right now there 

is a lot of uncertainty about the future in the region. The future is dependent 

on the reduction of divisions in the region, notably closed frontiers and high toll 



taxes . But if regional differences can be resolved, the Middle East can be pro­
moted as a location for investment, and with the large capacities that Beirut is 

able to offer after ten years of rebuilding, the city should be a rna jor competi­
tor. Its integration into the global economy will be based on the successful mar­

keting of its services, commerce, tourism, and education, but not on 
manufacturing. This corresponds to its traditional role of interface between the 

Mediterranean Sea and the Middle East. The regional opening will be a signal 

for speculative and volatile investments, and for consumer industries (leisure, 

tourism). The important investments in land and real estate are linked to the 
comparative advantages of this sector (low taxes, high density) . The accumula­

tion of wealth in this sector before, during, and after the war is a handicap for 

further development, but it is also a sign of the vitality of the speculative econ­

omy. It is one of the motors running the metropolitanization of Beirut. 
Integration into the global economic system is focused on the development 

of communications infrastructures, the use of foreign images and models, and 
the accumulation of wealth by investments in banking and real estate and 

growth in the import and export trade. Integration is not centered on world­
class innovation systems. Transforming Beirut into a metropole is a cumulative 

process that began in the middle of the nineteenth century. Today, the effort is 
to recover a place in the region after fifteen years of war. Beirut's dominant 

stakeholders are pinning their hopes on an infusion of global investments and 
trade in the Middle East, and they are reshaping Beirut in the image that those 

hopes dictate. The city is being shaped not by the reality of its integration in a 

global economy, but by the expectation that it will happen. The models, and 

images of its reshaping are those of certain sectors with a strong orientation 
toward the larger regional and global economies. 

N OT E S  
The author thanks the Institute for Advanced Study, United Nations University (Tokyo) for its 

support. 
1. Beirut has also attracted much media attention recently as the host of the pope's visit to 

Lebanon (1997), the Asiatic Games (1998), Arab cultural capital (1999), Asia football cup (2000), 
Francophony Congress (2001), with many more notable events forthcoming, such as the regional 
environmental exhibition (2003) and annual automobile racing (from 2005). 
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H O N G  K O N G :  G L O BA L  CA P I TA L  E X C H A N G E  

D a v i d  R. M ey e r  

Advances in telematics-the integration of telecommunications and computer 

technologies that permit instantaneous transmission of information-raise 

anew the specter that key actors in finance, commodity exchange, corporate 

management, and other businesses controlling exchange of capital will disperse 
from their metropolitan bases. This scenario contrasts with an alternative claim 

that advances in transportation and information transmission technologies per­

mit more dispersed production and consumption of goods and services, creat­

ing demands for greater interaction. The need to control and coordinate 
increasingly complex exchange requires that actors specialize, thus intensifYing 
the need to communicate sophisticated information, often through face-to-face 

exchange. These specialized actors and growing complexity of exchange also 
create demands for production of services to help manage exchange. Service 

actors, such as lawyers, accountants, and management consultants, need close 

access to each other and their clients to coordinate strategies. Paradoxically, 

greater centralization of control and coordination activities results; changes in 

global cities such as New York, London, and Tokyo epitomize this process 

(Janelle 1969: 348-364; Pred 1977: 173-182; Sassen 2001) .  
This debate reflects disagreement over the relation between technology 

and society. Visions of seamless links among individuals via telematics repre­

sents another version of technological determinism; each innovation sets off a 

new era in human spatial behavior. However, a more fruitful approach examines 

how individuals and social groups incorporate each new technology into busi­

ness activities. This does not dismiss the possibility that new social behaviors 

arise, but it recognizes that people continue or modifY previous behaviors 

(Thrift 1996: 1463-1493). I propose that intermediaries controlling interna-
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tional exchanges of commodity and financial capital employ their social net­
works to organize and implement exchanges of capital, and they incorporate 
telematics in their decision-making process. Global cities are agglomerations of 
these decision makers, and they operate in local and interurban social networks. 

This conception of global cities and social networks binding them high­
lights the critical distinction between physical means of telematic information 
processing and communication and decisions about capital exchanges; these 
need not coincide.1 Telematics has high fixed costs and low variable costs, a trait 
typical of most transportation and communications technologies, and high 
infrastructure costs to connect dispersed sites through linkages and nodes con­
tributes to those traits. Teleports-combinations of satellite clusters and local 
fi ber-optics linkages-manifest that characteristic (Warf 1989: 257-271; 1995: 
361-378). Global cities with great concentrations of fi nance and corporate 
headquarters lead teleport construction, but future innovations might obviate 
juxtaposition of users of teleports and actual infrastructure. Teleports and link­
ages radiating from them are merely conduits for information exchange; deci­
sions about control of capital exchanges need not coincide with teleport 
locations. 

This distinction between telematics as a technology to process and com­
municate information and decisions about capital exchanges has old roots. 
Before the telegraph, information moved long distances with passengers and as 
written communications carried by passenger and freight vehicles (horse, 
wagon, ship), and routes reflected types of transport systems. However, those 
linkages did not necessarily match connections among decision makers con­
trolling exchanges of commodity and financial capital; their social networks 
served as those connections. Even after the global telegraph network reached its 
initial form around the 1 870s (Farnie 1969: 1 85-186), information movement 
over telegraph lines followed circuitous routes with no necessary correspon­
dence to social network linkages among decision makers. Those controlling 
decisions about capital exchanges operated from hub positions in the network, 
and London was the global pivot. Yet, even that was not deterministic, because 
decision makers controlling capital exchanges made certain their bases were 
connected to the network. Their social networks comprise the fundamental 
linkages among global cities; the logic of those networks is examined now. 

N ET W O R K S  O F  CA P I TA L  

International trade and financial intermediaries, as well as other intermediaries 
of global capital, confront the problem of exchanging capital across political 
boundaries.' That introduces potential conflict as competitors appeal to force, 
that is, request their nation-state to enforce sanctions against external interme­
diaries. International intermediaries also confront broader problems of malfea-



sance by exchange partners such as failure to fulfill contracts, theft, and fraud. 
This forces intermediaries to build transactions on trust in order to minimize 

risks of exchange across international boundaries; they do that through friend­
ship, family, ethnic, or religious ties. 

Networks of capital also build as intermediaries react to competltlon. 
Those controlling capital exchanges always face potential competition from less 
specialized intermediaries taking advantage of economic growth and develop­
ment to start intermediation at less specialized levels. If growth and develop­
ment continue, intermediaries use accumulated capital to compete with more 
highly capitalized intermediaries, who then must react to that competition; they 
have two options. They can remain at their existing level of specialization and 

face shrinkage of business, unless growth and development raised total business 
for all intermediaries at that level of specialization. Alternatively, they rna y use 
their larger capitalized position and greater access to information about 
exchange to follow a specialization strategy, thus maintaining dominance of 
international exchange at the larger volume and territorial scale. Sometimes 
these reactions to competition consist of internalizing intermediary functions 
previously carried out by specialized firms. In either case, greater specialization 
enlarges complexity of exchange, including exchange up and down a hierarchy 
of specializations. Intermediaries also may react to competition by investing in 

transportation and communication improvements; telematics represents one 
means to alter transaction costs among intermediaries. 

They also agglomerate as a means to reduce transaction costs, and that 
serves multiple purposes. Within the agglomeration, intermediaries build trust 
through business and social ties, and close proximity enhances sharing complex 

information face-to-face. They can develop cooperative ties in international 
exchange permitting them to share risks, thus lowering probability of failure, 
and they can share high fDced costs of international transportation and com­
munication infrastructure. Once an agglomeration emerges, subsequent inter­
mediaries have incentives to locate with existing ones to exchange information, 
cooperate, and share in fDCed infrastructure costs. Each additional intermediary 
enhances attractions of an agglomeration to subsequent ones. If producers and 
consumers of commodity and financial capital in a territory distant from the 
original agglomeration experience economic growth and development, some 
intermediaries may form a new agglomeration in or near that territory. 
However, the new agglomeration forms only if intermediary gains in control­
ling exchanges of those producers and consumers compensate for substantial 
benefits to intermediaries of being in the original agglomeration. Therefore, the 
global system of cities comprises social networks of intermediaries controlling 
exchanges of capital. The friction of distance impacts their decisions about cap­
ital exchanges across political boundaries, such as through their capacity to ship 
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commodities or through delays in accessing information face-to-face over long 
distances. Nevertheless, their agreements to engage in exchange with each other 
are direct linkages that, once forged, can be maintained over long distances. The 
world city system always has had a network foundation; modern telematics, 
while permitting instantaneous communication of vast amounts of information, 
has not created a network system where none existed before. 

The network structure of today, global urban system comprises one or more 
cities housing the most specialized and highly capitalized intermediaries; these 
are the great global metropolises (London, New York).3 They forge exchange 
linkages with other intermediary agglomerations operating at less specialized and 
less capitalized levels. World-regional metropolises (for example, Miami, 
Frankfurt) and older, leading centers retaining prominent decision makers in cap­
ital exchanges (for example, Amsterdam) also have widespread linkages both 
within their world region and outside it, though not at the scale of great metrop­
olises. Beneath these agglomerations other metropolises may have decision mak­
ers controlling capital exchanges over a multicountry territory (for example, 
Singapore, San Francisco). At the next level national metropolises whose inter­
mediaries have limited capacity to control exchange outside their borders have 
most of their exchange linkages controlled by more specialized and capitalized 
intermediaries in other metropolises. Leading global metropolises have interme­
diaries exchanging capital with most metropolises, but linkages among metropo­
lises also have some territorial basis; intermediaries in world-regional 
metropolises have extensive influence over exchanges in their world region. And 
some of these metropolises also house numerous branches of global firms, thus 
providing linkages with most major cities in the developed world (for example, 
Hong Kong). Metropolises beneath the world-regional level whose countries are 
active in import and export markets have widespread global ties with commodity 
trade partners (for example, Paris, Chicago, Sydney). 

Hong Kong offers an intriguing venue to explore the future of global cities 
and the impact of telematics. As a city-state and British colony, it possessed no 
national hinterland; decision makers controlling exchanges of capital did the 
vast majority of business in other political jurisdictions, except for significant 
local sharing of information, cooperation on deals, and economic exchanges 
among firms. The return of Hong Kong to Chinese sovereignty in 1997 added 
a national hinterland, but placed a wealthy "capitalistic" economic system under 
control of an impoverished "socialist" state (Welsh 1993). Yet, through all these 
twists and turns, Hong Kong stands as one of the greatest concentrations of 
decision-makers controlling exchanges of global capital.' Explanation of that 
paradox shifts attention from idiosyncratic factors to generalizations about con­
trol of capital exchange. Trade and financial bonds of Hong Kong reach two 
broad groups-Asian countries and developed countries outside Asia. 



R I S E  O F  H O N G  KO N G  AS T R A D E  A N D  F I N A N C I A L  C E N T E R  

Trade and financial linkages o f  Hong Kong reveal the position o f  its interme­
diaries in global capital exchange. Hong Kong became a British colony follow­
ing ratification of the Treaty of Nanking between Britain and China in 1 842 
that opened five "treaty ports," and, from the start, the British viewed it as their 
great emporium of trade in the Far East. Within three years as many as four­
teen hundred oceangoing ships entered and cleared the port, and by 1866 this 
number had surged to almost seventy-six hundred. Trade and financial patterns 
established during these years persisted until the First World War. From the 
start, prominent British and American trade and finance firms of Hong Kong 
forged direct linkages to leading global metropolises, especially London and 
New York, through their control of capital exchanges. At a smaller scale, firms 
from other European countries such as Germany and France forged linkages to 
London, as well as to metropolises in their home countries (Bard 1993; Tom 
1964: 107, appendix 4). 

British merchants used Hong Kong as their base to trade throughout Asia, 
especially with China, and Hong Kong was administrative center for opium 
imports from elsewhere in the region, principally India, and for re-export to 
China. This trade loomed large until its suppression around the turn of the cen­
tury, accounting for close to half of China's imports in some years (Endacott 
1973 : 1 94; Miners 1 987: 207-210). British merchant houses in Hong Kong, 
such as Jardine, Matheson & Company and Dent & Company, along with 
other Western merchant houses, controlled opium imports as part of their 
China trade. They hired Chinese managers known as compradors to operate 
from treaty ports and negotiate with local and interior merchants to sell opium 
and British manufactures and to buy tea and silk, and compradors also arranged 
payments through local banks and supplied market intelligence to merchant 
houses (Hao 1970). Chinese merchants in Hong Kong increasingly controlled 
redistribution of imported British manufactures to China, and this coastal trade 
often bypassed treaty ports British merchants had to use. However, Hong Kong 
merchants did not dominate China's export trade to the same extent, because 
distant merchants in Europe and North America controlled simple trade in 
leading goods such as tea and silk (Endacott 1973 : 1 94-197) . In these trade and 
financial linkages, they used the telegraph to communicate with London and 
other major cities in Asia, and shipping provided means to communicate 
through mails. Nevertheless, social networks of intermediaries comprised the 
fundamental governing structure of exchange. Hong Kong's agglomeration of 
foreign and Chinese firms made key decisions about trade and financial 
exchange in Asia and with the developed world (Meyer 2000). 

Hong Kong quickly became a Chinese city with a tiny British superstruc­
ture comprising less than 5 percent of the population (Endacott 1973 : 183,  
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252). Many Chinese worked as laborers on docks, in warehouses, and.in ship­
yards, but a critical minority were entrepot merchants. They made Hong Kong 
the pivot of the trade and information network in the Far East binding dis­
persed Chinese merchant communities. On the one hand, Chinese merchants 
of Hong Kong retained substantial control of export of goods to China, and, on 
the other hand, they supplied Chinese specialty goods to growing Chinese 
communities throughout the Far East; but they did not monopolize this trade. 
Compradors in China also usurped some foreign trade of merchants who orig­
inally hired them, such as trade between Chinese ports and Singapore (Hao 
1970: 1 1 7-120). Because Hong Kong served as a leading final embarkation 
point for Chinese heading to the Straits, Australia, and North America, its 
business community could monitor ongoing changes in the Chinese diaspora 
(Endacott 1 973 : 121-132, 183-197; Tsai 1993: 23-35). British guarantees of 
free trade for Chinese and Western merchants made Hong Kong the optimal 
base to trade throughout the Far East and with Europe and North America. 

From 1 850 to World War I, Hong Kong was one of the world's greatest 
ports. In 1866 the seventy-six oceangoing ships entering and clearing the port 
totaled about 3.8 million tons; and by 1911  the ship total had reached 1 9,644, 
comprising 20.5 million tons. Hong Kong's trade with China soared from 1 869 
to 1911 as exchange rates between Hong Kong dollars and Shanghai taels held 
steady. Imports from China rose tenfold from $16  million (Hong Kong dollars) 
to $161  million, and exports to China rose eightfold, from $29 million to $230 
million. The British share of China's import and export trade gradually 
declined, whereas Hong Kong merchants handled a greater share of China's 
trade. During the 1890s Hong Kong controlled about 50 percent of China's 
imports and about 40 percent of her exports. As Hong Kong's dependence on 
British trade declined, trade expanded to other parts of Europe (Germany, 
France, Russia), Japan, and North America (Endacott 1973: 253; Tom 1964: 
107, 151-152, 159-160, appendices 4, 5, 19). Hong Kong had become an inter­
national emporium of trade with exchange linkages to most of the leading 
metropolises of the developed world. 

Finance lubricated this trade. The Oriental Bank, based in India, opened a 
Hong Kong branch in 1845, just two years after the colony's founding, and 
other banks, principally based in India, followed during the next several 
decades. These banks focused on financial exchange operations supporting 
trading companies: accepting deposits; buying and selling currencies, bullion, 
and'bills of exchange; and granting credit for purchasing goods (Endacott 1973: 
1 18 ;  King 1 987: 83). Opening of two main offices of the Hong Kong and 
Shanghai Banking Corporation in the respective cities in 1865 heralded a 
financial watershed. An international consortium of merchant trading firms 
from Britain, Germany, Norway, and the United States, with major operations 



in Asia, joined merchant firms based in Hong Kong to found the bank. From 
the start, directors guaranteed that Hong Kong served as headquarters and that 
the bank operated as an exchange bank to finance the trade of Hong Kong, the 
treaty ports of China, and Japan. Within a year the bank had added two 
branches outside Hong Kong at Yokohama and London and a worldwide array 
of agents. Over the next three decades, the Hongkong and Shanghai Bank 
expanded its branch office network in Asia, in many cases founding branches in 
cities in which it initially had agents. (King 1987: xl, 53-5, 95, Map 2, Table 
3.5) .  Through its internal organizational structure this bank epitomized the 
global reach of Hong Kong firms that made it a world-regional metropolis. 

This office expansion underscored the growing fmancial power of the 
Hongkong and Shanghai Bank in Asia and solidified its access to European 
capital markets. In 1865, in addition to opening a London branch, the bank 
forged fi nancial agreements with two of the city's leading banks-London and 
Westminster Bank and London and County Bank. Following 1874 the 
Hongkong and Shanghai Bank became dominant lender for loans to the 
Chinese government, taking a principal position in finance of China's import 
and export trade. The Bank leveraged its ties to London's financial market to 
lead the formation of consortiums of lenders to China. By 1885 it had the 
largest banking presence in China's treaty ports, and by 1895 had attained 
global importance (King 1987: 6, 100-101, 50Q-562). 

From 1895 to 1918 Hongkong and Shanghai Bank expanded the number 
of branches and agencies in the Malay states and China. Officers of these units 
increasingly committed the bank's capital to fi.nancing economic activity in 
their territory of operations, such as natural resource development, imports, 
exports, and infrastructure (ports, railroads), in addition to handling exchange 
operations for the bank. During this period the bank also expanded merchant 
banking and became a leading syndicator of loans for Chinese railways. These 
loans required a global approach: the London branch handled negotiations with 
the British government and with London and other European banks, while the 
Hong Kong and Shanghai offices, as well as Chinese branches in other cities, 
especially Beijing, handled negotiations with the Chinese government. By the 
First World War, Hongkong and Shanghai Bank ranked as the foremost 
exchange bank in Asia, leading merchant bank in the fi nance of China loans 
and head of international consortiums, and financial agent for the Chinese gov­
ernment.5 Hong Kong joined the group of top ten international financial cen­
ters, partly due to activities of the Hongkong and Shanghai Bank, but also 
because prominent banks from around the world placed branch offices in Hong 
Kong. In 1900 Hong Kong ranked fourth globally, and over the next eighty 
years fluctuated between third and tenth rank.6 

From the end of the First World War (1919) to the Communist Party 
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takeover of China (1949), Hong Kong faced an interregnum as emporium of 
trade and finance. British economic and military power declined, and chal­
lenges arose at home to British imperialism. Hong Kong remained a premier 
financial center and port, but its status grew uncertain as internal disturbances 
gripped China and the Japanese flexed economic, political, and military mus­
cles in Asia. Japan occupied Hong Kong in December 1941; following 1945 
China plunged back into civil war, unleashing a flood of refugees to Hong Kong 
(Endacott 1973 : 285-310) .  

These refugees transformed Hong Kong; a large number entered from 
Guangdong province, bordering Hong Kong, providing a reservoir of low-wage 
labor. A small number arrived from Shanghai, China's industrial heart, bring­
ing capital and entrepreneurial skills in manufacturing. Before 1950, shipbuild­
ing and entrepot manufactures dominated Hong Kong's small industrial sector, 
but new entrepreneurs diverged from that path. During the mid-1950s they 
founded numerous small textile and clothing firms, but by 1960 textiles 
declined relatively and manufactures such as artificial flowers and plastic toys 
and dolls increased; clothing continued as a major sector, constituting about 
one-third of all exports until 1970. By the mid-1960s the industrial importance 
of electrical machinery and appliances began a sharp rise. Growth in number of 
firms-from 1 ,050 employing sixty-four hundred workers in 1947 to 17,239 
firms-employing 589,505 workers in 1970 mirrored this industrial expansion.' 

Exports of locally produced manufactures reinvigorated Hong Kong's 
trade. Total trade (imports and exports) rose from $5.8 billion (Hong Kong dol­
lars) in 1954 to $32.8 billion in  1 970. In the early years, developing nations in 
Southeast Asia took the exports, but they soon envisioned entering the same 
lines of manufactures as Hong Kong. This competition encouraged factories in 
Hong Kong to shift to more sophisticated products; by 1970 the United States 
and Britain took 54 percent of Hong Kong's exports. Exports to China lan­
guished because Soviet bloc nations became suppliers of capital goods to China, 
and food constituted a significant share of imports from China up to 1 970 
(Endacott 1973 : 316-119; Szczepanik 1958: 51-2, 158,  table 14). 

R EC E N T  T RA D E  A N D  F I N A N C I A L  B O N D S  OF H O N G  KO N G  

Since 1970 Hong Kong's trade has continued soaring (see table 1), and it main­
tains two patterns dating from the nineteenth century-high levels of exchange 
with developed countries in North America and western Europe, and with 
other Asian countries. These account for more than 90 percent of the value of 
all types of trade-domestic exports, reexports, and imports. Domestic exports 
comprise mostly manufactured goods produced in Hong Kong for sale else­
where, and their growth reflects post-1945 industrialization of Hong Kong. 
Exports surged from 1974 to 1984 as North America took the largest share of 
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Reexports Millions of Hong Kong Dollars Percent Distribution 

World Region 1974 1984 1998 1974 1 984 1998 

North America $578 $13,068 $277.673 8.1 15.6 24.0 

Central & South America 191 947 36,120 2-7 1.1 3-1 

Western Europe 765 4.692 190,284 10.7 5·6 16.4 

C.I.S. & Eastern Europe 1 0  217 6,949 0.1 0.3 0.6 

Middle East 253 2,837 17,225 3.6 3-4 1.5 

Asia 4.745 57.799 596,060 66.6 69.2 51-4 

Africa 293 1,991 14,099 4-1 2-4 1.2 

Australia & Oceania 290 1,952 20,787 4-1 2.3 1.8 

Total $7,125 $83.503 $1,159,197 100.0% 99-9% 1oo.o% 

Imports Millions of Hong Kong Dollars Percent Distribution 

World Region 1974 1984 1998 1974 1984 1998 

North America $4,827 $25.708 $115,784 14-2 11.5 8.1 

Central & South America 278 1,863 1 1,390 0.8 0.8 0.8 

Western Europe 6,212 29.983 168,415 18.2 13-4 11.8 

C.I .S.  & Eastern Europe 235 930 3.893 0.7 0-4 0.3 

Middle East 804 1.390 8,227 2.4 0.6 0.6 

Asia 20,237 156,986 1,098.357 59·3 70-4 76.9 

Africa 609 2,096 4.880 1.8 0.9 0.3 

Australia & Oceania 911 4,093 18,015 2.7 1.8 1-3 

Total $34,113 $223,049 $1 ,428,961 100.1% 99.8% 100.1% 

Source: Census and Statistics Department (various years). 
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the rising tide of output, whereas western Europe's share fell. By 1984 North 
America accounted for almost half of Hong Kong's domestic exports, and hints 
of trade reorganization appeared with the jump in share of exports to Asia. 
Nevertheless, domestic export growth slowed from 1984 to 1998; the share 
moving to North America and Western Europe plunged, while Asia'� share 
surged. 

Increased prominence of re-export trade indicates a reassertion of old 
activities of Hong Kong traders as collectors and redistributors of commodities; 
the value of reexports soared from 1974 to 1998 (table 1). The share of reex­
ports moving to North America and Western Europe rose significantly, and 
their increased share since 1984 suggests they receive increasing shares of man­
ufactured exports via Hong Kong traders rather than direct exports from its fac­
tories. Declining share of reexports destined for Asia misleads; their volume 
soared and still accounted for more than half of all reexports from Hong Kong. 
Imports to Hong Kong come overwhelmingly from Asian countries, and their 
share rose dramatically, whereas import shares from North America and west­
ern Europe fell (table 1 ) .  Their smaller value of imports, compared to the com­
bined value of domestic exports and reexports heading to them, reveal the 
substantial trade surplus Hong Kong has with Asia. These results by region are 
the clue to understanding how Hong Kong's trade is centered in Asia. 

Trade within Asia soared from 1974 to 1984, but the small base meant 
expansion during early Asian export industrialization did not impact Hong 
Kong significantly; major changes came subsequently (see table 2). Domestic 
exports to Asia restructured in relative terms; the share moving to Japan fell 
sharply from 1974 to 1 998, whereas the share to China soared, making it the 
overwhelming destination. Value of domestic exports to newly industrializing 
economies such as Taiwan, Korea, and Malaysia rose, but their share fell; Hong 
Kong factories are not competitive producers for those economies. Singapore 
maintains moderate status as destination of domestic exports, because its 
traders redistribute goods to traditional markets in Malaysia and Indonesia 
(Huff 1994). Much of Hong Kong's soaring trade with Asia from 1 984 to 1998 
occurred as reexports and imports (table 2). The rise of China as destination of 
reexports overwhelms other shifts, and that change has a compensating balance 
in soaring value of imports from China. Those exchanges reflect the massive 
move of Hong Kong factories to nearby Guangdong province following open­
ing of China to investment with the reforms ofDeng Xiaoping in 1 978, but the 
major shift came in the late 1980s (Ho 1992; Vogel 1989). Hong Kong facto­
ries send intermediate goods and other inputs to factories for processing, and 
factories and traders of Hong Kong reexport products to Asia, North America, 
and western Europe. Nevertheless, focus on this large bilateral trade with China 
obscures momentous growth in reexports to, and imports from, other Asian 
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Reexports Millions of Hong Kong Dollars Percent Distribution 

Political Unit 1974 1984 1998 1974 1984 1998 

Taiwan $692 $4,868 $27,368 14.6 8.4 4·6 

Indonesia 615 3.654 3.357 13.0 6.3 0.6 

Philippines 193 1,478 11,081 4·1 2.6 1.9 

Korea, South 278 3,440 12,241 5·9 6.0 2.1 

Thailand 161 1,202 9,809 3·4 2.1 1.6 

Japan 1,023 4.633 64,194 21.6 8.o 10.8 

China, Mainland 197 28,064 407,J66 4·2 48.6 68.3 

Vietnam 81 558 3,198 1.7 1.0 0.5 

Malaysia 171 1,082 8,735 3·6 1.9 1.5 

Singapore 862 4.511 25,625 18.2 7.8 4·3 

Other 472 4.309 23,086 9·9 7·5 3·9 

Total $4.745 $57.799 $596,o6o 100.2% 100.2% 100.1% 

Imports Millions of Hong Kong Dollars Percent Distribution 

Political Unit 1974 1984 1998 1974 1984 1998 

Taiwan $1,765 $17.347 $104,075 8.7 11.1 9·5 

Indonesia 240 1,195 14,035 1.2 0.8 1.3 

Philippines 149 1,886 10,248 0.7 1.2 0.9 

Korea, South 864 7,289 68,836 4·3 4·6 6.3 

Thailand Bog 2,199 22,234 4·0 1.4 2.0 
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Source: Census and Statistics Department (various years). 
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economies, especially after 1984. From the perspective of Hong Kong; Asian 
economies are becoming more tightly integrated through flows of manufac­
tured goods. 

Financial bonds of Hong Kong mirror these trade ties. Large, global banks 
with major operations in Hong Kong predominantly come from western 
Europe, North America, and Asia (table 3). The degree of bank oligopoly 
within countries affects their numbers; nevertheless, the important finding is 
the sweep of bank representation in Hong Kong from highly developed 
economies outside Asia. Within Asia, Japanese banks dominate in Hong Kong, 
as they do among all highly developed economies, but equally significant is the 
large number from mainland China and wide representation from economies 
across Asia. Thus, Hong Kong financial institutions maintain tight integration 
with global financial institutions of economically advanced economies and of 
Asia. That integration remains consistent with the argument that flows among 
advanced economies and between those economies and less developed 
economies dominate global intermediation; direct ties with less developed 
economies outside Hong Kong's world-regional hinterland remain minor 
(Meyer 1986: 553-581 ;  1991) .  These swelling bonds of trade and finance Hong 
Kong intermediaries forge, in the face of a seemingly uncertain geopolitical 
future with China's reacquisition of sovereign control in 1997, raises a paradox 
requiring resolution. 

This resilience of Hong Kong rests on its significant benefits. 
Intermediaries continue to invest in transportation and communication infra­
structure, thus lowering operating costs, but equally as important, Hong Kong 
houses pivotal intermediaries critical to Asian trade and finance. Because the 
largest, most highly capitalized intermediaries from Europe and North 
America chose Hong Kong as an operational base at the start, it continued to 
attract subsequent intermediaries. Furthermore, Chinese intermediaries also 
made Hong Kong their operational base for trade in Asia, and they agglomer­
ated there to be with foreign intermediaries; those Chinese intermediaries pro­
vide intra-Asian links so critical to making Hong Kong the pivot of capital 
exchange in Asia (Enright, Scott and Dodwell 1997; Le Fevour 1970; 
Lockwood 1971;  Meyer 2000). Development of Hong Kong's telematics poses 
profound implications for its future, because telematics is critical to intermedi­
ary capacity to control exchanges of commodity and financial capital. 

T E LE M AT I C S  A N D  I NT E R M E D IA RY B E H AV I O R  

Greater integration of  telecommunications and computer technologies raises 
the volume and complexity of information that businesses transmit. This telem­
atics expansion has two contradictory, yet related, consequences for how inter­
mediaries conduct business. Enhanced capacity to transmit information 
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permits increased separation between exchange of assets in physical form, such 
as commodities and pieces of paper, and exchange of assets in symbolic form, 
representing only claims on assets. 8 These claims include options to buy and 
sell, credits and debits, and securities representing ownership of properties. On 
the one hand, processing this information may transform from nonroutine, 
where sophisticated individuals make decisions about allocating capital and 
computing values, to routine, where sophisticated software processes informa­
tion that semiskilled workers input. This transformation also undergirds the 
long-term trend of separation of back-office white-collar jobs from corporate 
headquarters. Before innovations in information processing, corporate head­
quarters staff directly monitored most information processing, but innovations 
routinized processing; this permitted firms to locate back-office jobs in places 
with lower wage and land costs. Therefore, advances in telematics that trans­
form information processing from nonroutine to routine continue a process 
under way for more than a century. 

Telematics advances also permit intermediaries to collect, process, and ana­
lyze larger volumes of information and greater complexity of types of informa­
tion. This contributes to centralization of sophisticated decision making, 
counterbalancing transformation of nonroutine to routine information process­
ing. In the labor process, this may appear as new, specialized intermediary activ­
ities. For example, emergence of specialized �units in large commercial and 
investment banks focusing on creating sophisticated financial instruments, such 
as derivatives or elaborate packages of currencies, became possible with the 
advent of high-powered computers and software built on complex mathemati­
cal algorithms. At the same time, trading in these derivatives and currencies 
required global transmission of vast amounts of information to continually price 
these financial products. Senior executives must closely monitor units creating 
these products, and these units engage in extensive face-to-face exchanges of 
information as they design them (Meyer 1998). 

Once products are created they trade like other financial products, includ­
ing stocks, bonds, and raw material commodity contracts .. Advances in telem­
atics boost capacity to handle products with greater complexity at higher 
volumes and speeds of trading. This raises the possibility that traders do not 
need to physically meet in exchanges because telematics allows computerized 
exchange; that type of trading has commenced and residual physical exchanges 
may decline. Emergence of this type of intermediary exchange suggests that 
traders could operate from dispersed sites rather than in an intermediary 
agglomeration. For individuals and members of firms who are allocated fixed 
amounts of capital to exchange based on credits established at a financial insti­
tution, such dispersed trading already is feasible. However, extrapolation from 
that form to all intermediary exchange of these symbolic assets dismisses the 



role of trust and problems of monitoring malfeasance. Whenever risk-taking in 
trading places firms' equity in jeopardy, they need to closely supervise traders. 
That places social construction of trust at the core of firms' activities, and face­
to-face meetings remain a key means to build and monitor trustworthy behav­
ior. Trading sophisticated symbolic assets may remain centralized within firms 
because complicated strategy discussions are needed to gain advantages. That 
pits groups of individuals collectively developing strategies against sole practi­
tioners (Meyer 1998). And, the production of, and trading in, some complex, 
risky financial products, such as interest-rate swaps, require intense personal 
interaction within and among fi rms, sharing highly confidential information, 
and building trust. Participants prefer to keep track of each other through face­
to-face contact to maintain a sense of the market and have trustworthy partners 
to exchange with in other firms, and even though they operate in a global mar­
ket place, they agglomerate in only selected global cities (Agnes 2000: 
347-366). 

Advances in telematics also provide complex information used for 
exchange of assets whose values are based on future economic activity-float­
ing stocks and bonds, forming new f1rms such as joint ventures, and loans to 
firms. Intermediaries require face-to-face exchange to acquire this information 
from other intermediaries, develop strategies, and acquire trustworthy partners. 
This remains essential because these exchanges entail substantial risk that inter­
mediaries cannot adjust easily by selling assets instantaneously as traders of 
symbolic assets can do. 

T E L E M AT I C S  I N  H O N G  KO N G  

Hong Kong, along with other global metropolises, witnesses an ongoing shift 
of back-office jobs to sites away from the agglomeration, especially in nearby 
Guangdong province; thus, telematics maintains this traditional impact of 
innovations in transportation and communication (Meyer 2000: 227). These 
shifts signify that the size of Hong Kong's intermediary agglomeration always 
remains problematic. Removal of numerous back-office workers opens vast 
amounts of space that new, highly specialized intermediaries may not fill. With 
continued specialization and sophistication of Hong Kong's intermediaries, the 
number of them may not change much. 

Telematic expansion within Hong Kong provides its intermediaries greater 
capacity to compete. Its number of leased circuits-high-capacity lines that 
firms use to transmit global communications among units within the firm­
more than quadrupled from 297 in 1 972 to 1 ,205 in 1979; they rose an addi­
tional 50 percent during the 1980s, and by 1999 approached 2,300. Outward 
volume of international telephone calls in minutes soared: it grew at compound 
annual rates of 1 8  percent from 1972 to 1 980, jumped to annual rates of34 per-
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cent during the 1980s, and slowed to annual rates of 1 1  percent during the 
1990s (Langdale 1 989 :  501-522).9 Greater bonds between China and Hong 
Kong contribute substantially to this volume growth, but increasing use of 
other forms of telematics retards growth of older forms of long-distance com­
munication. 

Hong Kong continues to rapidly upgrade telematics infrastructure. Fiber­
optic cables link all telephone exchanges and major commercial buildings, and 
the internal system has reached 100 percent digital format. It has the greatest 
array of fiber-optic international cables of any metropolis in Asia; numerous 
submarine cable systems link it with Asia, Oceania, North America, and 
Europe, and its satellite contacts permit global reach. A communications cen­
ter in Hong Kong serves as the switching node for thirty-five hundred interna­
tional leased circuits and local extension lines, and Hong Kong operates the 
largest teleport in Asia. When the local market was deregulated in 1995 telem­
atics capacity surged. As of2000 it had eleven mobile phone networks reaching 
70 percent of the population, around 4. 7 million people. Internet use exploded, 
with almost two hundred Internet service providers, and about 50 percent of the 
population with Internet access by 2000. Businesses rapidly moved into the 
internet domain, with forty thousand companies registered under HK.com, and 
more than fifteen hundred dotcom companies started in Hong Kong in a fif­
teen-month period preceding 2001 .10 

Hong Kong's government proactively encourages telematics while main­
taining its traditional role of facilitator of development rather than formal 
director of it. Sophisticated agency leaders and highly competent civil servants 
leverage their extraordinary ability to respond to new challenges of upgrading 
telematics capacity. In 1998 the government announced its Digital 21 IT 
(information technology) strategy that presented a vision and goals, with efforts 
directed to developing high-capacity telecommunications networks, building 
information infrastructure, promoting IT education, and cultivating a culture 
encouraging use of new technologies. The government also draws on the non­
profi t sector and businesses to place this Digital 21 strategy into a broader 
framework; the Strategic Development Commission of Hong Kong-a high­
level advisory group ofleaders from the SAR (Special Administrative Region) 
government, business, academia, and other sectors-promulgated a broad 
development proposal aiming to make Hong Kong the global city of Asia. 
Government units implemented direct changes: the Hong Kong Post estab­
lished a public certification authority to address security concerns in cyberspace, 
and the government passed an Electronic Transactions Ordinance in 2000 to 
enhance certainty and security of electronic transactions. And the entire gov­
ernment aims to move many services on-line, instituting a rna jor effort to bring 
educational institutions from elementary through colleges and universities fully 



into Internet use. Restructured government departments support the new strat­

egy; for example, the venerable Industry Department, a fixture of the govern­
ment during manufacturing growth following 1950, was reorganized in 2000. 

Its technology section was separated to operate as a single entity under the 
commissioner of innovation and technology, and to recognize the power of this 

unit, the former director general of the old Industry Department was appointed 

commissioner of the new entity. The government draws on rich contact net­

works that businesses maintain globally, especially with the United States, and 

specifically, Silicon Valley in California; these networks provide sophisticated 
information and advice that are used in decision making about telematics 

strategies.11 

The Cyber-Port project at Telegraph Bay on the west end of Hong Kong 

Island may indicate greater government meddling. In May 2000 this technology 

park and residential development, estimated to cost $1 .7  billion, was awarded 

without bidding to Richard Li, leading local tycoon and son oflegendary tycoon 

Li Ka-shing. The project will be completed in phases from 2001 to 2003, and IT 
companies will be offered below-market rental space because the government 

gave the land free of charge. However, property developers, Internet and e-com­

merce companies, politicians, and the media vigorously criticized the govern­

ment's decision to provide prime waterfront without bidding. They argued that 

although the government would own the office complex after completions 

Richard Li's potential profits from the residential development and the credibil­

ity he gained from this high-profile product counterbalanced risks he took as 

developer. Nevertheless, Cyber-Port may be an exception to government policy 

minimizing direct intervention in guiding business; private developers demon­
strated government intervention was not needed. While Cyber-Port was 
awarded in 2000, office developers opened extensive space with the latest infra­

structure IT companies for ftber-optic cables and specially designed offices to 

accommodate machinery, air-conditioning, and room for cables. Even Richard 

Li's father, Li Ka-shing, attracted forty technology companies to his eighty-story 

building-the Center; and nearby a twenty-two-story outdated building was 

transformed into Dotcom House with the latest IT infrastructure, which did 

attract Internet firms. These buildings near Central, Hong Kong's core retail and 
office area, are only a portion of numerous buildings IT firms occupy; they 

extend east to the W an Chai office district and to other office districts along the 

harbor. Across the harbor in the New Territories, a cluster of IT firms has 

emerged in Sai Kung, near Hong Kong University of Science and Technology 
(Crisp and Chung 2000: 65; Hong Kong !mail 2000; Jacob 2000b: 6) .  

Demand from global businesses based in Hong Kong powers dramatic 
expansion of telematics, and international firms supplying this capacity explic­

itly cite demand in Hong Kong as the reason they are boosting construction of 
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undersea fiber-optic lines. Asia Global Crossing completed its Hong Kong link 
first, according to John Legere, head of the firm, "because of the demand for 
broadband capacity and its [Hong Kong] emerging role as a leading telecom­
munication hub in the region" (Asia Pulse 2001) .  This link connects Hong Kong 
to more than two hundred business centers in twenty-seven countries, and all 
major countries in Asia will be connected in future expansion, but it is only one 
component of surging investment in undersea fiber-optic cables; as many as 
forty ships were laying cables in the Pacific and South China Sea during late 
2000. Singapore Telecom finished linking Hong Kong to its pan-Asian fiber­
optic network during 2001, and its motivation was growth of broadband 
demand from international businesses in Hong Kong and its position as gate­
way to China. Local firms such as Hutchison Global Crossing continue 
expanding fiber-optic lines in Hong Kong to link with growing external telem­
atics capacity, and specialized services emerge to support swelling telematics 
demand from global businesses. PSINet chose Hong Kong for its center to 
manage its Asia-Pacific network, and its local Global Internet Hosting Center 
will provide advanced hosting and application outsourcing services to Internet 
content and applications companies for reaching a global market. Developers 
upgrade large amounts of old industrial space to provide facilities for data serv­
ice centers, and some firms supply computer engineers to support clients who 
lease space. As WorldCom expanded data centers it chose Hong Kong as the 
site for Asian launch of voice-over Internet protocol (VOIP) services. And 
Dubai-based International Telecommunications Clearing Corporation (ITCC) 
selected Hong Kong as the Asian Internet trading floor, with other global floors 
that located in London, New York, Los Angeles, and Miami.12 

As the Asian metropolis with the most sophisticated global financial 
intermediaries, Hong Kong generates demand for continual upgrading of 
telematics to service firms. The Hong Kong Monetary Authority of ten leads in 
increasing capacity of Hong Kong institutions to provide premier financial 
services to global firms. By the start of 2001 the authority had a state-of-the­
art U.S. dollar clearing system, the first in Asia; this permits businesses to have 
real-time clearing of holdings of U.S. dollars, significantly lowering costs and 
reducing settlement risks to businesses in Asia. To service growing Asian bond 
markets three international banks-Citigroup, Deutsche Bank, and the 
Hongkong and Shanghai Banking Corporation-in 2000 formed a joint ven­
ture called BondsinAsia, a company that will provide an electronic trading sys­
tem of bonds on-line; they chose Hong Kong and Singapore as initial places to 
operate platforms. And East West Trade Center (EWETC), a Hong 
Kong-based company, in 2000 created an Internet-based global trading system 
to allow traders to operate through International Trade & Banking Facility 
(iTBF). This Internet facility, designed initially for Asia, is a globally integrated 



system connecting bankers, importers, exporters, manufacturers, shippers, and 
buyers and sellers.13 

Because Hong Kong is China's international metropolis, soaring business 
links between them spur continual transformation of Hong Kong's telematics 

capacity, and accession of China to the World Trade Organization (WTO) will 
stimulate greater demand for Hong Kong's sophisticated business services. 
China's own telematics capacity grows at prodigious rates as mainland companies 
such as China Telecom, China Netcom, and China Railway Telecom connect 
cities nationwide with fiber-optic lines. And Hong Kong's Citic Pacific, whose 
parent is China International Trust & Investment (Citic Beijing), plans a fiber­
optic network to connect all important mainland cities. Equally as significant, 
Hong Kong is the regional metropolis of southern China, and nearby 
Guangdong province houses the mainland's wealthiest population. Hong Kong's 
government explicitly aims to deepen integration of Hong Kong and southern 
China, and China's leading telecommunication firms such as China Telecom and 
China Netcom continue expanding high-capacity fiber-optic lines between 

Hong Kong and all major cities (including Guangzhou and Shenzhen) of 
Guangdong province; and these lines connect with Hong Kong's global networks. 
This swelling telematics capacity serves the vast industrial development of its hin­
terland, many of whose firms are based in Hong Kong. It also supports the white­
collar back-office expansion in Guangdong province of Hong Kong-based firms 
and regional headquarters of global firms." 

T E L E M AT I C S  R E I N F O R C E S  H O N G  KO N G  AS A 

G LO BA L  M E T R O P O L I S  

Continued agglomeration of  Asian and global intermediaries in  Hong Kong 
and improvements in Hong Kong telematics capacity operate circularly and 
cumulatively to maintain its dominance as a global telematics hub. Other Asian 
metropolises might use heavy government subsidies to attempt to keep up with 
Hong Kong's telematics capacity, but their locally based intermediaries do not 

generate equivalent demand for the most sophisticated telematics infrastructure 
and services. As global metropolis for Asia, Hong Kong continues attracting 
the most highly capitalized and specialized intermediaries of commodity and 
financial capital with the greatest span of control for exchanging capital in Asia 
and between Asia and the global economy. They generate prodigious demands 
for telematics infrastructure and services, and possess capital to fund them. As 
China's international metropolis, Hong Kong requires enormous telematics 
infrastructure to integrate it with the mainland economy; the capacity of large 
Chinese and Hong Kong firms to supply infrastructure supports it as a pivotal 
hub in global telematics. However, Hong Kong's telematics capacity has more 
significance than physical infrastructure and services; foreign and Chinese 
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intermediaries use telematics to enhance control of global and Asian capital 
exchanges. That control rests on their social networks of capital that meet in 
Hong

. 
K�ng; these networks root in long-standing relationships and bonds of 

trust lmk�ng fi rms locally, throughout Asia, and across the globe. Other Asian �etropol1ses do not have that concentration of capital networks, and construc­
tion and improvements of telematics cannot substitute for social networks. 
Therefore, Hong Kong's pivotal position in global exchanges of capital rests on 
�etworks o� capital �niting foreign and Chinese intermediaries; rapidly.improv­
mg telematJcs capacity strengthens their dominance. 
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S H A N G H A I : R E C O N N E C T I N G  T O  T H E  G L O BA L  

E C O N O M Y 

F e l i c i t y  R o s e  G u  a n d  Z i l a i  Ta n g  

With the intensification of globalization, the 1990s witnessed increasingly 
explicit competition among major cities in the Asia-Pacific region in claiming 
economic dominance. As well as marketing their places as business hubs for the 
regional headquarters of multinationals, and for the specialized corporate serv­
ices associated with them, local governments in these cities have been actively 
involved in a new round of development of urban and regional infrastructure. 
This comprises telematics infrastructure in addition to conventional infrastruc­
ture such as that related to transportation (Warf 1995). This chapter considers 
these trends in relation to one Asian-Pacific megacity: Shanghai. 

Compared with its East Asian competitors, Shanghai is a latecomer in 
telematics development. In the pre-Reform era, Shanghai, like other Chinese 
cities, was developed in isolation from the rest of the world. It was not until the 
beginning of this decade-when Pudong was designated as a special develop­
ment zone at the forefront of the country's economic reform-that Shanghai 
regained its central status in the Chinese economy. Together with Hong Kong, 
which has now returned to Chinese sovereignty,' Shanghai is expected to play 
a leading role as one of the control centers of Chinese economic development, 
particularly over the Yangtse River Delta as well as the whole eastern part of 
China.' 

The primary aim of this chapter is to present a case study of the effects of 
global and regional economic pressures and opportunities on one emerging 
regional or global city. In particular, it is a case study of the role of infrastructure 
developments, especially telematics, in the development of the city, and in 
(re)defining the city's role in regional and global urban-economic systems. 
Shanghai has made major efforts to internationalize and modernize itself, the 
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initiative coming from the municipal and national governments via extensive 
reform programs in place since 1978. This chapter therefore offers insights into 

the role, or potential role, of the state in telematics and conventional infrastruc­

ture development. It also illustrates how cities in developing and transition 

economies are reacting to the demands of the global economy, and how telem­
atics developments are being regarded as crucial in the development of the city 

and its economy. Finally, the chapter illustrates the importance of modern infra­

structure for the functional transformation of the city, especially efforts to raise 

competitiveness and participation in financial and related services industries: 

infrastructure has to keep pace with functional change in the city, and, at the 

same time, provide the framework for such change. 

The chapter is structured as follows. The first section provides an overview 
of economic and urban development in Shanghai in the postreform period. It 

considers Shanghai's connections into global and regional urban-economic sys­
tems, focusing on the role of foreign direct investment (FDI), trade, socio­

political linkages, transport, telecommunications, and transnational 

corporations (TNCs). The importance of the Chinese political economy and 

public policy in influencing the pace and pattern of development outcomes is 
also discussed. The second section discusses in detail the development of telem­

atics infrastructure in Shanghai. The impacts of the combined processes of 

modernization and internationalization on urban spatial and functional struc­
ture, and interurban relations-including Shanghai's relations with Hong 

Kong-are discussed in the third and fourth sections. The final section sum­

marizes the findings and concludes the chapter. 

S H A N G H A I  I N  T H E  G LO BA L  A N D  R E G I O N A L  ECO N O M I E S  

Postreform Urban and Economic Development Patterns 

Throughout its history, the urban development of Shanghai has revolved 

around its role as an economic center. Initially a seaport and trading and fish­

ing town of only local importance, its designation as a treaty port in 1842 pro­
duced a turnaround in Shanghai's economic fortunes and allowed it to develop 

into the country's leading industrial and commercial center.3 B etween 1 860 and 

1930, 68 percent of the total value of Chinese trade passed through Shanghai, 

while by 1936 it handled half of China's foreign trade (Ning 1995). The finan­

cial sector was developed in Shanghai under foreign management during this 

period, and by 1 947 the city had fourteen foreign banks, thirteen trust compa­

nie;, and seventy-nine money exchanges. This represented a massive concen­

tration of capital in the city. Shanghai also grew into a strong industrial center, 

producing textiles (especially cotton and silk), flour and tobacco, and its first 

shipyard was established by the British in 1 851.  By the 1930s, Shanghai's 
industrial development was of national significance, accounting for half of total 



national capital investment and total value of production (Ning 199 5). This in 
effect gave China two capitals: the political and administrative capital in 
Beijing, and the economic capital in Shanghai. Although the degree of concen­
tration of industrial, financial, and trading capacity in treaty port Shanghai was 
dissipated in the post-Liberation period,' Shanghai remained China's leading 
metropolis through 1978. At the start of the 1980s, Shanghai produced one­
eighth of gross national industrial output value, and one-sixth of national finan­
cial income. One-third of the volume of freight was also handled by Shanghai's 
port. Since Reform began in 1978, and especially since 1990, Shanghai has 
been leading development in the dynamic Yangtse Delta region, the emerging 
Yangtse River Valley, and coastal China; tertiary sector functions especially have 
expanded rapidly (see Liu, Song, and Wu 1998). Shanghai recorded GDP 
gr •wth of13 percent in 1996, with the tertiary sector accounting for 43 percent 
of GDP (SMSB 1997). 

Shanghai's growth and development since 1978 divides into two phases: 
the period up to 1990, when growth was below the national average, and the 
urban and economic transition was held back both by a cautious government 
approach to Shanghai and by the policy and investment focus on southern 
China; and the period since 1990, when Shanghai's growth rate has led national 
figures and urban change has been far reaching, following the opening of 
Pudong New Area and government backing to foreign investment-based 
development. Table 1 illustrates Shanghai's GDP growth over the past two 
decades. 

China's initial experiments with the open and market economy were made 
in the Special Economic Zones (SEZs) of Guangdong and Fujian. This was a 
risk-averse strategy; the distance of these provinces from Beijing would miti­
gate any negative social or political consequences of this market-oriented devel­
opment, and their prior industrial development had been of lower economic 
significance than that of the eastern and northeastern provinces. At the same 
time, it was hoped that proximity to Hong Kong, Macau, and Taiwan would 
assist in the rapid development of the SEZs and their hinterlands. Given 
Shanghai's dominance of the urban economic hierarchy, it was considered too 
great a risk to allow the experiments to take place in Shanghai. This served to 
hold back Shanghai's development throughout the 1 980s, despite the fact that 
the city was one of fourteen Open Coastal Cities designated in 1984. The 
Chinese government's focus on Guangdong coincided with that of overseas 
investors. This was especially the case for Hong Kong and Taiwanese industri­
alists looking for lower-cost production sites, following the restructuring of 
both their own and global economies, and changes in the spatial divisions of 
labor and production. Shanghai, lacking the locational proximity to overseas 
Chinese and the incentive structures of the Special Economic Zones (SEZs) 
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TA B L E  s 

S H A N G H A I ' S  G D P  G R OWTH, s97 8-s999 

Year GOP GOP Index 

(100 m yuan) (1952=100) 

1978 272.81 888.0 
1980 311.89 1033.8 
1985 466.75 1596.6 
1990 756·45 2103.2 
1995 2462.57 3875-0 
1999 4034-96 5987-5 

Source: Shanghai Municipal Statistics Bureau 1997; 2000. 

U.S.$ is equal to approximately 8.3 RMB yuan. 

GOP/Capita 

(yuan) 

2,498 
2,738 
3,855 
5,910 

18,943 
30,803 

became marginalized in the new race for investment and growth. Shanghai was 
further disadvantaged by its heavy contributions to national revenues. The aver­
age annual GDP growth rate for Guangdong over the same period was 1 1 .4 
percent, compared with 8.1 percent for Shanghai; the national average was 9.3 
percent (SSB 1996). Nevertheless, Shanghai retained the largest share of urban 
population throughout this twelve-year period, and remained one of China's 
largest heavy industrial centers. Development in south China relied, in contrast, 
on light industrial activity, especially assembly and export processing for Hong 
Kong and Taiwanese enterprises. 

The 1 990 opening of Pudong as, in effect, China's sixth SEZ proved to be 
the catalyst for Shanghai's rapid urban and economic transformation. Map 1 
illustrates the location of Pudong in relation to the original urban core in Puxi. 
In addition, since the late 1980s, Shanghai has been able to retain a larger por­
tion of revenues, which have been reinvested in the city's urban and economic 
development (Ning 1995). Some analysts argue that the central government 
misjudged the impact of the delay in promoting the development of Shanghai, 
and that competition with the now very strong Pearl River Delta continues to 
hamper Shanghai's development. However, while the delay undoubtedly did 
slow Shanghai's modernization, the diversified nature of the Shanghai econ­
omy, as well as the metropolis' strategic location on the eastern seaboard and as 
the heart of the Yangtse River Delta, have allowed it to overcome many of the 
hindrances of competition and earlier marginalization . 

Shanghai's GDP reached 290.22 billion yuan in 1996 (SMSB 1997). This 
represented 4.3 percent of total national GDP (SSB 1997). GDP growth in 
1995-1996 was 13.0 percent; this compared with a national average growth rate 
of 9. 7 percent, and a growth rate for the eastern region of 1 1 .5 percent. Average 
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growth between 1 978 and 1 995 was 9 .5 percent (SSB 1 996). GOP per capita 
rose from 2,498 yuan in 1 978 to 5,910 in 1990 and 30,803 in 1999 (SMSB 
1 997; 2000). Industrial output value was 506.657 billion yuan in 1996, 5.1 per­
cent of the national total (SSB 1 997). Since 1978, the Shanghai economy has 
restructured, with a reemergence of light industry and services as significant 
sectors of the economy, and a growth in high-technology activity; the finance 
and banking sector has grown rapidly in terms of contribution to GOP. The real 
estate sector has also grown rapidly since the early 1990s. The contribution of 
the tertiary sector to GDP rose from 18 .6 percent in 1978, to 26.1 percent in 
1985, to 37.9 percent in 1993, and to 43.0 percent in 1 996 (SMSB 1997) . 
However, the secondary sector remains Shanghai's leading sector in terms of 
both contribution to GDP and speed of growth. 

Shanghai's strength has always been in its dynamic, broad-based economy. 
In the reemergence of its tertiary sector, Shanghai has resurrected its historical 
"dual-function" economy, with importance as both a national manufacturing 
and service center. In 1989, China established two stock exchanges, one in 
Shanghai and the other in Shenzhen; the Shanghai stock exchange has become 
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TA B L E  2 

T R A N SACT I O N  VO L U M E  OF M A R K E TA B L E  STOCKS I N  S H A N G H A I  STOCK 

EXCHA N G E  (too M I L L I O N  YUAN)  

1996 1997 1998 

A-Shares 9020.24 13550.24 12304.23 
B-Shares 94-57 212.94 81.88 
Total 9114.82 13763.18 12386.11 

*A·shares a re traded domestically in RMB, B·shares are traded overseas in U.S.$. 

Source: Statistical Yearbook of Shanghai (2ooo) 

1999 

16826.20 
139·59 

16965·79 

one of the fastest-growing stock exchanges in the world (Ning 1 995). Table 2 
tracks the tremendous growth of the Shanghai Stock Exchange and its rebound 

from the 1997 financial crises in Asia. 

Shanghai is being promoted by local and national policy rhetoric as a 

national, if not international, financial center, but this role is still developing. It 

is particularly in the financial sector that developments in telematics will prove 
most significant. Shanghai is one of only four cities in China where foreign 

banks are allowed to open operational branches; the others are Dalian, Tianjin, 

and Shenzhen. Several foreign banks operating in Pudong were also allowed to 

undertake Renminbi yuan transactions for the first time in 1997 (e.g., HSBC 

[United Kingdom], Citibank [United States], Bank of Tokyo-Mitsubishi 

[Japan]). Overall, Shanghai is the leading center for the Chinese headquarters 

of overseas banks, although the number of representative offices in Beijing con­

tinues to exceed that of Shanghai. Japanese banks dominate, reflecting invest­

ment and trade patterns in which japanese firms play a major role. The majority 
of Chinese state banks have their headquarters in Beijing; the exception is the 

Bank of Telecommunications which moved its headquarters to Shanghai in 

1997. Additionally, Pudong Development Bank has headquarters in its mother 
city.' Various reforms have also been introduced to enhance Shanghai's role as 

a rna jor domestic trading center, including the establishment of futures markets 

and wholesale markets for industrial and agricultural products. These changes 
represent the central government's commitment to the development of 

Shanghai as a national financial and manufacturing center. 
Table 1 summarizes Shanghai's position as China's leading metropolis. In 

terms of per capita GDP, investment and so on, Shanghai leads China. As a 

city, Shanghai has China's largest urban and nonagricultural populations as 
shares of provincial population and in national totals. Share of the tertiary sec­
tor in GDP and employment is the highest in the country, while Shanghai also 

has a strong manufacturing sector. The real estate sector is among the most 



active in China, leading to massive redevelopment of the central city. The total 
value of retail sales is the highest in the country. 

These static development indicators, however, need to be considered in 
con junction with indicators of Shanghai's role in the international urban and 
economic systems in order to fully appreciate the forces for, and extent of, 
change in the city, and its potential position in the global and regional 
economies. The next section therefore analyzes the internationalization of 
Shanghai-its economic and sociopolitical linkages with external cities, and the 
infrastructure supporting Shanghai's growing global and, especially, regional 
interaction. This process of integration is promoted by national and local pol­
icy rhetoric, and by proactive urban planning and political activity designed 
especially to attract inward investment. This policy response and the political 
economy underlying it are discussed in the following section. 

The Internationalization of Shanghai 

Shanghai has since the nineteenth century been China's largest and most eco­
nomically advanced city. It has arguably also been the most open Chinese city 
and the one most influenced by international interests. As mentioned above, 
Shanghai was one of fourteen Open Coastal Cities designated in 1 984, but it 
was the opening of Pudong New Area in 1990 that provided the main impetus 
for Shanghai's reintegration into the global and regional economies. Since 
1990, and especially since Deng Xiao Ping's "tour of the south'' in 1 992, foreign 
investment and trade have expanded rapidly, and sociopolitical ties, including 
twinning, exchange visits, trade fairs, and official delegations, have also grown. 
These links have been supported by a growing transportation and telecommu­
nications infrastructure, and the expansive networks of multinational corpora­
tions and firm-firm and firm-state relations. 

Foreign Investment 

Foreign investment to Shanghai, especially foreign direct investment (FDI), has 
risen rapidly since 1978, and especially during the 1990s. A total ofU.S.$108.8 
million in  foreign capital was utilized i n  Shanghai i n  1985, a figure that rose to 
U.S.$4.7 billion by 1996. The cumulative total to the end of 1999 was 
U.S.$27.7 billion (Statistical Yearbook 2000). FDI amounted to 3 1  percent of 
Shanghai's total investment capital during the Eighth Five-Year Plan period 
(1991-1995); this figure was expected to rise to one-third or one-half by 2000. 

FDI to Shanghai has to date been dominated by flows from within East 
Asia; 73 percent of FDI to Shanghai comes from seven East Asian countries 
(Hong Kong, Japan, Macau, Taiwan, South Korea, S ingapore, and Thailand). 
Of these, Hong Kong and Japan are the principal investors; in 1996, Hong 
Kong provided 47 percent, and Japan 13 percent. The second-largest investor 
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TAB L E  3 

FOR E I G N  D I R ECT I NV E ST M E N T  I N  S H A N G H A I  

Year Million US$ 

1995 
1996 
1997 
1998 
1999 
Total by end of 1999 

Source: Statistical Yearbook of Shanghai (2ooo) 

325.0 
471.6 
480.8 
363.8 
304.8 

27.73 Billion US$ 

to Shanghai in 1996 was the United States, which contributed more than 14 
percent of total FDI. Non-Asian investors are mostly involved in industrial 
projects and show a reluctance to become involved in real estate. Table 3 shows 
the extent of foreign investment in Shanghai for the last five years of the cen­
tury. As in table 2, the harmful effects of the 1997 financial crises in Asia are 
evident in the numbers. 

More than 52 percent of foreign capital used in 1996 went to the industrial 
sector, and 46 percent went to tertiary industry, of which 48 percent was in real 
estate. Reflecting this focus on industry and real estate, 23 percent of FDI was 
utilized in Pudong, primarily an industrial district, but also incorporating the 
new central business district area, Lujiazui, where real estate development has 
been intense and large scale. Meanwhile, more than 16 percent went .to 
Minhang, an industrial district, and around 29 percent went to the districts of 
Huangpu, Nanshi, Luwan, Xuhui, Jingan, and Changning in central Puxi 
(West Shanghai), where overseas real estate companies have been active in 
developing high-rise commercial complexes. This pattern of FDI distribution 
within Shanghai also reflects national, municipal, and district government poli­
cies, including various locational incentives and directives, which push foreign 
economic activity to certain parts of the municipality. 

Shanghai firms have also started to invest abroad, and a process of two-way 
interaction is beginning to emerge. However, such transactions are embryonic, 
and the outflows of capital from Shanghai are marginal as compared with the 
inflows. By the end of 1996, 452 Shanghai enterprises had established opera­
tiOJ1s abroad, and total accumulated investment value was U.S.$ 246.08 million 
(SMSB 1997). These figures may be underestimates, however, due to the reg­
istration of a large number of mainland companies in Hong Kong in order to 
take advantage of tax breaks and other incentives when they reinvest in China. 
This practice is well known, but no figures are available for its extent . 



Foreign Trade 
Shanghai's foreign trade has risen rapidly since 1978, its total value reaching 
almost U.S.$52.9 billion in 1996 (SMSB 1 997). Exports from Shanghai 
amounted to 8 .7 percent of national exports in 1996; Shanghai accounted for 
9 .6 percent of total trade (SSB 1997). Domestic consumption, especially of 
household consumer goods, is high; this demand, accompanied by demand for 
raw materials and components (including those for export-processing activities) 
accounts for high and rising import values. Import values reached almost 
U.S.$25.6 billion in 1996 (SMSB 1 997). Export values are also rising, but not 
as quickly as import values. As with investment, Shanghai's trade is dominated 
by linkages within East Asia, especially in the case of exports. Japan is China's 
largest trading partner; nearly the same percentage of its imports and its exports 
(26.8) were to/from Japan. The balance of trade is, however, shifting; between 
1993 and 1996, the shares of North and South America in export trade rose 
from 21 percent to 22 percent, and Europe from 15 percent to 18 percent, 
matched by a 2 percent fall in exports to Asia. The Shanghai municipal gov­
ernment is actively encouraging an expansion of trade outside East Asia, in the 
wake of the regional financial crisis. 

Sociopolitical Linkages 
Tourism, educational visits, twinning arrangements, political and cultural 
exchanges, and government-sponsored trade fairs are increasing in number and 
frequency, providing an additional means of linkage between Shanghai and 
other cities and countries regionally and globally. While often not specifically 
economic in nature, such activities assist in the exchange of information on 
Shanghai's cultural, social, political, and economic affairs, and enhance an 
understanding of Shanghai, and China, in the external marketplace: they assist 
in the marketing of the city for investment, trade, and other economic activity, 
and in the development of local capacities in business affairs. 

Several examples of such sociopolitical linkages may be cited. Most city 
and district government officials travel abroad at least once per year for train­
ing and/or to review development practices overseas; they also participate in the 
dissemination of information on business opportunities in Shanghai, both 
informally and formally through such events as trade fairs. Trade fairs, held 
both overseas and in Shanghai, promote relationships among governments, pri­
vate firms (especiallyTNCs) and Chinese government-owned/backed corpora­
tions. Shanghai regularly receives diplomatic missions from overseas; in 1996, 
thirteen cultural delegations from the governments of ten countries made offi­
cial visits to Shanghai. 'Twin city" arrangements also contribute to sociocultu­
ral and economic exchange. Shanghai had established such relations with 
thirty-nine cities worldwide by the end of 1996; sixteen twin cities are in 
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Europe and eight are in East Asia, including three cities in Japan and two in 
South Korea. Shanghai is a major consular center, and at the end of 1996, thirty 
countries had consulates in Shanghai. Considerable consular activity is aimed 
at developing commercial relations with local authorities and firms in Shanghai 
and surrounding provinces in the Yangtse Delta (Zhejiang, Jiangsu, Anhui). 
The growth of consular representation in Shanghai indicates both a growing 
expatriate population in and around Shanghai, and, more important, the per­
ception of Shanghai as a key center within China for overseas business. 

Tourists are an important source of foreign exchange for Shanghai and 
China, as well as assisting in deepening sociocultural relations. Shanghai 
received 1 .4  million international tourists in 1996, a sixfold increase since 1 978 
(SMSB 1997). Of these, 39 percent were from Japan, and 7 percent from the 
United States. In contrast with Guangdong and Fujian, where Hong Kong, 
Macanese, and Taiwanese tourists account for the vast majority of total tourist 
arrivals, and a national average of 87 percent, only 29 percent of tourists visit­
ing Shanghai are from these territories. Though there are tight links between 
the southern Chinese provinces and clusters of overseas Chinese in Southeast 
Asia (especially Hong Kong and Taiwan), Shanghai does not have any specific 
links with overseas Chinese communities, which may account for the different 
tourist patterns. Location, proximity to Japan, and the availability of transpa­
cific flights also help determine the distribution of tourist arrivals. The expatri­
ate population in Shanghai is small but growing, and its workforce places 
particular demands on urban space, especially for high-quality, Western-style 
housing and recreational facilities. These various social, cultural, and political 
linkages contribute to Shanghai's integration into regional and global systems, 
and strengthen the underlying trends for trade and investment linkages. 

The Infrastructure of International Connections 

Improved transportation links, telecommunications networks, and a web of 
international firms, including many large multinationals, are providing the 
infrastructure for Shanghai's interface with global and regional systems. These 
are discussed in turn below. 

Transportation. Transportation networks form the underlying infrastructure for 
most forms of interaction across space. Shanghai has extensive sea and air link­
ages with cities internationally, and especially with South Korea and Japan. 
With the increasing demand from business and domestic travelers, and grow­
ing foreign trade, these links are expanding. Shanghai was linked by air with 
seven cities in 1985; this had risen to twelve by 1990 and fifteen by 199 5 
(ICAO 1985, 1 990, 1995c). The majority of links are within the East Asian 
region, although links with North America, Europe, and Australasia have been 



established. The density of links is also important. For example, nine airlines fly 
between Shanghai and Japan; China Eastern Airlines alone flies to seven cities 
in Japan. Shanghai is China's second-largest airport for passenger traffic, and 
the largest in terms of freight transported. Only Beijing has more international 
connections, and only Shanghai and Beijing fly to all continents. Guangzhou is 
important for Southeast Asian connections and also has a link with Australia. 
In 1995, 1 .7  million passengers disembarked in Shanghai, equal to 53 percent 
of Beijing's passenger volume, but 463 percent of Guangzhou's (ICAO 1995a). 
In 1993, Shanghai loaded and unloaded 1 18,900 tons offreight, compared with 
117,500 tons in Beijing (ICAO 1995b). A new airport is currently under con­
struction in Pudong as part of a plan to enhance Shanghai's "triple-port" (air­
port, seaport, and information port) functions for the twenty-first century. 

Shanghai is not, however, an international transportation hub. Rather, East 
Asian air transport functions are concentrated in Tokyo, Hong Kong, Bangkok, 
and Singapore (e.g., Hong Kong was linked with ninety-six cities worldwide in 
1995 (ICAO 1995c) and acts as a transfer point for, inter alia, passengers from 
Taiwan and overseas to China). Shanghai's principal role is as the gateway to 
eastern China and, especially, the Yangtse Delta, with Beijing serving as both a 
gateway to the north and, since it is the national capital, the national airline 
center, and with Hong Kong and Guangzhou serving as gateways to the south. 
Shanghai is nevertheless a national air, rail, and road hub, and as such allows 
passengers and freight using its international airport easy access to the Yangtse 
Delta, Shandong, Jiangsu, Zhejiang, and Anhui provinces, and cities nation­
wide. It is also linked with Hong Kong via a high-speed rail service, and indi­
rectly with the Russian rail links via Beijing and Urumqi. Shanghai is therefore 
important to the national-international distribution systems, acting as a gate­
way or coupling point. 

Shanghai is also linked by sea with 440 ports in 160 countries (Zhuang 
1996). Again, links within Northeast Asia are particularly strong: direct ship­
ping routes link Shanghai with Japan (Yokohama, Kobe, Kitakyushu, and 
Nagasaki) South and North Korea, Taipei, and Vladivostok. In 1995, 
Shanghai's seaports handled 165.7 million tons of import-export cargo, and 96 
percent of all freight containers handled in Shanghai were international (SMSB 
1997). Due to its location at the mouth of the Yangtse River and its rail links, 
Shanghai is East China's principal trans-shipment point for international cargo 
being transported to and from inland cities, including Nanjing, Wuhan, and 
Chongqing. Scheduled passenger services also travel between Shanghai and the 
Yangtse ports, Hong Kong, and Japan. 

Telecommunications. Rimmer (1996) has argued that telecommunications devel­
opments have become the key means for the development of the global urban 
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system, by bringing down barriers of space and time in international interac­
tion. This section briefly reviews telecommunications infrastructure develop­
ments in Shanghai; further details on these developments, planning for their 

enhancement, and their implications are given in the next section. 
More than three million telephones had been installed in the urban area of 

Shanghai by the end of 1996 (SMSB 1 997), an increase of forty times the num­
ber installed by the end of 1978, and 36 percent above the 1995 figure. In 1996, 

39.9 million international calls were made from Shanghai (SMSB 1997), of 
which approximately half were to Hong Kong and Macau. This compares with 
4.4 billion domestic long-distance calls. Both figures have increased rapidly in 

recent years, from 4. 7 million and 31 .3  million respectively in 1990, and only 

29,700 and 6.3 million in 1978. Ownership of telephones, mobile telephones, 
pagers, computers (with Internet and e-mail connections), and fax machines is 

now commonplace among businesses and households in the urban area. Figures 
for information exchange are limited for China and for Shanghai. However, it 

is known that 472,000 pieces of express international mail were exchanged with 

Shanghai in 1996 (SMSB 1997), and that 4,600 tons of international mail was 
loaded and unloaded at Shanghai airport in 1993, the highest in the country 

and exceeding Beijing by 900 tons. 

Business dynamism and the role of MNCs. Multinational and transnational cor­

porations of all sizes play a significant role in the integration of the global and 
regional urban-economic systems through their own cross-national activities 

(intrafirm linkages between headquarters and branches), and, more important, 

through their relations with local governments and firms in host cities. The 

behavior of companies in the global marketplace has served to link cities 
through their role as business centers. Since 1 990, Shanghai has seen an influx 

of overseas firms. Forty-six of the world's top 100 industrial corporations had 

operations in Shanghai at the end of 1996. There were 15,927 registered over­

seas enterprises (6.6 percent of the national total), and a further 4,147 repre­

sentative offices of foreign-invested ventures. Almost half of the representative 

offices are those of Hong Kong or Macanese companies, and 20 percent from 

Japan, indicating a strong regional bias in participation in the Shanghai and 

Chinese economies, and hence the degree of the city's exposure to the East 

Asian financial crisis. While the rna jority of overseas enterprises are engaged in 
industrial or real estate projects, two other types of firm are also becoming 

involved in Shanghai's economy-financial and banking sector firms, and 

architectural and design consultants. The activities of both groups are impor­

tant for the development of the city. Foreign banks, if located in Pudong, can 
engage in Renminbi transactions and create the facilities to service the growing 

number of overseas productive enterprises in the city. Architectural and design 



firms are being engaged by city and district governments, as well as individual 
developers, often through international competitions. These firms are introduc­
ing international styles and standards in the development of the city. Such 
"soft" internationalization is as much a part of Shanghai's global and regional 
integration as the "hard" internationalization through investment, trade, busi­
ness activity and infrastructure. 

Peculiarities of the Local Political Economy and Public Policy 

Responses to Globalization 

Shanghai has, over the past decade, become increasingly integrated into global, 
and, especially, regional urban-economic systems, as described above. Foreign 
trade with and investment in Shanghai have, in particular, expanded rapidly, 
supported by falling cost barriers and enhanced transport and telecommunica­
tions. The Chinese development process is capital driven, and as such the 
inflows of FDI via TNCs have been important in initiating and sustaining the 
pace of economic and urban transformation in the municipality. Social, cultural, 
and political exchange has also been important in the interaction between 
Shanghai and the global and regional economies. 

However, development in Shanghai is not controlled solely, or even largely, 
by the global system; there has been only very limited reduction in the control 
of the state over urban and economic development processes and patterns. But 
there have been significant alterations to state policy and practice as a result of 
the extensive Reform program initiated in 1 978 and deepened since. Following 
gradual political and administrative decentralization that began in the early 
1980s, governments at the city, district, and county levels have seen their pow­
ers in urban and economic decision-making increase within legal and policy 
frameworks set nationally and provincially. Development outcomes are there­
fore the result of the interaction of state behavior with external economic forces 
for development and change, forces controlled not at the national level, but 
internationally, through, inter alia, the activities of TNCs. In other words, 
development in Shanghai represents the results of a global-local nexus in deci­
sion making. This section considers briefly the attributes of the political econ­
omy of local development in China and Shanghai, and how the actions taken 
by local governments are manipulating global and regional forces for change 
and hence the locality's competitive position in the international system. 

The Chinese political economy has been in transition since 1 978. While 
dramatic changes have been seen in the transformation of economic organiza­
tion, especially in the coastal region, political change has been less forthcoming. 
Today the situation is one of a partially market-oriented economy operating 
within a social and political system controlled by the Chinese Communist Party 
dictatorship. Even in the economic sphere, continued state ownership of much 
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industry, all Chinese banks and all land, strict regulations in the financial sec­

tor, stock exchange dictates, macroeconomic controls, and so on shape business 

practice and limit the scope of free-markets practice, and of the participation of 
foreign companies in the Chinese economy. At the same time, the state is bur­

dened by continued responsibility for employee welfare and for failing state 
industries, by severe urban construction and infrastructure problems, and, partly 
as a consequence of these factors, by constrained public revenues. China is a 

developing country, and, despite rapid development in some coastal megacities, 

this continues to set the underlying conditions and constraints for government 

and business activity. In such circumstances, the attraction of FDI is viewed by 

state organs as vital to economic or urban development. 

In the sphere of global and regional interaction, government intervention 

has primarily been threefold: intervention to direct or guide the location of for­

eign-investment and other economic enterprises within the city; competitive 

place-marketing activities to attract investment to Shanghai over other cities in 

China, the region of globally; and development activities to improve internal 
infrastructure to support Shanghai's functions as a multifunctional city, and 

external infrastructure connections, in order to ensure ease of access between 

Shanghai and external business centers. These are considered in turn below. 

Direction and Guidance of the Location of Economic Activity 

Through a mixture of regulation and incentive, the Shanghai municipal gov­

ernment has attempted to direct the location of economic activity, especially 

foreign economic activity, within Shanghai. For example, restrictions on the 

operations of fums, particularly in the financial sector, whose addresses are not 
in Pudong has ensured the concentration of tertiary-sector activities in the 

Lujiazui Finance and Trade Zone, a central-level project designed as a key part 
of Shanghai and China's strategy for the 21st century functional development 

of the city. Only foreign banks that are located in the zone can engage in 

Renminbi transactions. Business licenses are granted only to firms in any sec­
tor that are located in Pudong. However, in the current transition property mar­

ket and business environment, and while Lujiazui remains under construction, 

many firms have established front offices only in Pudong, while continuing 
their principal business activities closer to client bases in Puxi. Special develop­

ment zones have been established across Shanghai, by national, city, or dis­

trict/county governments. These include: Hongqiao Economic and 
Tech-nological Development Zone (primarily a location for office function 

referred to as Business Park), Caohejing High Technology Development Zone 

(mainly for 'clean' industrial or processing activities referred to as a Technology 
Park), Waigaoqiao Free Port (for trading activities), Jinqiao Export-Processing 

Zone, and Zhangjiang Science Park (see map 2) . Each zone carries various 



M A P  2 

LOCAT I O N  OF DEV E LO P M N E T ZO N E S  
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incentives for inward investors, including tax breaks; essential infrastructure is 
also already provided on-site, and the leasing or construction of factories in the 
industrial zones is relatively straightforward. Industrial development in general 
is not permitted within the urban area, unless it is within one of the special 
development zones; however, efforts to integrate nonpolluting "urban industry" 
into the urban core are emerging. These means effectively give the government 
very strong control over industrial and commercial location within Shanghai, 
although the choice for investors is increasing as infrastructure improves 
throughout the municipality, and as individual districts and counties within 
Shanghai, and cities elsewhere in the Yangtse Delta, improve their local invest­
ment environments and open further sites for development and use by overseas 
corporations. In some circumstances, this is increasing the bargaining power of 
overseas capital to obtain concessions and incentives, and permission to locate 
on particular sites, as cities and counties play competitive games to attract 
investment. 

The municipal government and district authorities have attempted to 
direct the location of foreign investment through not only regulatory and finan-
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cial measures but also physical measures in terms of the concentration of infra­

structure provision in certain areas, most likely those development zones or 
prominent locations such as Lujiazui, Hongqiao and Huaihai Road central 

business centers. 

Competitive Place-marketing 

The municipal and district governments in Shanghai perceive the need to com­
pete with other localities both nationally and internationally for investment 

capital, and measure themselves against other localities by economic strength 

and progress in urban development and renewal.' In China, this competition is 
intensified by the government and party structures. In a nonelected govern­

mental system, leaders are judged for promotion according to the development 

success of their current localities. This competition has led to the implementa­

tion of extensive place-marketing strategies. Such practices include the use of 

incentives, image enhancement (including the development of prestige projects 
and environmental upgrading), the development of offtce buildings and infra­

structure, trade fairs and other activities to foster links between business and 

government, and so on. Though such activities generally have a positive effect 

on the city, they have also led to duplications in infrastructure and office center 

development, a neglect of investment in public facilities, such as parks, for 

which private capital is less forthcoming, arid, because of the individualist 

approach of districts coupled with a project-by-project approach to develop­
ment, a fragmentation of the overall city form. Immense public investment has 

centered on prestige projects, such as Lujiazui and the renewal of People's 
Square (including a new concert hall), often designed by international archi­

tects, while the road system is operating beyond capacity, subway and light rail 
construction is incomplete, and the basic housing needs of a large majority of 
the population are not being met. 

Infrastructure Development Activities 

As part of its goal to develop Shanghai into a leading, international, and mul­

tifunctional city, the government has actively engaged in large-scale infrastruc­

ture projects. These plans include high-speed road links with suburban areas 

and adjacent provinces, an inner and an outer ring road, four subway lines, two 

light-rail lines, river tunnels, river bridges, a new airport, a new seaport, and a 
teleport. To date, these plans have been only partially realized in practice. Two 

river bridges, a river tunnel, two subway lines, the inner ring road and suburban 

and intercity highways are operational. The various projects are designed to 

service Shanghai's business activities in both the tertiary and industrial sectors, 

and to improve Shanghai's connections with external cities and regions, reduc­

ing spatial and time distances and enhancing the transmission of information . 



In the long run, the goal is not only for overseas companies to operate with ease 
and low cost in Shanghai, but also to offer Chinese companies ready access to 
overseas markets and allow them to engage in multinational business from a 
Shanghai headquarters. The location of particular infrastructure projects within 
Shanghai is reinforcing other locational trends and directives; government pol­
icy is in particular attempting to support the development of Pudong as a 
national and local focus for economic activity and foreign industrial and com­
mercial corporations by concentrating advanced infrastructure in the new area, 
including the new airport, seaport, and lnfoport. 

The development of Shanghai is therefore highly planned and state con­
trolled. TNCs and other foreign economic agents are encouraged to provide cap­
ital, technical expertise, and so forth for Shanghai's development, but there has 
been no transfer of decision-making power in terms of the pattern of urban devel­
opment from the state to the global community. The development of advanced 
telematics infrastructure is one aspect of Shanghai's efforts to improve the local 
environment for investment and business activity, to exchange information and to 
integrate further with the global economy. This latest state-sponsored initiative is 
designed under the assumption that the city and its districts have to join the 
global market, and have to respond to the forces of competition unleashed 
thereby. Telematics developments are analyzed in detail in the next section. 

T H E  P LA N N I N G ,  D EV E LO P M E N T , A N D U S A G E  O F  T E LE M AT I C S  

I N F R A S T R U CT U R E  

A New Round of Development: From Conventional to Telematics Infrastructure 

The advancement of urban and regional infrastructure has long been regarded 
as a necessary condition for a city claiming to be a business hub-defined as the 
concentration of regional headquarters of multinationals and specialized corpo­
rate services associated with them. Following the resumption of its central sta­
tus in the national economy, Shanghai was quickly involved in the current 
round of competition with other major cities in the region in terms of the 
advancement of urban and regional infrastructure. The first half of the 1 990s 
saw massive development and redevelopment of the city's built environment, as 
indicated by a significant increase in investment in fixed assets and infrastruc­
ture as percentage of GDP from 30.0 percent and 6.2 percent in 1990 to 67.3 
percent and 13.1 percent, in 1996 respectively (see table 4). One estimate gave 
Shanghai twenty-one thousand building sites in 1996 (China Daily 1996) and 
another, 44. 7 million square meters of buildings under construction (Shanghai 
Star 1996). 

In the current round of urban and regional restructuring, the competitive­
ness of a place as a business hub is reinforced by not only the centrality of the 
place in the geography of the built environment, which is supported by trans-
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TA B L E  If 
C H A N G E  I N  I NV E S T M E N T  I N  F I X E D  ASSETS A N D  I N F RAST R U CTU R E  AS 

T H E  P E R C E NTA G E  OF G D P  IN S H A N G HA I  (1990-1 9 9 9) 

Year Fixed Assets (%) Infrastructure (%) 

1990 30.0 6.2 

1995 65.0 11.1 

1996 67.3 13.1 
1997 58.9 12.3 
1998 53-3 14-4 
1999 46.0 12.4 

TA B L E  5 

C H A N G E  I N  COM POS I T I O N  O F  I N F R AST R U CT U R E  I NV ES T M E N T  I N  

S H A N G H A I  I N  100 M I L L I O N  YUAN ( MY) A N D % (1990-1999)  

Year Transportation Postal and Telecommunications Total 

1990 7.16my 15.2% 2 .9omy 6.1% 47.22my lOci% 

1995 25-94 9·5 53-42 19-5 273-78 100% 
1996 69.66 18.4 77-55 20.5 378-78 100 

1997 85.06 20.6 61.04 14.8 412.85 100 

1998 108.79 20.5 72.68 13-7 531-38 100 
1999 102.24 18.4 63.92 12.7 501.39 100 

Source: Statistical Yearbook of Shanghai 2ooo. 

portation-related infrastructure, but also, perhaps more important, the central­

ity of the place in electronic space, which is supported by telematics infrastruc­

ture (Sassen 1996). In the case of Shanghai, while transportation-related 

infrastructure is still a significant component in the development of urban and 

regional infrastructure, it has recently been overshadowed by a sharp increase in 

the investment in telematics infrastructure (table 5). Since 1995, investment in 

postal and telecommunications-related infrastructure as a percentage of total 

investment in infrastructure compared with those in transportation-related 

infrastructure. This is significant considering the massive development of mass 
transit, highway, and bridge and tunnel systems since the early 1990s. It is also 
in line with national trends, and Shanghai is one of the key focal points of 

national investment in telecommunications infrastructure. Between 1991 and 

199 5, U.S.$7 billion was spent by China on telecommunications infrastructure, 



especially optic fiber cabling and digital switching. It is estimated that more 
than U.S.$20 billion will be needed to meet the goals of the Eighth and Ninth 
Five-Year Plans. Attracting FDI to the telecommunications sector is therefore 
a major government goal. 

In Shanghai, the municipal government has actively promoted a strategy of 
telematics development, consisting of three major initiatives, namely the 
lnfoport Program, Intelligent Buildings, and Electronic Business Systems. 
These are considered in turn below. 

Info port Program 

Shanghai is one of three nodes (the others being Beijing and Guangzhou) of 
telecommunications and computer networks within China; these three cities 
are also China's only entry and exit points for international information high­
ways. Shanghai is the junction of three transnational fiber-optic cable systems, 
including the Sino-Japan, the around-the-world submarine lines, and the Asia­
Europe land line, and several nationwide linkages such as the southern and the 
northern coastal lines, together with satellite earth stations, Shanghai is one of 
the very few teleports in China through which digital information can be trans­
mitted to the outside world. 

Based on the city's centrality in electronic space in terms of the junction of 
transnational and national electronic networks, as well as its key position in  
terms of  industrial and especially service-sector business functions, including 
finance, a strategy of telematics development for the next fifteen years, called 
the lnfoport program, was initiated in 1996. This strategy comprises the fol­
lowing policy measures (Shanghai Municipal Government 1997): 

provision of information for public, business, and scientific users; 

• development and integration of electronic networks for various users, 
including a citywide Internet service called Shanghai Information 
Interchange (SHIINet), an electronic network for information service 
related to social security (SSSNet), an electronic data interchange network 
for business-related information services (EDINet), and communitywide 
information networks (SCSNet); 

• development of high-speed, mass-volume and multi-medium information 
transmission systems; 

development of information technology and industry; 

development of information-related legislation and standards. 

In the period from 1996 to 2000, an investment of about U.S.$5 billion from 
both public and private sectors would be devoted to the lnfoport Program 
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(Shanghai Municipal Government 1997) . While a considerable amount of 
progress has been made in the development of telematics infrastructure, the 
most strategic development in recent years has been the completion of a city­

wide information highway, comprising a circular line of 75 kilometers, a central 

line of 32 kilometers and several suburban lines of 300 kilometers in total. 

There have also been a number of Internet service providers (ISPs), such as 

Shanghai Online, through which a large number of information services on 

both global and local scales can be obtained. Exact figures for Internet usage are 

unavailable, and the number of users is thought to increase daily; an estimated 

150,000 users held internet accounts nationwide in mid-1997, but this figure is 

likely to have risen dramatically since. Shanghai is expected to account for a 
large percentage of this usage, both for business and domestic purposes, because 

of the higher-than-average incomes and computer ownership in the city. One 

of the most frequently accessed web>ites is the Shanghai Stock Exchange, given 

the large numbers of individual investors. 
It should be mentioned that the development of telematics infrastructure 

in Shanghai is closely related to the requirements of multinationals and the spe­

cialized corporate services associated with them. In recent years, with the rapid 

growth of their business in China, an increasing number of multinational cor­
porations and banks have either newly set up their China business headquarters 

in Shanghai or, in a few cases, relocated them from Hong Kong or Beijing to 

Shanghai, with a control function in terms of management and investment for 
the whole Chinese market. According to the latest statistics, forty multination­

als have their China headquarters in Shanghai, and 80 percent of the top fifty 
banks in the world have offices in the city. For example, with eleven joint-ven­
ture enterprises and an investment of U.S.$ 640 million in different parts of 
China, Unilever has newly located its China business headquarters in Shanghai 

with the responsibility for its businesses not only in the mainland, but also 

Hong Kong and Taiwan. The local government is also encouraging Chinese 
corporations of nationwide significance to locate or relocate their headquarters 

in Shanghai. 

Related to the development of telematics infrastructure is the geographical 

concentration of multinationals and specialized corporate services in a few areas 

in Shanghai, namely Lujiazui Finance and Trade Zone, Hongqiao Economic 

and Technological Development Zone, and Huaihai Road Central (in the cen­

tral-western part of S hanghai; see map 3), forming what Sassen (1996) has 
callea a headquarters-corporate services complex. These concentrations are 

partly the result of planning and other policy mechanisms of the local govern­

ment. As these industries are among the most intensive users of telematics infra­

structure, the geographical concentration of telematics infrastructure in these 

locations is also justified on the technical ground that telematics infrastructure 
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SHANGHAI LOCATION OF LUGIAZ U I ,  HONGQIAO, H UAI HAI ROAD CENTRAL, 1997 

\ 
"'\ 

\ 
\ 
\ 

· -· "1 
l 

Pudong 

of higher than normal standards, which is extremely expensive, can be provided 

only in a few designated areas where the most intensive users are expected to 
locate, rather than spreading over the whole city. It was originally proposed that 
one lnfoport center would be located in the Jinqiao processing zone in Pudong, 

to aid overseas producers in this key industrial area; however, it was found that 

demand for the highest standard of information technology in the zone was 

low-simple electronic means of communication, with no particular demands 

on speed or security, were found to be sufficient for such a location. When the 

system is complete, stations will be located in each district and development 
zone, and individual landholders will be able to pay to make the connection from 

that local center to their sites. It should be remembered that, in terms of timing, 
the geographic concentration of top office functions occurred prior to the devel­

opment of telematics infrastructure in Shanghai. Real estate analysts in Shanghai 
report that, up to now, most foreign firms have been unwilling to pay the higher 

rents commanded by the "intelligent buildings" in the three nodes, but that devel­

opers are now keen to connect their buildings to telematics networks to give them 

marketing advantages in conditions of severe office oversupply.' 
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The same justifi cation can also be applied to the concentrations of head­
quarters corporate services complexes in a few major cities. According to Sassen 

(1996), economic globalization has increased the scale and complexity, and 

therefore reinforced the association between headquarters and specialized cor­

porate services management functionally even if not always geographically, as 
well as raised their requirements for telematics infrastructure of higher than 

normal standards. This in turn results in their concentrations in some nodal 

localities in a global or regional grid, which are articulated through cyber-routes 
or digital highways, in addition to conventional forms of communication infra­

structure. In a new geography of centralization, telematics infrastructure adds 

to, rather than replaces, conventional forms of communication infrastructure, as 

shown by the case of Shanghai where three nodal places are all located along 

the underground lines or expressways, either completed or under construction 

and connecting to airports. Shanghai is building its telematics infrastructure­

the lnfoport-in order to enhance its function as a center of financial and 

advanced service activities in China, East Asia, and the Pacific Rim. It is thus 
an important part of the city's competitive strategy, and is being adopted at a 

relatively early stage of economic development, reflecting the active participa­

tion of the state in urban decision making. 

Intelligent Buildings 

The potential of telematics infrastructure has to be realized through facilities 

within individual buildings, where the end users, such as multinationals and 

corporate services, are situated. Associated with the lnfoport, an Intelligent 

Buildings construction program has been initiated by the Shanghai municipal 

government. In 1996, a design guideline-Design Standards for intelligent 
buildings-was produced by the relevant authority (Construction Committee 

of Shanghai Municipal Government 1996). A set of design standards are 

applied to the electronic systems of various services and facilities within build­
ings, such as telecommunications, supply of power and water, air conditioning, 

fire detention, transportation (elevators and escalators) and security, as well as 
the integration of these subsystems. Buildings are graded into three categories 

according to the standard of electronic services and other facilities. In Pudong 

Development Zone, where the presence of multinationals and the corporate 
services associated with them has been increasing, the local government pro­

duced, in 1997, a regulation on the construction of intelligent buildings (Bureau 

of Urban Construction and Bureau of Environmental Protection, Pudong 

District Government 1997). 

Shanghai's municipal government has been actively involved in promoting 
the development of intelligent office buildings, especially in the above-men­

tioned three locales, through the granting of intelligent building certificates of 



different categories to offiCe buildings that reach standards set by the design 

guidelines. Many developers believe that with the intelligent building certifi­

cate, the competitiveness of an office building in the local property market 

might be improved. The local government is currently considering the possibil­

ity of using urban planning mechanisms (such as zoning) to designate certain 

areas where office buildings are required to meet intelligent building design 

standards. 

The concept of the intelligent building is not confined to the development 

of office buildings. There have been similar experiments in two state-run hous­

ing estates, both of which are governed and funded by the Post and 

Telecommunications Bureau. The authors were invited to visit a housing estate 

where an electronic information system is being applied to community services 

(such as teleclinic and telelibrary), estate management (such as security super­

vision) and utility prov1sion (such as telemetering) . A number of private-sector 
housing developers have shown interest in the electronic information system 

HomeNet, which was developed for the experimental estates. However, the 

financial feasibility of applying such systems to all developments, especially in 

the private sector, would seem limited, at least given present income levels and 

household purchasing power in relation to property. Nonetheless, these experi­

ments illustrate the forward-thinking approach current in Shanghai to adapt­

ing the latest communications technologies in both the business and household 

sectors, despite the relatively low overall development of the local economy. 

ElectroniC Business Systems 

Telematics infrastructure has been developed in Shanghai and China not only 
to satisfY the requirements of multinationals, but also to improve the competi­
tiveness of small local enterprises by providing them with easy access to the 

global market through a technological innovation called electronic business sys­
tems. These are designed for enterprises to conduct their businesses through 

electronic networks (such as the Internet), instead of conventional forms of 

communication. This can therefore improve the competitiveness of small enter­

prises by enabling them to enter the global market at much lower costs. A case 

study of the local branch of a multinational trading company revealed that the 
cost of using electronic services is marginal compared with that of conventional 

means like mail, fax and telephone communication systems. As a result, its busi­
ness transactions are conducted increasingly by electronic means. 

The local government has encouraged small enterprises to capitalize on the 
opportunity provided by electronic business systems to enlarge their share in the 

global market. Recently, a number of exhibitions have been organized by the 
local government to promote the application of electronic business systems, 

with the involvement of multinational producers. Hewlett Packard and Intel 
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have both signed agreements with the local government to develop electronic 
business systems for local enterprises (Wenhui 1998). However, there is a long 

way to go before electronic business systems are routine for small enterprises in 
China. This is not just a technical issue, but demands a full-scale change in 

enterprise culture and other nontechnical elements. 

Thus Shanghai has made significant efforts to improve its telematics infra­
structure in the mid-1990s. Compared with cities such as Hong Kong and 

Tokyo, however, there is a wide gap in provision. Although many developments 

remain under planning, usage of computerized communications systems is 
increasing rapidly. Developments in this sector are being driven by state 

actors-primarily the Shanghai Post and Telecommunications Bureau, which 

owns and controls all infrastructural hard ware and Internet services-supported 

by some private-sector investment. Within government, however, there is some 
evidence of a lack of coordination; interviews with district and municipal urban 

planners, for example, revealed a general awareness of telematics strategies, but 

little knowledge of the geographic distribution of nodes and district stations 

within the city. Nonetheless, we can say that although still undergoing major 
functional and socioeconomic transition and still being in the early stages of 

development, Shanghai is making significant efforts to link into global com­

munications networks. This strategy, part of an overall goal of rapid modern­

ization and internationalization that also indudes developing conventional 

infrastructure and forging business and government linkages internationally, is 

helping transform Shanghai functionally and spatially, and in particular sup­

ports its attractiveness as a site for business in the financial sector. 

I M PACT S :  C H A N G I N G  S PAT I A L  PATT E R N S  A N D  U R B A N  F U N CT I O N  

Changing Spatial Structure 

Since 1 978, and particularly since 1990, the spatial structure of Shanghai has 

undergone significant development and restructuring. The urban area has 

expanded following the development of Minhang, Caohejing, Baoshan, 

Pudong, and other areas as industrial zones and satellite/suburban residential 
areas. In the central city, land use structure has been transformed through the 

expulsion of industry to peripheral areas; the relocation of large numbers of res­
idents from substandard housing to new, peripheral estates; the construction of 

large-scale infrastructure projects (especially high-speed roads); the conversion 

of industrial, residential, and other land to commercial uses (especially high-rise 

offices and comprehensive developments); and, most recently, the injection of 

public open space and general efforts to "green" the city. 

However, it should be remembered that China and Chinese cities remain 

in transition with regard to their political economy and urban development . 

China is also a developing country, and the cities, especially megacities like 



Shanghai, have severe developmental problems (housing shortages, overcrowd­

ing, sewerage inadequacies, water supply shortages, etc.) with which to contend. 

Urban spatial planning and development in Shanghai over the past two decades 

have therefore been a function of meeting these basic developmental challenges, 

while, at the same time, attempting to meet the demands placed on urban space 

and urban buildings by the opening of the economy, the influx of foreign 

investors, and the local government's strategy of attracting FDI and boosting 

global interaction to assist in the functional as well as physical development of 

the city. The time-period for development has been dramatically compressed, 
as Shanghai Municipal Government attempts to meet both basic needs in hous­

ing, public infrastructure, etc., and the advanced needs of a modern, interna­

tional business city. The developments in telematics discussed above have been 

one result of the latter. 

The spatial structure of Shanghai is therefore changing as a result not only 
of global pressures and imperatives, but also in response to underlying develop­

ment needs and conditions and the priorities oflocal government. Nevertheless, 

certain changes in the spatial development of Shanghai can be attributed pri­

marily to globalization, and the activities of international corporations: (1)  pres­

tige projects and high-rise commercial developments; (2) special development 

zones; (3) villa and other high-class housing estates; and (4) triple port devel­

opment strategy. 

Prestige Projects and High-rise Commercial Developments 

Following from a globalization of property markets and the increasing partici­

pation of a small group of international architects in design competitions and 

projects worldwide (what Olds [1995] has termed the "global intelligence 
corps"), Shanghai has since the early 1990s been witnessing the rapid develop­
ment of high-rise commercial (mostly office) buildings in the downtown area. 

Particular concentrations of these new, international-style, construction projects 

are to be found in the state-level finance and trade zone, Lujiazui, and the city­

level economic and technological development zone, Hongqiao. However, all 
central-city districts have approved such projects, especially Luwan (Huaihai 

Road Central), Xuhui (Xujiahui), Huangpu and Jingan (Nanjing Road West) 

districts. The Shanghai Center, on Nanjing Road West, was the earliest of the 

new generation of comprehensive (office, retail, hotel, and residential) develop­
ments, opened in 1990, and built by a consortium of American, Hong Kong, 

and Japanese developers in con junction with the Shanghai Exhibition Center, 

the original landholders. The surrounding area in Jingan district has now 
become a popular location for new commercial development, especially by 

Hong Kong development groups. However, this area may be marginalized as 
the new generation of intelligent buildings come on stream elsewhere in the 
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city. \Vhile some national banks have become active developers, most of the 

new construction is being carried out by overseas developers, primarily from 
. East Asia, often in joint venture with a local organization which is usually the 

original landholder. 
In addition, public prestige projects are being developed in key locations in 

Shanghai with both public and private funds; these projects are all initiated by 
the government at the national, city, or district level. Examples include Lujiazui 

Finance and Trade Zone, the Bund renewal and waterfront projects, and the 

redevelopment of People's Square (including a new concert hall) . Olds (1995) 

reports that the development of Lujiazui is part of a global trend of urban 

megaproject development, planned by governments, designed by international 

architects, and executed by developers who operate regionally or globally. In 

Shanghai, individual districts are also concerned with urban image and place 

marketing, and therefore are planning smaller-scale prestige projects, especially 
office commercial centers, as well as other image-enhancement programs, such 

as the removal of slum housing, and the development of public open space and 

street-side landscaping. 

Special Development Zones 

In order to meet the demands set by the globalization of industrial production, 

Shanghai has a number of function-specific development zones (e.g., Jinqiao, 

Caohejing, Zhanjiang, Waigaoqiao, Minhang). These provide high-quality 

infrastructure, factory units or land for their construction, and so on, plus vari­

ous investment incentives, within a bounded area. :Mostly located in Pudong 

and suburban districts and counties, these zones concentrate foreign-based 

manufacturing activity in specific areas; spatially there is often a sharp visual 

boundary between the zone and its neighboring land areas. Similarly, Hongqiao 

Economic and Technological Development Zone and Lujiazui Finance and 

Trade Zone have been established in the city to meet the needs of international 

business, including banks, for representative and operational offtces. 

Villa and Other High-class Housing Estates 

In order to meet the real or perceived demand for expatriate housing (as well as 
for housing the small but growing class of wealthy Chinese), a large number of 

villa and other high-class housing developments have been built in Shanghai, 

mostly in peripheral or suburban areas. Given the limited market and the fact 

that the quality of the developments is often poor, many of these buildings 
remain empty. One of the best established of the new housing areas is Gubei 

New Area in Changning District, which is adjacent to the Hongqiao Economic 
and Technological Development Zone and close to Hongqiao airport . 



Triple Port Development Strategy 

As discussed above, Shanghai has adopted a triple port development strategy in 

order to tap into global communications networks. This forms part of a wider 

infrastructure development program to build Shanghai's internal and external 
connections. A new seaport and airport in Pudong are designed to service 

Shanghai's industrial and business communities, tourism sector, and the distri­
bution of industrial products and raw materials (imports and exports). The 

lnfoport, with its three principal nodes in Lujiazui, Hongqiao, and Huaihai 

Road Central, will reinforce the strength of these three office concentrations. 
Although telematics developments can theoretically allow a dispersal of office 

space, as well as home working, these dispersal factors are likely to be out­

weighed by the forces of other government policies (especially locational poli­

cies, discussed above), the need for face-to-face transactions, the scarcity of 
computer networks in other parts of the city, even in the medium term, and the 

need for certain types of businesses (especially banks and fmance houses) to 

have immediate access to the highest-quality, highest-speed, and highest-secu­

rity telematics resources, which can be provided only in a limited number of 

locations. Telematics developments, while allowing greater connectivity 

between individuals and businesses within the city, therefore appear to be rein­

forcing government plans and development trends vis-a-vis office location. 

Branch connections to residential, industrial, and noncentral commercial areas 

will also assist business and personal communication within the city, but it is 

unlikely to have a rna jor impact on the spatial configuration of the city. 
These four trends, working alongside more general development processes 

in Shanghai, are producing spatial-functional divisions in urban form. While 

local-level anomalies may occur because of developers negotiations with district 
governments on a particular project, the city is essentially evolving according to 

a predetermined strategy and plan. Spatial and functional change are intimately 
related, both within government strategy and in the development trends 

observable to date. Functional changes are analysed in the next section. 

Changing Urban Function 

Shanghai is a dual function economy, with both a strong industrial sector and 

an expanding tertiary sector which now accounts for 43 percent of the GDP. 

Central government strategy promotes Shanghai as China's leading financial 

and banking center, and Lujiazui has been developed at least in part to aid these 

functions. Under the strict government planning discussed above, industry has 
largely been relocated to suburban areas, while central areas concentrate on 

commercial and residential functions. Telematics developments are assisting in 
the development of Shanghai as an international business center, but the 

impacts have to date been limited because so much telematics infrastructure 
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remains under planning or construction. Once the principal intelligent build­

ings have been completed and the infrastructure is in place, Shanghai should be 
able to fully service the demands of international businesses with offices in the 
city for capital transfers, business transactions, information exchange, and so 
forth. The existence of such infrastructure will also enhance Shanghai's reputa­

tion as a city with the capacity for international-standard business activities, 
theoretically attracting more business and leading to an expansion of infra­
structure in response to growing demand. 

Shanghai, as the gateway to eastern China, therefore has the potential and 
capacity to develop as a key service city; government backing, at both the central 
and local levels, supports such functional development. At the same time, how­
ever, Shanghai's twin functions of services and industry are likely to persist in par­
allel, although the urban-industrial boundaries between suburban Shanghai and 
neighboring districts in Jiangsu and Zhejiang provinces may dissolve, despite 
continuing administrative boundaries. These functional shifts, and the improving 
telematics and other infrastructure to support them, have an impact on 
Shanghai's relations and potential relations with other cities nationally, regionally 
and globally. These interurban dynamics are considered in the next section. 

Impacts: Interurban Relations and Shanghai's Competitive Position 

The Comprehensive Urban Plan for Shanghai (CUPS) promotes Shanghai as the 

bridgehead between China and the global economy, and as a city that will play 
a pivotal role in regional and national development. The plan is ambitious: 

"Shanghai must be built into one of the greatest centers along the west Pacific 
coast" (CUPS 1 986: 8) .  Pudong is seen as key to Shanghai's externally oriented 
development strategy, its role being to act as the "dragon's head" of urban and 
economic development, not only for Shanghai's metropolitan area, but also for 

the Yangtse River Delta and Valley regions, and for eastern China, if not the 
country as a whole. Pudong and Shanghai are promoted nationally and locally 
as the engine of regional development, by linking the hinterland to the global 
economy, via FDI, trade, and international communications networks: 
Shanghai is China's eastern gateway to the regional and global marketplace. 

This section considers how far Shanghai has already moved to becoming a 
key urban center in China, in East Asia, and globally since 1978, in the light of 
earlier discussions on its national and international linkages, its urban and eco­

nomic development status, and, in particular, telematics developments. The 
relationship between Hong Kong and Shanghai is also discussed . 

Shanghai in China 

Shanghai is the key city in eastern China, and as such serves local, regional, and 
national functions, as the focal point for inward investment, and as a center of eco-



nomic management and control. It is strategically located at the mouth of the 
Yangtse River, and at the midpoint on the coast between Beijing, Guangdong, and 

Hong Kong. As a seaport, it has links to the urban-industrial centers in northeast 
China, Tianjin, Shandong, south China, and, internationally, to Korea, Japan, and 

the rest of the world. As a riverport, Shanghai is linked with central and western 
China; this river connection is important given China's poor east-west rail and 

road links. Shanghai is also an important railway hub along China's east coast, 

linked directly to Beijing by a new high-speed track, and to cities in southeastern 

China. New road and rail links have been especially important in creating spatial 

cohesion within the Yangtse River Delta, and Shanghai is now connected by 

superhighway and high-speed train to Suzhou, Wuxi, and Nanjing to the north, 

and Hangzhou to the south. This strategic location, supported by infrastructural 

developments, has historically been a key factor in Shanghai's development, and 
ensures the city's continued role as China's leading economic center. 

Under the centrally planned economic system of the pre-Reform period, 

the scope of direct horizontal linkages between cities was severely curtailed. The 

growth of economic regions that crossed administrative boundaries therefore 

became impossible. Since 1978, however, local autonomy has gradually 
increased, and region-based urban development has become possible. However, 
at the same time, decentralization has increased competitive relations between 

cities. lntraregional cooperation, which would contribute to efficiency in resource 
use, and enhance the position of each region in the external economy, has not 

been forthcoming. 

Shanghai forms the core of four overlapping regional spaces: 

o The Yangtse River Delta EMR, spanning southern Jiangsu province and 
northern Zhe jiang province; 

o Shanghai Economic Zone, officially designated in 1982, �nd c�veri�g ten 

cities in the Yangtse River Delta, plus parts of Anhui and }1angx1 provmces; 

o The Yangtse River Valley, stretching inland as far as Chongqing and east­

ern Sichuan Province; 

o The central-east China region, incorporating the provinces of Hebei 

(southern part), Shandong, Henan (eastern part), Jiangsu, Anhui, Jiangxi 

(northern part), Zhejiang and Fujian (northern part). 

All four regions conform to the concept of divorcing ad�inis�rative and eco­

nomic boundaries in an integrating global economy. There 1s ev1dence of grow­

ing economic and spatial linkages between the cities and towns,
.
and urban �nd 

rural areas within these regions. Shanghai's role is as the regwnal financ1al, 

industrial, 
1
trade, service, and distribution center, and a location for the man-
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agement offices of manufacturing firms with factories located elsewhere in 
these regions. 

Of the four, the Yangtse Delta represents the tightest consolidation of 

urban space within one economic area. The region has an area of 99,610 square 
kilometers, with a total population of 73.7 million, and an urban population of 
30 million (Chan 1997) . The urban hierarchy comprises three very large cities 

(Shanghai, Nanj ing, and Hangzhou), four large cities (Wuxi, Suzhou, 

Changzhou, and Ningbo), seventeen medium-size cities, and thirty small cities 

(Chan 1997) .  Linkages between Shanghai and cities in southern Jiangsu are 
particularly strong, and detract from the lead-city functions of Nanjing as 

provincial capital. Although cities in this region, including Shanghai itself, are 

still undergoing economic and urban transition, there is an emerging pattern of 

firms (especially multinationals) locating their management and sales offices in 

Shanghai city, while their manufacturing plants are located either in suburban 

Shanghai or in a neighboring province. While cost and local incentives are cited 
as important factors in this relocation from Shanghai, however, international 

manufacturing firms have reported differences in technical and professional 

expertise, infrastructure, living standards for expatriate staff, distribution facili­
ties, and market size between Shanghai and other cities in the region, which are 

making them as yet reluctant to relocate within the Delta region. Shanghai's 

municipal and district governments are prioritizing the attraction of high-cal­

iber multinational companies prepared to pay Shanghai's higher labor costs, and 

are therefore pushing small and medium-size ftrms, to whom cost differentials 
can be significant, to peripheral areas and neighboring provinces. 

Linkages within the Delta region as they have developed in the 1990s are 
therefore more horizontal than vertical. A large number of cities and localities, 
taking advantage of decentralization to manage their own economic and urban 

development, are developing rapidly on the basis of localized industrialization 
and, wherever possible, foreign investment. Rural industrialization, through 

township and village enterprises (TVEs), has been very important in this 

growth since the 1 980s, while the main cities have focused on attracting for­

eign investment as the catalyst for industrial modernization and urban rede­

velopment. This has detracted from Shanghai's function as a regional center, 
and has contributed to Shanghai's continued strength as a manufacturing city 

in its own right. There has been no coordinated regional planning for the 

Delta, and this has enhanced the individualist approach of localities. 

Competition is encouraging local infrastructure and environmental develop­

ments, but not necessarily producing net positive additions in economic activ­

ity, regional or nationwide. There is evidence of small and medium-size firms 

"phasing incentives"-once period concessions (e.g., tax breaks) have expired, 

they relocate to other areas where they can obtain preferential treatment as if 



they were first-time investors. This competition and lack of coordination have 
also led to inefficiency and wastage in the allocation of resources, especially for 
infrastructure development; the duplication of airport development in several 
cities in the Yangtse Delta, as in the Pearl River Delta in southern China, is a 
commonly cited example here. 

Shanghai's links with the Yangtse River Valley and the wider eastern region 
are less concrete. However, as a transportation hub and seaport and riverport, 
Shanghai has an important role in both regions. Shanghai is a market for, and 
consumer of; products and raw materials from China's interior, and an entrepot 
and distribution center for goods and resources to national and international 

markets. At the same time, regional cities and provinces are also consumers of 
Shanghai's fmished products. Migration from other provinces, especially Anhui 
and Sichuan provinces, further produces strong human and economic links 
between Shanghai and its hinterland regions. Although the southern regional 
block (Pearl River Delta, Hong Kong, Macau, Guangdong, and spurs to Fujian, 
Guangxi, and Hainan) is currently stronger than the eastern block centered on 
Shanghai, the growth potential in the Yangtse Basin and coastal region is far 
higher, and its urban centers (e.g., Chongqing, Wuhan, Nanjing, Qingdao, 
Hangzhou, etc.) are well established for industrial and/or tertiary activities. 

Shanghai-Hong Kong Relations 

There has been much discussion of growing competition between Hong Kong 

and Shanghai, and of the potential for cooperation between the two megacities 
now that they are part of one country. There is little competition as of yet, how­
ever, because the two cities have different levels of development and functional 
structures. Hong Kong's infrastructure, advanced postindustrial economy, and 
concentrations of MNC regional headquarters make it considerably stronger 
than Shanghai in serving both the East Asian and Chinese economies. 
Shanghai's urban and economic development, although rapid, still lags far 

behind that of Hong Kong. Location is also a key factor and may allow the 
long-run development of Shanghai and Hong Kong in parallel, with each serv­
ing separate subnational and international economies. Shanghai, in east China, 

is a node in the Yangtse Delta and Valley, eastern coastal China, and Northeast 
Asia, while Hong Kong, in the south, forms the core of the Pearl River Delta 
and southern coastal China and links strongly with economies in Southeast 
Asia. Cooperation between the two megacities can assist Shanghai's catch-up 
and allow both to contribute to China's national development. Geographic dif­
ferences should allow both cities sufficiently large markets, investment net­

works, and manufacturing hinterlands to coexist as key national and 
international urban and economic centers within China and East Asia, and 

globally. 
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Shanghai Regionally and Globally 

As one of China's most important economic centers, as the central city for the 
Yangtse region and a site of advanced infrastructure, Shanghai acts as the cross­
roads in linking China to the global and regional economies. In Northeast Asia 

in particular, Shanghai is an important node in the regional system, and has 
strong connections with Japan and Korea. Shanghai has the underlying eco­
nomic strength to develop as both a locus for inward industrial investment and 
as a "control center" for the activities of service-sector corporations and firms 
with manufacturing operations elsewhere in eastern China. However, 
Shanghai's role in the regional and global urban-economic systems is in its ear­
liest stages. Today, Shanghai is simply a gateway between eastern China, East 
Asia, and world markets. 

This limited regional and global role can be illustrated by two indicators: 
(1)  the number of multinational firms whose regional or global headquarters are 
located in Shanghai, and (2) the degree to which Shanghai is a hub of interna­
tional transport and telecommunications networks, rather than a branch or 
gateway. Several thousand MNCs and TNCs have operations in Shanghai, 
including some China business headquarters, but there are no international 
headquarters in the city. Shanghai served only sixteen airline routes in 1995, 

compared with ninety-six in Hong Kong and seventy-six in Tokyo.8 
International passengers transfer in Shanghai to domestic routes, but not to 
other international ones. Shanghai's developing financial and service-sector 

functions serve the needs of international investors in China, rather than the 
regional or global marketplace as a whole. This contrasts with Hong Kong or 
Tokyo, which have financial markets and tertiary functions that are interna­
tional in scope. Therefore, although Shanghai acts as a transportation, telecom­
munications, and business gateway to China, in the absence of control and hub 
functions it cannot be classified as a "regional" or "global city," although it does 
have global city functions. 

CO N C L U S I O N S  

Since 1978, and especially since 1 990, Shanghai has made rapid progress 
toward internationalization and modernization. Telematics developments have 

been just one aspect of multiple efforts embraced by the local government, with 

the assistance of private, often global, capital to improve Shanghai's connections 
to the global economy, and to serve its emergent functions as a national and, 
pote

.
ntially, international financial and business center. Developments in con­

ventional telecommunications and transportation infrastructure, along with the 

increasing participation ofMNCs in the Shanghai economy, growing trade and 
investment flows into the city, a strengthening and widening of sociopolitical 
linkages, and the improvements in telematics, have allowed Shanghai increas-



ingly to integrate into global and regional economic-urban systems. In this con­
text, the city has been planned and managed to further enhance international 
connectivity, competitiveness, and economic development. These trends have 
had important implications for both the internal spatial and functional struc­
tures of Shanghai, and for Shanghai's relations with other cities in the national, 
regional, and global urban spheres, as discussed above. 

These findings demonstrate the continued role of the state, particularly the 

municipal government, in guiding and producing urban change. Urban plan­
ning strategy in Shanghai prioritizes developments in international communi­
cations as part of the goal to turn the city into a key economic center on the 

Pacific Rim. This has, inter alia, allowed Shanghai to adopt advanced telemat­

ics technologies and infrastructure at a relatively low level of economic devel­
opment. The municipal government has been key in identifying the needs of 

the city in terms of both conventional and state-of-the-art infrastructure, and 
has taken action to provide for them. Although Shanghai's telematics infra­
structure is very limited by the standards of cities such as Hong Kong and 
Tokyo, it can be expected that, given the current level of effort in this field, 
Shanghai will make significant short-run inroads into catching up. 

Despite being a city in a developing country and transition economy, 
Shanghai is paying explicit attention to its place in global systems, and, espe­

cially, the need to develop advanced infrastructure as the support framework for 
various economic activities, particularly in the service sector. These develop­

ments are occurring despite multiple urban and economic development chal­
lenges and a relatively low current level of development. This could have 
implications for other low-income cities facing similar economic and urban 
development challenges even as they are being required to compete globally. 

Telematics developments form only a part of the overall strategic develop­
ment package for a city, but their provision can have an important role to play 

in defining the role and potential role of a city in the global and regional 
economies-that is, in defining urban function, especially with regard to finan­

cial and service-sector activities and as the headquarters location of multina­

tional corporations. In the case of Shanghai, state-sponsored telematics 
developments are supporting the development of the city as a financial and 
service center in east China, and potentially regionally and even globally, and in 
doing so are reinforcing the concentration of the highest-quality real estate 
development and advanced, globally oriented business functions in certain key 
downtown locales. As the Infoport program and other projects move from plan 
to implementation, these spatial and functional effects are likely to increase. In 
conjunction with other factors (including location, human resources, etc.), the 
economic centrality of Shanghai within China is being enhanced by telematics 
developments, as are its key office areas for advanced service functions. These 
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developments will also bind Shanghai increasingly into international urban net­
works, as one of several key functional nodes spanning East Asia and the Pacific 
Rim. For the present, however, the level of infrastructure, industrial, and other 
developments allows Shanghai a role principally as a gateway between the 
Chinese and global and regional economies, rather than as an equal player in a 
network of regional cities. 
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1. China regained sovereignty over Hong Kong from the United Kingdom on 1 July 1997. 
2. For further discussion on the role of Shanghai in China and East Asia, and Hong 

Kong-Shanghai relations, see Liu, Song, and Wu 1998; Ning and Jiang 1998; and Rose Gu 1999. 
3.  Following defeat in the Opium Wars, China signed a series of peace treaties allowing foreign 

powers extraterritorial and trading rights in settlements in several coastal and Yangtse River port 
cities, including Shanghai, Tianjin, Guangzhou (Canton), and Chongqing. The foreign colonial 
presence in these "treaty ports" lasted from the mid-nineteenth century to the Second World War. 
Interested readers are referred to Hsii 1995 and Rose 1996, which give liuther details. 

4. See, for example, Chan, Hsuen, and Luk 1996 and Ma and Hanten 1981 for discussion of 
Maoist economic and regional development policy. 

5. Pudong Development Bank was founded by the Shanghai municipal government in the early 
1990s, but is a shareholding bank, owned by SMG and private business. 

6. In-depth analysis of competitive government behavjor in Shanghai is provided in Rose Gu 
1999. 

7. Vacancy rates of20 percent were reported for Grade A offices in mid-1998, and up to 50 per­
cent for lower-quality space. These rates are expected to persist for two to five years. 

8 .  Where one airline route is one city-city link; this may be flown by more than one airline. 

R E F E R E N C E S  C I T E D  
Bureau of Urban Construction and Bureau of Environmental Protection of Pudong District 

Government. 1997. Regulation on Construction of Intelligent Buildings. Shanghai: Bureau of 
Urban Construction and Bureau of Environmental Protection, Pudong District Government. 

Chan, R. C. K. 1997. "Regional Development in the Yangtze and Pearl River Delta Regions. " 
Paper presented at the 5th Asian Urbanisation Conference, SOAS, London, August. 

Chan, R. C. K., T. T. Hsueh and C. M. Luk, eds. 1996. China's Regional Economic Development. 
Hong Kong: Chinese University Press. 

China Daily. 1996. November 12. 
Comprehensive Urban Plan for Shanghai (CUPS). 1986. 
Construction Committee of Shanghai Municipal Government. 1996. Design Standards for 

Intelligent Buildings. Shanghai: Construction Committee of Shanghai Municipal Government. 
Hsii, I. C. Y. 1995. The Rise of Modern China. 5th ed. New York: Oxford University Press. 
ICAO. 1985. Tmjjic by ;light stage, 1985. �ebec: ICAO. 
--, -. 1990. Traffic by ;light stage, 1990. Quebec: ICAO. 
---. 1995a. Airport traffic, 1995. �ebec: ICAO . 
---. 1995b. Civil aviatio7l statistics oft he world. �ebec: ICAO. 
--. 1995c. Traffic by ;light Jt:age, 1995. �ebec: ICAO. 
Liu, D.,  Y. C. Song and W. Wu. 1998. "Jiuqi huigui: Hu-Gang jingji jingzheng yu hezuo" (Return 

to the motherland: Economic competition and cooperation between Hong Kong and 
Shanghai). Unpublished paper, East China Normal University, Shanghai (in Chinese) . 



Ma, L. J. C. and E. W. Hanten, eds. 1981. Urban Development in Modern China. Boulder, CO: 
Westview. 

Ning, Y. M. 1995. "Case Study of Shanghai, China." In HABITAT, Metropolitan Areas: 
Management and Planning in Developing Countries. Nairobi: UNCHS. 

Ning, Y. M., and L. Jiang. 1998. Zhongguo guojixing zhongxin chmgshi Jazhan de zhanluewenti yan­
jiu (On strategic issues of developing international central metropolises in China). Urban 
Planning Forum 2 (in Chinese). 

Olds, K. 1995. "Globalization and the Production of New Urban Spaces: Pacific Rim Mega projects 
in the Late 20th Century." Environment and Planning A 27: 1713-1743. 

Rimmer, P. 1996. "Transport and Telecommunications among World Cities." UNU/IAS working 
paper, Tokyo: United Nations University, Institute of Advanced Studies. 

Rose, F. C. 1996. "Historical Legacy or Global Economy? Urban Design in the Former Tre�ty Ports 
of China. " University of Cambridge, Department of Land Economy, Discussion Paper Number 
71. 

--- . 1998. "Globalisation, Regionalisation and Chinese Cities: A Case Study of Shanghai's 
Integration into Regional and Global Urban-Economic Systems." UNU/IAS working paper. 
Tokyo: United Nations University, Institute of Advanced Studies. 

---. 1999. "Globalisation, Governance and Growth: A Study of Urban Planning and 
Development in China, with Special Reference to Shanghai." Ph.D. dissertation, Cambridge 
University, United Kingdom. 

Sassen, S. 1996. "The Spatial Organization of lnformation Industries: Implication� for the Role of 
the State." In Globalization: Critical Reflections, ed. J. H. Mittelman. London: Lynne Rienner. 

Shanghai Municipal Government. 1997. "The Ninth Five-Year Plan for Infoport Program and 
Development Targets by the Year 2010." Shanghai: Shanghai Municipal Government. 

SMSB Shanghai Municipal Statistics Bureau. (SMSB). 1997. Statistical Yearbook of Shanghai, 1997. 
--- . 2000. Shanghai: Statistical Yearbook of Shanghai, 2000. 
Shanghai Star. 1996. November 15. 
State Statistics Bureau (SSB). 1996. The Gross Domestic Product of China, 1952-1995. Dalian: 

Dongbei University of Finance and Economics Press. 
---. 1997. China Statistical Yearbook, 1997. Beijing: State Statistics Bureau. 
Warf, B. 1995. ''Telecommunications and the Changing Geographies of Knowledge Transmission 

in the Late 20th Century." Urban Studies 32 (2): 361-378. 
Wenhui N�vspaper. 1998. "Electronic Business Is No Longer a Remote Phenomenon." April 4 .  
Zhuang, L .  Q, ed. 1996. International Trade Ports. Beijing: Renmin Jiaotong Chubanshe (in 

Chinese). 

Ill 
:z: 
• 
z 
en 
:z: 
• 

::lr 
... 
n 
0 
z 
z 
... 
n 
� 
z 
en 
� 
0 
� 
:z: 
... 
1:1 
..... 
0 
• 
• 
..... 
... 
n 
0 
z 
0 
I: 
-< 





/ C h a p t e r  u 

B U E N O S  A I R E S : S O C I O S P AT I A L  I M P A C T S  O F  T H E  

D E  V E L  0 P M  E N  T 0 F G L 0 B A L C I TY F U N  C T I 0 N S 

P a b l o  C i cc: o l e l l a  a n d  l l l a n a  M i g n a q u i  

Structural changes at the end o f  the century tend to concentrate particularly in 

large metropolitan spaces, turning them into the main scenes of the struggle 

between emerging global trends and the revival oflocal identities. In the 1990s, 

the restructuring of those spaces-within the context of privatization, deregu­

lation, and economic liberalization-has meant that factors external to the 

metropolis and its country have tended to supercede domestic factors, poten­

tially causing considerable loss of control over the economic, social, and territo­
rial processes that develop in these urban spaces. For instance, fragmentation 

and urban segregation do not develop only because of social divisions or urban 

planning, but because urban spaces are unevenly incorporated into the global 
network. Poorly integrated sectors, neighborhoods, or municipalities coexist 

with modern, globalized, specialized, and competitive urban fragments. 
One key aspect in the struggle for dominance between the local and global, 

and domestic and external influences in Buenos Aires, can be represented by the 

characteristics and trends of new investment activities. Of particular signifi­

cance are the ways in which these activities affect or induce the revaluation of 
the building process, private management, and consumption, as well as the 

intensification of territorial segregation between residential areas of different 
income levels. The return of the suburb together with different types of"private 

urbanization" has altered the form of urbanization prevalent until the mid-

1980s. Change has occurred not only in zoning and the use of space (from pub­

lic neighborhoods to gated communities),  but in social appropriation (from the 

lower and lower-middle socioeconomic classes to the upper and upper-middle 
classes). In some Latin American countries (Argentina, Brazil, Mexico, etc), 

during the import-substitution industrialization (lSI) model followed during 
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the 1940s and 1 950s, the industrial sector was more closely related than other 
sectors to the processes of metropolitanization, inducing either directly or indi­

rectly a substantial growth in the residential space of popular and marginal sec­
tors. In contrast, in the last quarter-century, these processes have appeared to be 

more related to the rise and spatial diffusion oflarge sites of consumption (e.g., 

shopping centers, supermarkets, entertainment and performance centers), the 

formation and regeneration of state-of-the-art office districts that concentrate 

command functions, and the promotion of new types of residential space for the 

middle- and upper-income population-gated communities within the city or 

isolated in the outskirts or along waterfronts and so on. In this way, a Taylorist­

Fordist spatial order is apparently being replaced by one that is post-Fordist, 

postsocial, and postmodern. 

Apart from the transformations in technology and production-exten­

sively studied in recent years and biased toward new investments-sociocultu­
ral changes and political/institutional transformations seem to have had 

considerable relevance in the formation of new trends in the structuring of met­

ropolitan space. The suburbanization process taking place also reveals changes 

in consumption patterns. The tendencies toward privatization of space are not 

exclusive to residential areas, but also manifest themselves in commercial and 
recreational areas that can be reached only by private cars via the highway net­

work. The withdrawal of the state from explicit territorial policy making in the 

face of the growing role of the private sector is one of the distinctive features of 

the 1 990s in Buenos Aires. ' 

The central effort in this chapter is to relate the new urbanization processes 
in Buenos Aires to the significant increase in investment, much of it foreign, 

during the 1990s. Buenos Aires is one of the ten largest urban agglomerations in 
the world, located in the second hierarchical level of global cities together with 

Sao Paulo and Mexico City, with more weight in its national economy than 

these cities in theirs and in this regard more like Greater London with respect 
to the United Kingdom or lie de France with respect to France. It concentrates 

close to 35 percent of the national population but almost 53 percent of the GNP, 
and the central city by itself accounts for 8 .3 percent of the national population 

and 25.5 percent of national GNP (equivalent to Chile's GNP). Average indi­

vidual income in the center is similar to that of France ($25,000). In contrast, the 
rest of the metropolitan and national population have an income of $6,000, an 
amount only slightly higher than the per capita income in Brazil. The reform of 

the state, the privatization of public sector firms and services, the reactivation of 

economic growth, monetary stability, and the implementation of Mercosur, 

among other factors, have established a new macroeconomic scenario that 
attracts certain types of investments. However, these factors have also deepened 

social polarization in Argentina and Buenos Aires. This work hopes to con-



tribute to the reflection and debate about the duality and contradictions of these 
processes that tend toward modernization and globalization, on the one hand, 
and toward deepening social exclusion on the other. 

M E T R O P O L I TA N  R E S T R U CT U R I N G  T R E N D S  I N  T H E  1990S 

The development alluded to above signals the emergence of a new phase of 

capitalism, in which the shift in the accumulation regime contributes to new 

territorial dynamics and urbanization patterns. However, although these 

changes seem deeply connected to the new production, technological, and 
macroeconomic conditions of global capitalism, they might also be explained in 

terms of local influences that are more political, institutional, and sociocultural. 

Yet, the weakening of state social policies, particularly land policies, and the lack 
or obsolescence oflegal-administrative frameworks and urban planning instru­

ments in many cases render local governments defenseless against the pressure 

of the private sector's use and appropriation ofland located in high-value urban 

or protected areas (which are mostly rural). 

The selectivity of capital in its spatial location strategies will produce vari­

ous effects in a metropolitan area. In several counties within metropolitan 

Buenos Aires, where urban density is low, the diffusion of"private urbanization" 

developments involves risks that are still difficult to evaluate in terms of social 

integration and land use. The establishment of fences and walls repels, expulses, 

and excludes others. This urbanization pattern solidifies an exclusive model of 

the city (Mignaqui 1997) . In contrast, in central Buenos Aires high-density, 

high-rise housing is proliferating, altering the older urban fabric. 

These changes, combined with a historically unequal socioeconomic struc­

ture, rna y be deepening preexisting inequalities. The European city model, more 
physically compact and equitable from the point of view of social appropriation, 

is giving way to the American city model, more dispersed and structured as 

islands connected through highway networks. These new urban enclaves com­

bine residence in gated communities with a shift in consumption to shopping 

malls, supermarkets, and mega-recreation centers, along with privatized educa­
tion, health, and security services. 

These "new urban objects" that underlie the spatial fragmentation are char­
acterized by additive, heterogeneous, ephemeral, and excluding architectures, 

responding to specialized processes embedded in the new urban culture. They 
alter the urban morphology, fabric, and landscape, as well as the land uses and 

functions, the predominant economic activities, and the labor market of each 

urban segment (neighborhood, county, etc.), in many cases jeopardizing its 

identity. Housing and spaces designated for recreation, leisure, commerce, or 

transport are developed with new guidelines and criteria for developers that can 

no longer be understood as a simple extension of previously tested solutions. 
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The shift from the "traditional city" to the "alienated city," typical of the 
urban peripheries referred to by Kevin Lynch, could imply a breakdown of cog­
nitive maps, the maps that allow an individual to orient and reconstruct his tra­
jectories and represent his physical position with respect to the city as a whole. 
The loss of these global cognitive maps is one of the risks of the current process 
of urbanization. This is closely related to the breakdown of identities, which 
would no longer be defined territorially but rather by the new guidelines of 
using and consuming space. 

In contrast to the idea of urban identity as constructed through multiple 

interactions with others, the identity of private urbanization in the metropoli­
tan suburb is strengthened through maximizing the otherness of the outsider 
(Arizaga 1999). This solidif1es the myth of "the purified community" that 
Sennett (1975) criticizes as perceiving a common identity, a pleasure in recog­
nizing ourselves and what we are and the disappearance of the conflict that oth­
erness reserves. And this voluntary exclusion transcends the limits of gated 
communities and incorporates a growing range of social practices (commerce, 
leisure, and recreation) and the spaces in which these practices take place. The 
suburb manages to simplifY the social environment by making social life more 
elementary as one searches for the mythical solidarity of the old village at a time 
when technological resources for social structures are becoming more complex 
(Sennett 1975). 

The city becomes a space for the upgrading of the logistics of consumption 
and advanced services.2 The city's industrial role, living environment, and 
atmosphere of encounter and sociability decline at the same time that the city 
assumes a larger role as a competitive locus, a space for capital valorization, and 
a spatial form and condition for accumulation for large investors and local and 
nonlocal businesspeople. As a result, the relation between public and private 
space is put at risk. Qyite apart from its substantial effects on structure, form, 

and territorial organization, the deepening of the flexible accumulation regime 
has also generated a selective model of incorporation/exclusion of areas, deter­

mining the decline of some and the rise of others (Benko and Lipietz 1994). 
This process has provoked a strong competition among regions and among 
cities-all at the global level-to attract investments, generating interterritorial 
competitiveness (Ciccolella and Mign�qui 1994) . 

The contradiction between the development of telecommunications­

often interpreted as leading to the end of space, geography, and local specifici­
ties-and a new era of metropolitan concentration can be explained by the fact 
that although a company may be distant from its clients, it requires proximity 
to advanced services more than ever. Indeed, authors such as Pierre Veltz and 
Saskia Sassen concur that the expansion in the market for specialized or 
advanced services is responsible for the new urban boom, as the most dizzying 



amounts of development have occurred in the past few years in precisely those 

areas. Furthermore, these sectors of growth represent in themselves attractions 

for large investments and large firms, and consequently for the remetropoli­

tanization process. The companies can locate far from their clients, and in fact 

far from their suppliers of raw materials, parts, assemblies and industrial com­

ponents in general, but they do need to be close to specialized services and the 

centers of knowledge and innovation, and these are normally found in sufficient 
quantity and quality only in large metropolises (Veltz 1994a; Sassen 1999). 

What for some authors seems to be the remetropolitanization process as 

"expanded concentration," either amplified or as overflow (de Mattos 1997), 

constitutes for Sassen (1999) and Castells (1995) a trend of more complex char­

acteristics that results from the dialectic between centralization and decentral­

ization, in which the main role is played by services and information. In any 

case, these arguments are not contradictory, but are perceptions and interpreta­

tions of the same phenomenon: the transformation of metropolitan territorial 
structures. 

The relation of contiguity means very little in the new processes of pro­
duction and articulation of space. The way in which space is articulated in flex­

ible capitalism is not primarily horizontal. The "verticalities," in the 

terminology of Milton Santos (1996), play an important role as articulators in 

a space that tends to structure itself from vertical and pyramidal relations that 

are superimposed on horizontal, contiguous, and hegemonizing relations. 

Although local conditions can potentially present a more "fertile"' territorial 

scenario than others, there is nothing that prevents one city or company from 

prospering in the middle of a declining region, so long as it is able to inscribe 

itself in the multiscalar functional, organizational, and informational relations 

that arise out of the transition from a space of zones or places to a space of net­
works or flows (Veltz 1 994b ). The complexity of structures and territorial con­

tents seems to be the key factor in this process. 
The renewal of growth in large urban spaces, the return of territorial 

inequities, the formation of networked territorial structures, the decline of ter­

ritorial neighboring relations, the predominance of fluidity over place, the val­
orization of specificities, and the multiplication of microterritories in contrast 

to past continuities, homogeneities, and macroterritorial differences-all these 

trends synthesize the economic-territorial dynamics. They signal a new eco­

nomic geography and one in which power is organized through the global con­

trol exercised in a complex and hierarchical network constituted through thirty 
or forty global cities, including cities like Sao Paulo, Mexico City, and Buenos 

Aires. These appear toward the end of the century as specialized spaces for the 
economic management of the global operations of firms and markets. The lead­

ing cities in this network exert influence not only locally and nationally, but 
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globally. It is in these cities that the most advanced production, services, and 

even cultural innovation and political management sectors are concentrated. 
Metropolitan economies are displacing the territorial economies that laid the 

foundations of the nation-state; interterritorial transborder interactions are 
replacing old interactions formed within the framed protection of the welfare 

state, bringing an end to territorial subsidies. From this remarkable territorial 

selectivity of global capital, a new map of winner and loser' regions emerges, 
one in which only the "best" spaces will participate in the new dynamism of 

accumulation. 
The growth of foreign direct investment (FDI) in Buenos Aires since the 

beginning of the 1990s has altered the economic base and the social and terri­

torial structure in a very short period. It has done so in a way that differs from 

what Sassen found in New York, London, and Tokyo, where the axis of 

dynamism was developed around the so-called advanced services or producer 
services (Sassen 1999). In the case of the Latin American megacities, the eco­

nomic, social, and territorial restructuring seems to be more related to what we 
can call banal services, basically involving consumption and not production (for 

instance, shopping centers, supermarkets and megashops, entertainment cen­
ters, the international hotel industry, restaurants, parks, construction and mar­

keting of gated communities, and the services associated with gentrified areas) .  
There was at the same time a considerable expansion and restructuring of 

industrial and financial activity, of producer services, computing and insurance, 

and pension funds. But the fmt group of activities seem to have more impact 
and to be the leaders of growth in the city and the larger metropolitan area. 

These activities are strongly related to FDI in the 1990s, while the new urban­

ization of the outer metropolitan area (gated communities, marinas, etc.) and 
the construction of roads and highways have been more related to local invest­

ments. 

C H A N G E S  I N  T H E  M ET R O P O L ITAN ST R U CT U R E  O F  B U E N O S  A I R E S  

Here we examine several macro-tendencies i n  the restructuring process of 

Buenos Aires, particularly the new forms of suburbanization, the evolution of 

centrality and the patterns of increasing gentrif1cation and social polarization. 

The growth of private urbanization in the larger metropolitan area intro­
duced a network pattern with low population density. The older metropolitan 

geography was compacted and marked by a gradual expansion of the urban fab­

ric. Now it is a city-region with diffuse borders and polycentric, a megalopolis . 

In other words, structured territories based on the horizontal and contiguous 

articulation of places and regions became tridimensional territories structured 
vertically through networks. The first transformations of this type, in the form 

of country clubs, appeared in the 1960s and 1970s, mainly along the axis inter-



connected by different roads of the Northern Access or the Pan-American 

Highway. Until the beginning of the 1990s, these were mainly used as a second 
residence. In the 1990s the development of multiple types of private urbaniza­
tions accelerated.' With the exception of the farm clubs, these generally are per­
manent residences. Even the old and new country clubs changed into 
permanent residences in the 1990s. Another real estate trend in the 1990s, evi­

dent in Buenos Aires and in the most consolidated areas in the metropolitan 
area, was the development of exclusive high-rise residential communities (com­
monly known as countries verticales or en altura) with a variety of services, sports 

infrastructure, and private security. The territorial dispersion of these has also 

been very restricted and selective, favoring more central areas of the city and 
some of the wealthiest metropolitan counties. 

Some of these are large-scale transformations that actually create self-suf­

ficient private cities, such as Nordelta, which will have approximately 15,000 
hectares, and Puerto Trinidad, with 350 hectares. These suburban communities, 
accommodating between three hundred thousand and five hundred thousand 
residents altogether, along with shopping and entertainment centers, constitute 

the first massive examples of North American-type suburbanization in a 
metropolis that had maintained until the end of the 1970s a more European 
pattern of urbanization. 

These new residential configurations generate tremendous changes in the 
landscape and in the urban metropolitan fabric, jeopardizing the classical con­
ception of the functional unity of the urban fabric. One configuration expands 
the area of construction, densi£Ying in vertical terms but with a visual impres­
sion of openness, as in the case of high-rise fully serviced complexes. Other 
configurations extend the space constructed from the metropolis in radical 
extensions of very low density, with green areas predominating in the outskirts 
(Mignaqui 1998). The social implications of these physical configurations are 
unavoidable: isolation and the de facto exclusion of populations that do not 

have high or medium-high incomes, an effect readily seen in the offerings of 
sports infrastructure and security that characterize many of these residential 
spaces (Mignaqui 1999). 

The urban center underwent a triple process of transformation (Cicco leila 
1998): 

• The existing central districts became denser in a process of increasing ver­
ticalization and modernization 

• Spillover or extension of the central districts area occurs to the east and 
southeast. There is a massive recovery and expensive renovation of what 

had been of ten neglected and low-value areas of the city such as old Puerto 
Madero. A similar process of renovation in Retiro will likely lead to ex pan-
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sion of this central district toward the north. From the morphological point 
of view, the restructuring of centrality in Buenos Aires has drawn a lineal 

district, or one in the form of a corporate corridor that connects Puerto 
Madero through the center and on to Retiro to form a new space of cen­
trality. This contrasts with the previous space of the center, which was com­

pact. 

Subcenters appear in the periphery of the agglomeration. The strength of 
the process is clear. The construction of "smart buildings" alone increased 
from 1 00,000 square meters in 1 995 to 1 million square meters in 1999, 

and 700,000 square meters more is under construction. More than 80 per­
cent of the existing office parks were built between 1 997 and 1999, and 
their construction is expected to increase by 70 percent in the next two 
years. The share of these that are "smart"-designed, wired, and equipped 
with computer capabilities in mind-has grown tremendously over the 
years, from less than 10 percent of the office parks built in 1995 to 28 per­
cent in 1999. Close to 40 percent of the office parks currently under con­
struction are "smart," which means that such buildings now, in 2001 ,  

constitute 3 5  percent of  the total number of  office parks built since 1995. 

However, this phenomenon does not topple the hegemony of the earlier 
cited corridor extending the old center. This dense and continuous corridor 
will maintain about two-thirds of the business areas and advanced services, 
and the rest will be spatially dispersed in the new areas being developed. 

The territorial displacement of the poor by affluent people is known in the 
Anglo-Saxon literature as gentrification. As an extension, the residential, cul­
tural, or commercial appropriation by the privileged classes of central spaces 
occupied by the poor are also denominated in this way. The paradigmatic cases 
of gentrification have developed from the rehabilitation of old port areas, as in 
the Docklands in London or the Villa Olimpica in Barcelona. In  Buenos Aires, 
these processes, have been played out at the old Puerto Madero and the Abasto 
(previously a working-class whole-sale, produce market). What has happened 
at the Abasto is a case of gentrification in a strict sense, with the physical dis­

placement of the poor.' 
The development of the outer metropolitan area has brought with it a rel­

ative decrease in the flows to and from the center. The new industrial parks, 
commercial and entertainment centers, and university campuses of the periph­
ery greatly reduce the need for residents to travel to the center to meet their 

everyday needs. Commutes have been shortened or changed and are much 
more likely to take residents to the center of their county or to other counties 
in the area. At least three sociodemographic groups can be identified as having 
little mobility: the poor, because of unemployment or lack of resources; the 



young and homemakers, because they can meet their needs locally; and the res­
idents of the gated communities, who make far less frequent trips to the city 
center than do the people from regular neighborhoods. 

These transformations of the last decade of the twentieth century are deep­
ening territorial forms of exclusion associated with Fordist urbanization. 

Among these are poor settlements, the deterioration of the inner city and the 
popular habitat created in the Fordist accumulation era, and the growth of 
shanty towns (villas miseria). The territorial segmentation produced by these 
transformative processes indicates strong dynamism and modernization in 
some areas, and the deterioration and desertion of others, producing a geogra­

phy of winners and losers. These transformations and changes in land use are 
accompanied and allowed by the multiple changes in the institutional frame­
works and regulation. 7 More significant, they are allowed by changes at the con­

ceptual and instrumental level of planning and urban management, in which 
context the state begins to act as a promoter of the large property or private 
urban transformations (Mignaqui 1997b ). 

T H E  N E W G U I D E L I N E S F O R  M ET R O P O L I TA N  D EVE L O P M E N T  

The developments described above can be thought of as new urban objects 

(NUO). These NUO will foster the simultaneous introduction of new con­
struction materials and technologies, and new aesthetic patterns in design and 
architecture. Thereby they emerge as the main agents in the constitution of new 
landscapes and urban morphologies. Increasingly, foreign models are taken and 

followed, especially regarding the construction process and metropolitan urban 
management, beyond the origin of capital and global control of the new met­
ropolitan economy. The design and upgrading of metropolitan space increas­
ingly originates outside the city and the country in which it is located. In other 
words,.the logic, mechanisms, factors, and actors that preside over the transfor­

mation of Buenos Aires increasingly belong to the realm of the global strategies 
of international capital. 

Within the macrotendencies described, the new logic for metropolitan 
development can be synthesized as follows: 

• The different variants of private urbanization described earlier and their 
associated services (shopping centers, schools, private universities, cinemas, 
restaurants, and recreational areas) are articulated with the modernization 

and growth of the roads network and with changes in the guidelines dic­
tated by metropolitan elites. 

• The new spaces of entrepreneurial management and production (the pro­

liferation of smart buildings, shopping centers, and businesses, along with 

international hotel industry expansion) have contributed to strengthening 
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the space of the center in Buenos Aires and to expanding the central busi­

ness district. Apart from this, the regeneration and consolidation of indus­
trial parks constitutes one of the main guidelines for investment and 

metropolitan modernization. 

Transport and traffic infrastructure have been among the most important 

investment sectors during the 1990s, with a great impact over the metropolitan 
restructuring process. Around 150 kilometers of new highway has been con­

structed, and many preexisting roads have been upgraded and extended. An 
additional 300 kilometers of highway is under construction and is expected to 

be finished soon. The estimated total investment in roads in the metro region 

from 1990 through the end of the decade is estimated at $2 billion. The main 

beneficiaries of the new or upgraded roads are the new production, consump­

tion, and residential spaces. Built through concessions and toll schemes, these 

roads are generating new processes of urbanization and metropolitanization8 

because they favor usage of private cars over public transport (trains and buses) 

and therefore increase car ownership and sharpen socioeconomic differences. 

In the 1 990s around $4.5 billion9 was invested in approximately three hun­

dred private urbanizations with an average of 100 hecters and 5 million square 

meters of built space. Together they cover an urbanized area of 30,000 hectares 

and have 300 square kilometers of constructed space (one and a half times the 

area occupied by the city of Buenos Aires); in te� years these types of develop­

ments expanded the urbanized area of Metropolitan Buenos Aires by 10 per­

cent. Investments in high-rise residential complexes reached close to $8 billion, 

distributed among some five hundred projects. 

The group of commercial centers in the metro area represents a total 
investment of approximately $4 billion. Shopping centers have a strong impact 
because in one site they concentrate a variety of interconnected consumer out­

lets (megastores, boutiques, department stores, food courts, cinemas, s'ervices, 

photo shops, dry cleaners, etc). They contribute simultaneously to a strong 

destructuring of previous commercial location patterns and introduce sharp 

changes in urban land value, traffic patterns, and forms of urbanization. These 

centers tend to locate near places that are central to other activities and land 

uses. Of forty shopping centers currently existing in Argentina, twenty-five are 

located in the Buenos Aires metro area, with more than half of these in the city. 

Further, the metro area has around two-thirds of the 900,000 square meters of 
total)and area covered and around 2 million square meters of total built area of 

the country's total. The vast majority of these were developed during the 1990s, 

especially after 1995. The impact of the concentration of these large shopping 

centers is especially noticeable in the city of Buenos Aires, which has about a 

third of the shopping centers (but only 8.5 percent of the national population) 



(Shopping Centers Today 1999). More than half of the megastores of the coun­
try are located in the metro area. 

The modernization of retail, and in particular megastores, tends to con­

tribute simultaneously to the generalization and dualization of urban space by 

helping to define new metropolitan scenarios; by generating new forms of 
urban fabric that compete with the original urban fabric, fracturing it and iso­

lating the poverty areas, habits that contribute to deepening ruptures in the 

social fabric; and, finally, by introducing a new labor market structure in which 
new types of jobs are created and a good part of the preexisting labor and com­
mercial structure is destroyed, increasing marginalization and unemployment 

levels. 

The modernization of entrepreneurial management space with the con­

struction of hypermodern office buildings, smart buildings, and business cen­

ters, constitutes yet another relevant investment sector ($2.5 billion) and 

metropolitan restructuring element. In the second half of the 1990s, around 

forty office buildings and business centers were built (or are still under con­
struction) with partial or total computer wiring. The expansion and increasing 

density of these projects within the Buenos Aires center city or over the north­
ern access to the city has led to the formation of specialized areas for business 

activities that can be defined as command districts. Closely related to this phe­
nomenon is the expansion of hotel capacity, given increased demand by busi­

ness people and investors. Since 1 995, the amount of hotel space has doubled. 
The new international hotels are concentrated in the center of Buenos Aires, 

despite the fact that some less central areas have been developed, and even the 

international hotel industry has, for the very first time, branched out of Buenos 

Aires with several projects. Similarly, the tourism industry has grown, especially 
in areas related to science and the arts, and that has also attracted several inter­
national hotel franchises. The total investment for this sector-with the historic 

international hotels (four and five stars) acquired recently by international 

firms, the new hotels built during the 1990s, and the extensions and upgrading 
of existing hotels-has been estimated at $1 billion. 

The new command districts and international hotels are strengthening the 

historical patterns of centrality and generating new ones in some privileged 

peripheries within the metropolitan region. These NUO are changing the over­
all landscape and the distinctive features of the city, generating new emblematic 

images of economic power. The loss of the territorial roots of national economic 
groups seems to be materially related to the adoption of corporate images that 

reproduce, at a different scale, the architecture and urban expression of the eco­
nomic power of global centers like Wall Street, La Defense, or Docklands. 

Successive restructuring of the industrial sector since the mid-1970s has 

also modified the landscape and the structure of some metro areas both visually 
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TA B L E  1 

M A I N  P R I VATE I N V E ST M E NTS I N  T H E  B U E N OS A I R ES M ET R O P O L I TAN 

A R EA 1 9 90-1998* 

I nvestment U.S.$ Value per Total Investment 

Sector Million Unit U.S.$ Area Source 

Roads 2,000 4.44o,ooo/km 450 km Local 70 percent 

Business 2,500 1,470/m2 1.7 million m2 Local so percent 
Centers 

Shoppings 1,400 1,ooo/m2 1.4 mi llion m2 Foreign 
Centers** 75 percent 

Hypermarkets** 2 ,250 1,125/m2 2 million m2 Foreign 
75 percent 

Entertainment 150 1,5oo/m2 1oo,ooo m2 Local 7 5 percent 
Centers 

Thematic parks 130 15 ha Local so percent 

Private 4.500 300 km2 Local 70 percent 
Neighborhoods 

Vertical 8,000 Boo!m2 10 million m2 Local Bo percent 
Communities*** 

New industrial 6,500 Foreign 
:::1 plants Bo percent � 
< 
z 
� International 2,ooo/m2 Foreign :E 1,000 soo,ooo m2 
c Hotels 75 percent 
z � 
.... 

TOTAL 28,430 Local so percent 
Cl 
z 
c 

< • Includes advanced projects 
.... 

•• Total covered area ... 
... 
... 
0 • • •  Total area (including the noncovered area) is abouttwice as big. 
1..1 
� Source: based on authors' calculations from data from Fundaci6n lnvertir and news media. 
1..1 
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• 
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and functionally. The regeneration or decline of industrial parks and infrastruc­
ture in areas that have traditionally been industrial shows a trend of disarticu­
lation and social and spatial decay. At the same time, the inner metropolitan 
ring is undergoing a revitalizing and consolidating of new industrial spaces, 
such as in the Industrial Parks in Pilar, Garin, and Zarate. These include con­
figurations related to IT and organizational technologies of flexible capitalism; 

the influence of "just in time" technologies; and in the association between 
Argentinean and Brazilian holding companies as part of Mercosur. 
Approximately $6.5 billion was invested in new industrial plants,10 of which 55 
percent is concentrated in ten out of forty counties of the northern axis of the 
metro area. 

TOWA R D  TH E D U A L  CITY 

The patterns of real estate and infrastructure development in Buenos Aires can 
perhaps best be described as a kind of institutional gentrification rather than 
gentrification in its most restrictive conception. Between the 1 940s and the 
beginning of the 1 980s state-subsidized housing as well as private develop­
ments targeted the middle class. This changed sharply in the latter 1 980s and 
1990s. Today a fractured and dual organization of urban space is evident in 
Buenos Aires. Spaces formed under the Fordist regime are declining, and in the 
process socioterritorial destructuring has set in. On the other hand, new central 

and peripheral spaces that respond to post-Fordist, postmodern, and postin­
dustrial logics are restructuring both the city and the larger metro area. Until 
the mid- 1 980s the urban transformation was labor intensive, while during the 
last fifteen years, it has tended to be more capital intensive. Development has 
become increasingly autonomous from the size of the population, the demand 
by people, and from mass consumption. Development today is geared toward 
the effective and enhanced demand of privileged sectors. 

This process has produced an effect very similar to one discussed exten­
sively by Sassen in The Global City for the case of New York, London, and 

Tokyo. In Buenos Aires we see: (1) growth of high- and low-wage jobs, along 
with the destruction of a much larger number of middle-range skilled jobs held 
by workers in production and commerce; (2) a growing incidence of precari­
ousness in sectors of new employment compared to older employment patterns; 
and (3) a fall in real earnings for the large majority of workers. In this new 
phase, unemployment rates increased from 6 percent to 8 percent in the 1 980s 

and soared to 15 percent in the last years of the 1990s, with a decrease of 
between 15 percent and 20 percent in purchase power. Temporary employment 
increased from 27 percent in 1990 to 35 percent in 1998, and 75 percent of the 
jobs created during 1 998 were temporary or informal. 

Entire areas in the city of Buenos Aires and entire communities in the 
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metro area have barely registered metropolitan globalization. Nor have they 

obtained any beneftts from it from a social perspective. In the city of Bu�nos 

Aires, with only 5.2 percent of the population living below the poverty level, 
compared to 71 percent in Gran Buenos Aires, the resident population in 

shanty towns increased 65 percent between 1991 and 1998.  Curiously, although 

there are opulent areas (Recoleta, Palermo, Belgrano) and modest ones (almost 
all the southern part of the city of Buenos Aires), marginalization measured in 

absolute terms is as present if not more so in those opulent areas as in the south-

ern barrios of the city. 

A trialectic seems to shape the spatial reorganization of metropolitan 
Buenos Aires at the end of the century, one that combines European virtues, 

North American corruption, and Latin American contrasts. European origins 

are evident in architecture, urbanism, urban fabric, and quality of public space. 

Characteristic of the large Latin American cities, and some of their suburbs, as 

well as North American slums are the ruptures of the urban fabric of some cen­
tral areas-postmetropolitan urbanization, disorder, and a mix of urban condi­

tions. Buenos Aires is a city in three different speeds: a just-in-time city, on line 

and in real global time, inhabited by 10 or 15 percent of its population that 

moves rapidly by computer networks and state-of-the-art highways; a second 
city constituted by the majority of the population, that still moves slowly 

through avenues and streets; and a motionless city of those who are not able 

even to displace themselves, the city of between 25 and 30 percent of the pop-
ulation. 

O P E N E N D : B U E N O S A I R E S G LO BA L  O R  D U A L ?  

Mter ftfteen years of  low growth and little change, Buenos Aires underwent 
accelerated transformation in the 1990s. Key components are foreign capital 

flows and t�e development of new types of urban projects that are materially 

and symbohcally related to economic globalization and to the sociocultural 

post�odernist p�radigm. The boom of the 1990s is profoundly disassociated 

fr�m 
_
1ts populatwn. The increased prosperity of the 10 percent of households 

Wit� mcom�s higher than $2,000 per month is not enough to compensate for 

the 1mpovenshment of most of the strata left behind. As in the cities described 
by Sassen, the explanation lies partly in the growing importance of intermedi­

ate consumption in the economy rather than household consumption. In this 

wa_r,
_
Buenos Aires seems to follow from a distance-and probably with a wors­

enmg of the most perverse aspects-the changes in the urban economy that 

Saskia Sassen documents for New York, London, and Tokyo . 

What is t�e meaning of the mostly foreign control over the development 
of urban space m Buenos Aires and the weakening of the nation-state's control 

over its main city? On the one hand, it could be argued that Buenos Aires is 



experiencing a process of material expansion of its globalized space and that the 
city proper has growing visibility among global investors. The increase in busi­

ness trips, business centers, fmancial activities and corporate services, the pro­
liferation of "common places" of globalization (international hotels, shopping 
centers, megastores, private suburbs, restaurants, exclusive boutiques, city verti­
calization, gentrification, and designer-shaped urban lifestyles), all suggest that 
Buenos Aires undoubtedly is living the symptoms of a peripheral megacity 

strongly marked by the penetration of the global economy. However, another 
process, less spectacular, is also taking place in the form of a deepening of social 
polarization, exclusion, and socioterritorial metropolitan fragmentation. The 
slums and marginal areas of the 1990s, without demanding as much space as 
that used by gated communities, have not stopped growing or spreading. 

The profound dualization of Buenos Aires advances through processes of 
social exclusion and territorial fragmentation. The marked territorial selectivity 
of investments at the end of the century is a key factor in development and the 
strengthening of this new metropolitan map. Dualization is growing rapidly 
because there is no resistance or containment via direct state intervention, nei­

ther through investment or the large-scale generation of low-income housing 
programs and social infrastructure. There is now also a new map of public and 
private spaces in Buenos Aires, not only in terms of social use, but even more 
because it demarcates spaces for different types of social actors depending on 
investment. This has produced tensions between strengthening classic forms of 
urban centrality and the formation of new centralities, illustrated by the con­

centration of almost 80 percent of investments in the northern axis of Buenos 
Aires. High-income sectors have emerged as subjects of this type of metropol­
itan expansion and as its promoting agents. 

The facts described in this chapter raise a final question, one present in an 
important part of the literature about urban transformation: Is there a contra­
diction between globalization and dualization processes in Buenos Aires? Is 
Buenos Aires becoming a global city or a dual city? Is the dualization of cities 

a contradiction or an essential characteristic of the new post-Fordist, postmod­
ern, and postindustrial metropolitan space of both Sassen's global cities and 
peripheral megacities? 

N OT E S  
The author thanks the Institute for Advanced Study, United Nations University (Tokyo) for its 

support. This chapter is based on the first results of the research program PROREMBA (Programa 
de Estudios sobre Reestructuracion Metropolitana in Buenos Aires), which includes several 
research projects financed by the University of Buenos Aires. 

1. The Metropolitan Region of Buenos Aires includes the city of Buenos Aires (200 square kilo­
meters and 3.1 millions residents), the inn�r metropolitan region with twenty-five counties in an 
area of 3,680 square kilometers and with a population of about 9 million, and the outer region with 
an area of about 15,800 square kilometers and a population of 1.6 million residents. Together they 
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comprise an area of 19,680 square kilometers and a population of about 13.7 million. The focus in 
this chapter is mostly on the first two. 

2. This refers to activities such as production management, project engineering, infdrmation 
control, research and development, technological innovation, financial consultancy, accounting, 
information technologies, etc. 

3. According to the meaning given by Kamppeter (1995) when he talks aboutftrtility as a col­
lection of attractive conditions for capital (95-97). 

4. In some cases it can be observed that the condition of winners and losers of certain subspaces 
and regions is ephemeral. There are many examples of winner regions in the 1 980s that became los­
ers in the 1990s. In Argentina, such regions include Ushuaia, Rio Grande, San Luis, and La Rioja, 
while Buenos Aires and Cordoba are two metropolitan regions that lost in the 1980s but became 
winners in the 1990s. 

5. Among these are barrios ce?Tados, marinas, farm clubs, pueblos, and ciudades privadas. 
6. In the case of London, Dublin, New York, Paris, and Barcelona, these operations have tended 

to worsen social problems, by displacing a large number of people who subsequently became part 
of the homeless population. 

7. Among these are the overall state reform, Convertibility Law, privatization, concessions, 
decentralization of governmental iimctions, Law of Economic Emergency, Con urbana Bonaerense 
Fund, Reforms to the Law 8912 of Ordenamiento and Land Use of the Buenos Aires Province, 
multiple exceptions to the Urban Planning Code of the City of Buenos Aires, etc. 

8. Commuting times from the outer metro area have been reduced. Realtors and developers are 
using the (alleged) easy commute as a marketing ploy. Advertisements for gated communities in the 
southeast zone, for instance emphasize the fact that they are only 15 minutes from Puerto Madero 
in the center. 

9. Taking into account the initial land purchase investment in the development of infrastructure 
and an estimate of investment in the construction of about 24,600 houses (Prensa Economica 1999). 

10. Adding the extension of existing plants, the investment figure jumps to approximately S17 
billion. Adding the purchase of goods, the total reaches $ 23 billion. 
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I C h a p t e r  u 

L O C A L  N E T W O R K S :  D I G I TA L  C I T Y A M S T E R D A M  

P a t r i c e  R i em e n s  a n d  G e e r t  Lovi n k  

This essay is part of an ongoing participatory action research endeavor into the 

Digital City (DDS De Digitale Stad), an Amsterdam-based free community 
network and the most famous of the initiatives that became known collectively 
as the Amsterdam Public Digital Culture. Launched in January 1994, the DDS 
quickly attracted tens of thousands of users, making it the largest "freenet" in 
the world. Thanks to the publicity it generated, it was instrumental in the intro­

duction of the Internet to the general public in the Netherlands. The aim of its 
founders was to democratize the use of the Net and create a digital public 
domain. 

In the ftrst part of this essay we will look at the local roots and the prem­
ises underlying the Digital City project within the broader new media culture 
that existed in Amsterdam in the early 1 990s. The second part focuses on inter­
nal developments within DDS in the late 1 990s, since they exemplifY the 
changes that occurred in the local media culture with the tremendous growth 

of the Internet. Finally, since DDS is a work in progress, we will devote an 
afterword to the most recent developments, including DDS's buyout and pri­
vatization, the determination of the new owners to discontinue the public 

domain functions of the Digital City, and the resistance that decision provoked 
among users, former DDS employees, and various concerned groups .  

T H E  I M PORTA N C E  OF B RO A D  P U B L I C  M E D I A C U LT U R E S  

By the early 1990s, the (in)famous Amsterdam squatters movement, which had 
dominated the sociocultural and political (law-and-order) agenda in the previ­
ous decade, had petered out in the city's streets. But its autonomous yet prag­

matic mode of operation had spread to the more progressive cultural 
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institutions. It was a time when cultural centers like Paradiso and De Balie, 
which were at the vanguard of local cultural politics, embraced the theme of 
"technological culture" in their programming. In the beginning this took the 
shape of a critical, if somewhat passive, observation of the new technologies, 
their risks and opportunities. This lectures-based approach was soon replaced, 
however, by more broadly based efforts whereby various Amsterdam groups and 
the public joined in making an event happen. 

The shift, which reflects a shift in generations, came when (information) 
technology was no longer seen as the preserve of science, big business, or the 
government, but as a venue for the handiwork of average groups or individuals. 
Mass availability of cheap electronic hardware and components had created a 

broad user base for decidedly low-tech applications, which in turn spawned a 
profusion of video art, pirate radio, public access television initiatives, and well­
attended festivals at which technology was put to creative, playful uses. It was a 
time when the self-appointed vanguards of Amsterdam's progressive cultural 

sector did not want to merely reflect on the impact of technologies on society but 
wanted active involvement by society. In this post-Thatcherite, but pre-Third 
Way era of deregulation and privatization, with brutal and repeated budget cuts 
in the arts and culture sectors, the expectation that the state would become the 

architect and caretaker of a public domain in cyberspace ceased to make sense. 
Its creation and management were going to be matters for the public itself. And 

the time to act was then and there-before major media corporations had a 
chance to move in and, in close collaboration with governments, seal off the new 
electronic spaces to gain control of what they saw primarily as an economic 
opportunity presented by the accessibility of a broad consumer base. 

Originally, of course, computer networks were adopted by the military, 
financial institutions, and academia, but their usage was restricted to a few well­
defined activities. In just a few years, however, a number of grass-roots com­
puter enthusiasts built up a patchwork of bulletin board systems, and it was the 
hackers' repeated and much-publicized intrusions in the Internet that put elec­
tronic communications for the general public on the political agenda. Thus was 
the demand for public access born, in the Netherlands at least. 

What made the Amsterdam situation even more special, however, was the 
degree of organization among the hackers and their willingness to structure 
themselves as a new, open social movement. This enabled them to communi­
cat� with a wide audience and to negotiate their acceptance in society at large 

through scribes, cultural mediators, some politicians, and even a few enlight­
ened members of the police force. Mter a whirlwind performance in Paradiso 
by the already notorious German Chaos Computer Club in the fall of 1988,  the 
stage was set for the Galactic Hackers Party, the first open, public, and inter­

national convention of hackers in Europe. This took place in August 1989, 



again with Paradiso as venue. From then on, hackers deftly positioned them­

selves in a cultural landscape dominated by artists, intellectuals, political 
activists, and cultural workers in general. They even received praise from some 

parts of the computer industry. The concept of public media was already famil­

iar in Amsterdam, thanks to the uniquely deep penetration of cable broadcast­

ing: cable radio and television reached more than 90 percent of households in 

the city by the mid-1980s. The cable operation was run by the KTA 

Corporation, a corporation set up, operated, and owned by the city. It was run 

as part of the public utilities provision, and the choice of channels it transmit­

ted and its tariff rates were set by the city council. The council had also legis­

lated that one or two channels were to be made available to various 
constituencies, such as minority and artist groups. This was intended to curb 

the wild experiments of TV pirates, and so various programs that were broad­

cast on the local channel had a bill of fare that, to put it mildly, deviated dis­
tinctively from mainstream television.1 Aside from the radio and television 

shows, a number of small, specialized, noncommercial outfits, proliferated, such 

as Steim in the realm of electronic music, Montevideo and Time Based Arts in 

the arts-the former devoted to general art, and the latter to more political 
video art-and technoculture magazines such as M ediamatic. 

T H E  C R E AT I O N  O F  P U B L I C  D I G I TA L  S PACE 

All this resulted in a politically (self-)conscious, technically fearless, yet finan­

cially modest and hence unassailable atmosphere and constituency, which went 

a long way in fostering a media culture in Amsterdam that was neither shaped 
by market-oriented populism nor informed by highbrow cultural elitism. The 

various players and the institutions in the fteld did obtain some support from 
the usual funding bodies and government agencies, but they managed to retain 
their independence, thanks to a mostly volunteer-based mode of operation and 

a low-tech-actually, an "in-house tech"-and low-budget approach. In keep­

ing with the ruling market conformist ideology of the time, the shifts in fund­

ing practice, moving from recurrent subsidies to project-linked disbursements, 

left their marks on the format of these activities. Many small-scale productions 

had thus seen the light, but the establishment of more permanent structures 
remained constrained. This in turn led to the prevalence of a hands-on, inno­
vative attitude, an ingrained spirit of temporariness, and the deployment of 

quick-and-dirty aesthetics by groups such as TV 3000, Hoeksteen, Park TV, 

Rabotnik, and Bellissima (all active in the public broadcasting space provided 
by the cable channel SALTO). This "edgy" climate also resulted in a dearth of 

direct linkage with, and hence influence by, the political establishment. Such a 
media culture was therefore seen as a buffer, an in-between, and not an expres­

sion of or an appendage to representative democracy. It reflected what the 
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Adilkno collective has termed "sovereign media," liberated from the statutory 
obligation to serve an audience and benefrt shareholders (Adilkno 1 998).2 

Thus in late-twentieth-century Amsterdam, noncommercial, public access 
media were not an instrument of the political class. This does not mean, of 
course, that they were nonpolitical. The hackers movement, operating under the 
banner of the Hack tic group (which published a magazine by the same name 
that was full of technical disclosures, annoying the Telecom managers to no 
end), threw up a coup by obtaining permission from the Dutch academic net­
work officially to hook up to the Internet and resell the connectivity. What no 
one had anticipated, least of all the budding hackers-turned-entrepreneurs, was 
that all five hundred accounts that formed the starting base of Hack tic Network 
would be snapped up the first day. Access to the Internet through nontradi­

tional service providers was henceforth established as a norm of sorts in the 
Netherlands. Combined with the technological savvy of the hackers, this cre­
ated a situation in which commercial enterprise would follow. The latter bene­
fited from the existing creative diversity rather than riding the waves of the 
Internet hype and making quick money without any incentive to innovate or 
any concern for public participation.' 

These developments did not escape the smarter elements in the govern­
ment who were on the lookout for ways to modernize the social and economic 
infrastructure of the country in the wake of a global economy. Since electronic 
communication was at the same time perceived to pose all sorts of threats on 
the law-and-order front, a two-pronged approach obtained, meant to contain 
the "menace" on the one hand, and to co-opt the "whiz kids" on the other. 

Comprehensive and fairly harsh laws targeting computer crime were approved 
by Parliament in 1993. The second big hackers convention in the Netherlands, 
Hacking at the End of the Universe, in the summer of 1993, responded to this 

potentially repressive climate with a public relations offensive. By stressing the 
public liberties aspect, the convention formed a coalition among computer 
activists and various media, culture, and business players who did not want to 
be reduced to being mere consumers of the agenda set by big corporations. The 
idea was that programmers, artists, and other concerned parties could-if they 

moved early enough-shape, or at least influence, the architecture and the con­
tent of the networks. This was also the characteristic stance of the earliest 
Internet users since it enables one to gain ideological ascendance when influ­
ential projects are taking shape, a move suitably, if somewhat cryptically, called 
in German Die D�finition der lilge in die Hand nemen (to take the definition of 
the situation in one's own hands). It was a form of citizens' activism which in 
the late 1 990s would be identified and relabeled as the "spirit of entrepreneur­
ial leadership." 

Elected politicians meanwhile struggled with another "situational" prob-



lem: that of their very own position amid dwindling public support and sagging 

credibility. This was blamed on a "communication deficit" for which a substan­
tial application of new media suddenly appeared to be an instant antidote. The 
cue was not lost on De Balie cultural center, which approached City Hall with 
a freenet-based proposal to link up the town's inhabitants through the Internet 
so that they could engage in dialogue with their representatives and with pol­
icy makers. The system itself was to be set up by the members of Hacktic 

Network, the only group of "technologists" that was readily available-or 
affordable-at that time. The Digital City of Amsterdam was launched as a 
ten-week experiment in electronic democracy to coincide with campaigns for 
municipal elections to be held in mid-March 1994. In no time, "everybody" was 
communicating with everybody else-with one exception: the politicians them­

selves never made it to the new medium. 
Even though the DDS did not bridge the gap between politicians and the 

electorate, it soon grew to be Europe's largest and most famous public computer 
network, or freenet. In practice, this meant scores of dial-in phone lines, a free 
e-mail address for every user (and, later, disk space for a home page), lots of 
opportunity to make contact and gather or disseminate information, and, above 
all, freedom from censorship and surveillance. The Digital City also grew rap­
idly into an international symbol of the public domain in cyberspace. It is 

unquestionable that the DDS functioned as a catalyst for Internet acquaintance 
and usage in the Netherlands. For many it represented their first contact with 
the world of electronic networks, either because they participated themselves or 
because they read or watched television programs about it. 

The central interface played a key role in the evolution of the community 

identity of the Digital City. It was originally designed to provide within a fully 
text-based environment an overview of the mass of information on offer. In 
keeping with the metaphor implied in the system's name, the DDS interface is 

built around the notions of "squares," "buildings,"  "homes," "streets," and "side 
streets." But it does not show pictures of or simulate the actual Amsterdam 

cityscape, as many people had expected. Rather, the arrangement is intended to 
be thematic, such as to attract communities of (shared) interests. There are, for 
instance, squares devoted to the environment, death, sports, books, tourism, 
social activism, government and administration, and so on. But the interface 
was never able to give a full representation of the underlying activities. News 

features and the DDS newspaper, The Digital Citizen, attempted to fill this gap. 

By mid-1998 DDS had more than seventy thousand "inhabitants"-that 
is, registered users-and many more visitors, or "tourists ." Even more people 
wanted to join, but the limits of the system's capacity had been reached long 
before. The Amsterdam Digital City had spawned a diverse and lively Internet 

culture. Most European community Internet and web projects that tried to 
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match DDS's initial success remained fairly empty and virtual indeed. For 

example, Berlin's lnternationale Stadt initiative, the DDS's closest clone, never 
had more than about three hundred users, and it closed down in early 1998. 

The DDS system carne to be so big and intricate that hardly anybody­
least of all the people managing it-had an overview of it. The Digital City had 
become a huge networked community center without becoming a community 
in itself. One of the main reasons for this peculiar state of affairs is that DDS 
never attempted to resolve or even properly address the contradictions in objec­
tives and methods of operation that resulted from the friction between the local 

and the global that is inherent to the digital age. As Steve Cisler contends 
(2000: 1) ,  within the DDS and many other freenet-inspired initiatives, "the 
driving interest in the organizing group was divided between those who wanted 
a focus on local information, communication, and networking, and those who 
wanted access to the global Internet." Apart from the decision to stick to the 
Dutch language in external communication and all administrative matters, the 
DDS simply let itself be overrun by the onslaught of the Internet (especially in 
its "World Wide Web" manifestation). But the image of a virtual community, 
as Howard Rheingold calls it in his book by that name, was never really appro­
priate here. DDS had rather grown into a multifaceted amalgam of small com­
munities, which shared among themselves the intention to perpetuate the DDS 

system as an "open city. " Out of that, a somewhat Faustian, and in any case 
unwritten deal was hatched between the inhabitants and the management of 

the Digital City, whereby the DDS would keep facilitating the activities of the 
users free of charge and leave them alone for the remainder. Users, in their turn, 
would allow the management to manage and would not interfere in the daily 
operations of the DDS "business," thereby acquiescing in the "democracy 
deficit." From then on, most "inhabitants" used the DDS as a free-of-charge 
way to roam cyberspace and could hardly be bothered by the alleged 
Amsterdam stamp of their provider. 

In its first few years, however, the Digital City was an enormous success, 

primarily because of the freedom granted to its users from the beginning. The 
importance of this factor is perhaps clearest when contrasted with the tight 

control that universities and businesses exert over Net use, especially outside the 
Netherlands. The Digital City had quickly rejected the option to become a 
public relations channel for City Hall under the usual pretense of bringing pol­
itics closer to the common people. The DDS system was not the property of 

the municipal corporation, though many people assumed this to be the case. In 
fact, apart from the initial grant, the DDS never received any direct subsidy 

from the local (or national) authorities, and the mundane fact that politics con­
stitutes only a small fragment of our daily lives has proved to be true on the Net 

as well. Besides, it became apparent rather quickly that politicians were unwill-



ing to familiarize themselves with the new medium and that citizens were far 
more interested in communicating among themselves. 

But the independence that was so crucial to DDS's character ended up 
costing it a high price. DDS increasingly grew into a business, albeit by default 
rather than by design, while striving at the same time to retain its not-for-profit 
character. The DDS organization came to be divided into three components: a 
commercial department going out for the money, an innovation wing that 
developed new technologies for paying customers, and the community of users 
itself, which DDS wished to represent as a social laboratory of sorts. The man­
agement courted a handful of major potential customers in hopes they would 
infuse significant financing into the Digital City. The challenge was to attract 
projects that fit into DDS's terms of reference, however vague, and that was not 
a totally frictionless process. 

PA RTI C I PAT I O N  I N  P U B LI C  D I G ITA L  S PACE 

Nina Meilof was hired in 1 995 as director of community relations and of  the 
local broadcasting and "streaming media" (combining Internet with radio and 
TV) wing of DDS operations. Her first task was to organize discussions about 
local political issues. A number of issues pressed upon the city of Amsterdam at 
the time, including an attempt to restructure the municipality into an "urban 
province," a controversial house-building drive into the Y-lake at IJburg, an 
even more controversial north-south underground railway project, and a pro­
posed expansion of Schiphol Airport, which had the whole environmental 
community up in arms. The DDS appeared to be a promising tool to stimulate 
discussion between residents and the city council, and indeed the opinions 
expressed, which were mainly against the proposals, gained wide publicity and 
support. But the exchange never led to the kind of sustained discussion that had 
been hoped for-in many cases, people expressed opinions, then disappeared 
without trace-and in the end the city council endorsed the projects. 

The DDS was more successful in general interest sites, and a broad diversity 
of"neighborhoods" sprang up in the Digital City. Meilof said in 1 996, "A major 
advantage of DDS remains its anarchic character. There are a lot of secret nooks 
and crannies."The sites' subject matter varied widely and wildly, ranging from the 
esoteric and academic to the earthy and mundane. "I was getting the log stats of 
the most popular houses [home pages], so I would go and look into them from 
time to time. We had, for instance, a network of male homosexual houses spring­
ing up at some juncture . . . .  Cars, substances, advice on how to grow your own 
weed [marijuana], music sites with extensive libraries, and those sorts of things 
were on offer. There was also a extensive circuit where you could obtain or 
exchange software, and some of these 'warez-houses' would be up for one or two 
days only and vanish again. And of course, you had Internet games . . . .  But it may 
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also have been a home page on some very rare bird, becoming an internationally 
famous site attracting ornithologists from all over the planet." 

Thus there was a gigantic alternative and underground world that existed 
"beneath" the official Digital City as it appeared on the surface and in the pub­
lic eye. The DDS's policy was to look for a balance between the two worlds, 

between private group interests and general public issues, whereby the subcul­
tures could grow optimally, but without "politics" being discarded altogether. 
The political subject matter most often brought to the public face of the DDS 
was of the "Democracy and the Internet" variety. For six months in 1996 and 
1 997 an experiment was conducted with a Digital Square on Traffic and 

Transport Issues, sponsored by the Dutch Ministry of Public Works, Roads, 
and Waterways and paid for by the government. The experiment even boasted 

the luxury of a professional moderator, journalist Kees van den Bosch, who 
invited a different high-profile politician each month to stir up discussion. 
Although van den Bosch expressed satisfaction with the forum, its success­

quantitatively and qualitatively-is arguable. The forum generated an impres­
sive number of statements, but these came mostly from a handful of people, and 
genuinely new ideas and arguments were few and far between. A report evalu­
ating the forum stated that little use had been made of the opportunity to 
obtain background information on the problems discussed. A large majority of 
participants (perhaps as many as 75 percent) made one contribution and disap­
peared, and the remainder soldiered on until the end. The report also men­
tioned the high occurrence of very personal traffic experiences being recounted. 

Issues arising from DDS's experience as a political tool remain unresolved 

throughout the industry. It is still not clear whether the Net is really a good 
place, let alone the premier place, to conduct a meaningful, in-depth discussion 
of political matters. And in DDS's case, its performance as a political medium 
was compromised by unclarities about its own identity. Was the DDS to be a 

medium like others with editors who would organize and edit (and hence, cen­
sor) the discussion? Or would it be a digital remake of the corner soapbox? 

Meilof put more faith in the new media influencing opinion indirectly. A 
good example was the dressing-down of the referendum instrument by the local 
body politic. A few weeks before our interview with Meilof in 1996, 

Amsterdam had introduced the concept of' a "corrective referendum" in matters 
of local decisions by the municipal council. The idea had not really taken off, 
bequse City Hall embarked almost immediately in restricting its scope and 
upping its threshold at the same time. Meilof said, "Every referendum was get­
ting comprehensive coverage in the DDS, but it was clear every time that politi­
cians did not want to be bothered (with responding) ." Although the Internet's 
growth had been exponential, the institutions and rituals in Amsterdam (as was 
the case elsewhere) were slow to adapt to the situation. 



A completely different political practice was em bodied by hackers and kin­
dred groups. They represent a culture of confronting immediate issues and of 
on-the-spot decision making. Call this activism in a very literal sense, a trans­

lation of the "hands-on imperative" in political terms. Potentially explosive 
issues such as those related to privacy, copyright, sabotage, and the exposure of 

official secrets are defused in a mix of piecemeal pragmatism, immediatist 
intensity, and radicalism. This approach enabled the hackers' commercial ven­
tures, to which, unlike the "culture people," they were not at all averse, to grow 
and prosper against all odds. They published an incredibly popular magazine, 
Hacktic, that kept them financially afloat for years, and they started Hacktic 
Network, transforming it in short time into a major Internet provider 
(XS4ALL). Thanks to them the fledging Digital City survived continual bouts 
of technical glitches and lapses in conceptual guidance at the top. But these type 
of activities are of course far removed from the grand narrative track, and the 

traditional media spoke of the movement as if it was a mostly apolitical affair. 
Indeed, a tremendous amount has happened over the past few years in the 

field of lTC development. And ever since its hackers' days, DDS has given 
entirely free reign in computer-related matters to the technical people. As 
DDS was also a relatively big but underfunded network growing fast, techni­
cal crises were a permanent feature for those handling system operations. 

Technical problems and glitches were an everyday occurrence as the system's 
hardware and software were constantly pushed to their operational limits and 
beyond. Added to this was an overriding ambition to be on the cutting edge in 
innovative technology, and to take a pole position on the knowledge frontier­
which DDS has been remarkably successful at until recently. Many of the inno­
vations took place when Meilof was at DDS. "At some point," she said, "we got 
heavily into real audio and video [streaming media] . It would be great if we 
would be able to provide for home-page TV for our users. In order to achieve 

this, you must be well aware of the latest technical developments, and one must 
also nurture a good relationship with the owners of bandwidth who are going 
to carry this fancywork. We wanted to prevent the situation in which normal 

citizens have to go to big corporate players if they want to put television on the 
Net-and pay their price. We felt that streaming media too should be readily 
available to the greatest number, so that any private person could start web-TV 

at home."' 
This technical innovation push did not always square well with some users' 

expectations regarding content and the quality of public discussions. In the 
early days of DDS, the Digital City was conceived to be an empty shell that 
would be filled up by users and customers, without much intervention from the 
DDS organization itself. But that formula resulted in a very static system. Not 
very much changed in the content structure of DDS over the years. 
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The Digital Citizen, DDS's online newspaper, was designed in part to put 

more structure and coherence in the presentation of the system's content. It also 
carried a line of supplements that users had the option of receiving. This made 

for an interesting spot for users' contributions, which were filtered by an edito­

rial board. In addition, "we bring" technology was made available, whereby sites 
were automatically beaded together, and visitors could be taken on an organized 

tour by the editors. As usual, two models competed here. One might be called 

anarchistic, where things fall into place only after some time, if ever. The other 
is a more organized one, with editors surfing the place on the lookout for those 

really interesting sites. A webring was seen as a nice compromise between the 

two. However, DDS never implemented all the models discussed here, nor did 
it change its interface very much. In fact, a few years after its inception, and 

while it was still growing at a fast pace, it became obvious that the Digital City 

had come to a conceptual standstill. 

T H E  C I TY I N  P U B L I C  D I G I TA L  S PACE 

The fate of DDS as a "city" seemed precarious. Would the city idea die at some 

point, and with it the DDS, having achieved its emancipatory task? What about 
its strictly local role? Would that dwindle into insignificance also? Around 1998 
no  more than a quarter of  the "inhabitants" were actually living in the town of 

Amsterdam.' 

One of the very few policy decisions that the DDS management took was 
to retain Dutch as the official language of the Digital City. Many users, for 

instance, were unwilling or found it difficult to express themselves in English. 
Generally it was felt that sticking to the tongue of its founding city was one of 

the few areas where the Digital City could claim some local anchorage. In itself, 
however, this said very little about the local or global character of the system. 

That was something for the users to decide, and for their Internet usage to 

show. Hence, successful home pages usually ended up having international 
exposure, thus making at least some use of English. But at the same time, the 

Internet was being increasingly used in a local or regional context. One could 

now go online to check out the program of the culture club next door. On a 

more practical level, the question arose of how much longer such typical 

metaphors as "houses" and the "post office," which had been the hallmark of 

DDS, would retain any relevance. But then, the Digital City never tried to 

impose its own metaphors onto the users. It was mostly outsiders, not the 

inhabitants themselves, who took the Digital City name literally, and then dis­
missed the city metaphor as inadequate . 

But perhaps the city metaphor is not simply inadequate but misleading. 

After all, the Digital City certainly was not all-inclusive in the way that a real 
city is. Clearly, the "public" that constitutes a public digital culture is not the 



same constituency as that of the traditional media, the occupants of the public 
domain in real space, or the franchised electorate in general. Even if some of the 
basic tenets of the public domain (and especially its ethics) can be transferred 

to cyberspace, their mode of implementation is for a large part yet to be 
invented or put into practice. The barrier of computer literacy is very much 

operative, and this has a great deal of influence both on which actors are 
involved and what their actions are. Thus, the digital culture of the late 1990s 
remained to a large extent the preserve of geeks/hackers, students, media pro­

fessionals, and of a smattering of people who had the resources and the interest 
required to become conversant with computers. 

Contrast this to the state that seems assumed by the "founding myths" of 

the network. That refers to a rumored Golden Age when "everybody" was an 

active participant, and "everything" was public domain. Freeware and shareware 
were the rules then, a near-perfect gift economy obtained, and the absence of 
authority was in itself a safeguard to privacy and a guarantee of the upholding 
of morals. This lore naturally glosses over the fact that users at that time had by 
necessity an extremely high level of computer competence, and were even less 

representative of the general population than their counterparts are now. Such 
an Athenian democracy model automatically generates its own story of inevitable 
decline. It cannot deal in a positive way with the consolidation of the user base, 
even though that was the very thing it had propagated in the first place. 

Most Amsterdam digital initiatives had, more or less consciously, tried to 
escape this predicament. This policy was successful insofar as it built upon a 
well-entrenched pragmatism in matters organizational and connected with a 
media environment that was traditionally run on a nonprofit basis. In keeping 

with Dutch values, pluriformity was taken for granted, high expectations were 
conspicuous by their absence, and benign neglect by the powers that be was the 
rule. These are still the basic premises of the current situation. 

T H E  C H A L L E N G E S  O F  C R EAT I N G  A P U B LI C  D I G I TA L  D O M A I N  

Clearly, creating a digital public domain has never been a priority with officials 
in the Netherlands. Up to now, the state has declined to administrate, design, 
let alone finance anything looking like a public domain in cyberspace. Even 
universal access is not seen by the Dutch government as a specific task for the 
authorities to intervene in. One significant example can be found in the pro­
posal to install public terminals at a large number oflocations to provide cheap 

mass Internet access, an idea that died for want of funding. The total indiffer­
ence of the body politic to these sorts of issues may be the single most impor­
tant reason why Internet use has remained relatively exclusive in the 
Netherlands. Such an approach only reinforces the notion of the public being 
some kind of indeterminate, and ultimately irrelevant, third space that floats 
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between participation in the market, where it take cares of itself, and control by 
the state, the modalities of which are none of its business. To mitigate things on 
the other hand local customs ensure that as long as you put your requests in the 
right context-that is, suggesting the possibility of a conflict while at the same 
time showing an inclination to dialogue-the planning of structures, including 
those of cyberspace, always remains open to negotiations. 

Yet a thorny problem remains. We have left the 1970s far behind, with its 
well-circumscribed constituencies and the idea of an ordered dialogue by prox­
ies between the public and the political decision makers, and we need to look 
into the new forms taken by the distribution of influence. The public itself has 
become much more layered and demands more diversity. Local decision mak­
ing, on the other hand, has become a virtual process, and this not only in a tech­
nical sense. The new media are attractive to politicians only insofar as they 
allow the politicians to continue their model of "representative" democracy, 
while modernizing or upgrading it. And g) the political establishment, which 
has never been good at envisioning itself in terms of media (unless it is to 
abjectly surrender to their whims), is almost totally at loss when it comes to 
understanding the technological culture. The traditional figure of the "alterna­
tive" political activist also had trouble adjusting to the new dispensation obtain­
ing in the Information Age. Nowhere is the. love-hate relationship with 
technology so pronounced as among this group. But split personality, rather 
than splinter groups, has been the outcome, in a possibly classic case of painful 
tension between "the Self and the Net" (Manuel Castells). Their deep ambiva­
lence about the nature and the consequences of the new media has for a long 
time prevented political activists from staking a substantial claim for themselves 
in the digital revolution. A majority joined the networks only when it became 
unavoidable. A few embraced bulletin board systems in the 1980s, but most of 
them were later unable to relate to the higher scale, or speed, of the cyber econ­
omy that was coming into being. Hence they found it difficult to bring their 
practice to the required level of technicality. This failure to use cyberspace as a 
venue for political change does not, however, reflect on the medium. In fact, 
quite a few activists have very effectively fought new issues (on animal rights, 
on gene technology, against road building, etc.), and Amsterdam has witnessed 
a number of radical projects run by grass-root outfits that have a commendable 
level of Internet presence. 

Despite the obvious limitations, the Amsterdam digital culture has 
thrived-and still is thriving, in a certain sense. One of the least publicized off­
shoots of the digital culture in the city is the number of jobs that have been cre­
ated: more than ten thousand in the areas of design, software engineering, and 
services, most in small and medium-size businesses and ventures. Experience in 
the realm of theater, the visual arts, and music are easily transferred into one-



off projects, commercial or not. What is called elsewhere the process of mod­

ernization or adjustment to globalization has in Amsterdam frequently taken 
the shape of a big subcultural work-in-progress in which not everything has 
been from the very start subjected to the dictates of hype, commodification, or 
both. This has to some extent put brakes on the ongoing process of institution­
alization of social initiatives. 

By the late 1990s, Amsterdam, hitherto better known for its large and 
diverse alternative social movements, saw some spectacular shifts taking place 

in its urban landscape. Mter decades of relative economic stagnation, with 
inhabitants and jobs departing, investments suddenly started flowing back. In 
just a couple of years, real estate prices rose sharply and exclusive designer shops 
and gourmet restaurants multiplied. People who had once been unconventional 

activists followed the trend and reinvented themselves in large numbers as cre­
ators and managers in ITC and new media culture.' 

Meanwhile, DDS too was reinventing itself; at least internally. Hapee de 
Groot, who worked with the DDS as an editor and content manager from 1997 
to 1999, said in an interview with the authors in 2000 that when DDS started 

up, there was no distinction between the public, external side of DDS and its 
internal mode of operation. "The DDS was one big collective, and everybody 

was doing everything," said de Groot. "There were no bosses or functionaries 
for specific tasks. It was a tight group of people who were interested in work­
ing for a good cause . . . .  The internal workings of the DDS slowly changed, but 

the external picture of it did not." The opportunity to turn the Digital City into 
a truly self-governed networked community was put aside in favor of an exec­
utive model of governance, with Joost Flint, coordinator of the organization, at 
its head. When de Groot joined DDS, a division of labor was already in place, 
with a sales department, a programming department, a separate section for the 
technical people, the public domain division, and an administrative branch. 

Because the DDS was still a foundation, de Groot said, "it was not expected to 
turn a profit, yet internally it had grown into a top-down organization. Nothing 

could be done without Joost's fiat. Joost was also the only person reporting to 
the board of the foundation. And it was the board, in collaboration with Joost, 
which charted out the future of the Digital City. An organizational structure 
based on a division oflabor may have been inevitable. But in combination with 
a more open internal structure (such division) could have worked perfectly well. 

But there was no such open structure. There were no general staff meetings, for 
instance." Sometime after the foundation's board appointed Joost as director,' a 

management team of sorts came into being. From then on, all employees had 
to meet preset targets. Even then, complaints were few. In these exciting years, 
when everyone seemed to be participating in the construction of the Internet, 
few people involved in the work raised questions about ownership, power rela-
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tions, and work conditions; it was considered bad form, when it was considered 
at all. Critiques of the management and demands for more participation, or 
even for better pay, were rarely expressed. 

In league with internal changes at DDS were intrusions of the market ide­
ology that dashed Amsterdam's early hopes of extending the notion of a public 
sphere in the media, so important to the city in the early 1980s, to the new tech­
nologies. This would have lent Internet access the (potential) character of a pub­
lic utility provision. As we saw, the Digital City was conceived as a temporary 
experiment. When the decision was made for permanent status, investments in 
hardware and bandwidth together with increasing staff numbers necessitated 
ever larger disbursements which were not handled well Such monies were not 
easily obtained within a structure characterized by a hybrid and often somewhat 
uncomfortable mix of community service, technology research and development, 
and increasingly commercial activities. Neither the city of Amsterdam nor the 
Dutch state were prepared to provide for recurrent subsidies after their initial 
disbursements; the European Union, which was approached later, declined to do 
so. This left as the only remaining avenue of raising money contract work for and 
sponsorship by the corporate sector, together with consultancy and hosting jobs 
for various public and semipublic bodies. This mode of operation, besides not 
sitting very well with community building and sommunity service in general, 
gave rise to an increasingly obfuscating rhetoric of public-private partnership 
masquerading as policy. As could be expected, both concepts proved elusive in 
the end and this lack of direction left the DDS both politically vulnerable and 
gravely, and permanently, underfmanced. 

The growing number of users, with individual requirements and little 
patience for "idealistically" induced technical deficiencies, as well as the need to 
deliver a better performance to the paying (institutional) customers, made .this 
predicament even more acute. The lack of substantive political, and hence 
financial, support compelled the DDS to turn even more to the market, but its 
status as a foundation precluded it from attracting investors' money. 

The final stage in the Digital City's evolution from an amateur, low-tech, 
nonbudget and grass-roots initiative into a fully professionalized, technology­
and business-driven organization came with its corporatization in December 
1999. DDS shed its foundation status and became a private enterprise as a 
result of management buyout. Incorporation took place with the assent of the 
Digital City Foundation's board, which discharged a number of enabling con­
ditions under which this privatization by DDS's two directors was deemed per­
missible, while acknowledging at the same time that it was "inevitable." 

As it turned out, the inevitable arrived belatedly. By the end of the 1990s, 
complimentary access and other services that DDS had pioneered became 
much more generally available. Scores of commercial free access providers and 



hosting services had entered the market, some offering more and better services 
than DDS was able to provide. They had mounted massive advertising cam­
paigns, and they addressed a potential customer base that was far removed from 
the idealistic concerns that had informed the original Digital City. This almost 

immediately resulted in a substantial erosion, quantitative and qualitative, of the 
DDS's own user base. Though the number of accounts had risen to an alleged 
all-time high of 160,000 in early 2000, an analysis of the use patterns shows 

that most of these could no longer in anyway be related to the concept of com­
munity building or even to sociopolitically relevant information exchange. 
Home-page building and upkeep, for instance, no longer attract much interest. 

And DDS's once-valuable real estate, its web space, has turned into empty lots 
as fewer inhabitants claimed ownership of an electronic homestead. Most 
clients in fact saw DDS as a convenient, free funnel for one-to-many, Dutch 
language interchange, and cared little for the "community" as a whole. 

Hundreds of thousands of new users may have debarked on the scene over 
these past two years, but few have any aspiration to be part of an online culture 
or a public sphere as such. Their usage is limited to just a few applications (usu­
ally provided in a Microsoft OS environment), and they perceive the Internet 
as a mere component-and probably not the most important one-of a gadget­
filled, playful telecommunication sphere.' This, by the way, is not meant as a 
moral judgment. In order to create on-line communities, skills and practices 

other than the mere possession of a device are necessary; Internet use and new 
media literacy are not the same. 

Aside from France, almost all the European states have declined to admin­
istrate, design, let alone finance the public part of cyberspace (the exceptions 
include Bayern Online, Bologna's Iperbole, and a few others). Rather, we now 
have a narrow, but, from the political point of view, comfortable economic 
approach to the opportunities offered by the Information Age. At the street 
level, we witness the explosion, both in number and size, oflnternet cafes cater­
ing to the need for connectivity that public utilities have declined to provide. In 

fact, and completely in tune with the prevalent ideology of market conformism, 
even universal access is not seen as something for the authorities to intervene 
in, as one can readily infer from the very limited, usually fruitless efforts to 
make public access terminals generally available. 

In the Dutch new media cultural scene, the Polder model ("the society of 
dialogue and consensus") has engendered its own digital clone, and it goes 

under the name of the Virtual Platform. This partnership of sorts between var­
ious new media-related cultural institutions was founded in 1997 to build up 
and maintain a working consensus among its members, thereby avoiding harm­
ful competition. By enforcing a modicum of corporatist discipline-brought 
about the Dutch way, by endless rounds of meetings-it ensures that the fledg-
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ling institutions do not go at each other's throats over such (financial) support 
as is provided in homeopathic doses by the largely indifferent national and 
European governmental bodies. The practical outcome of this model is that a 
limited number of organizations (V2, De Balie, Society for Old and New 
Media, Steim, Paradiso, Montevideo, and a few others) have shed their 
startup/experimental/anarchistic avant-garde status and consolidated them­
selves into new mainstream institutions without being forced to merge or to 
disappear. The shadow side is that since the Virtual Platform is not a truly open 
body, its very existence substantially raises the threshold for those newcomers 
who, for whatever reasons, are not yet members. This then begs the question 
whether a limited number of not necessarily representative organizations can 
claim to embody the public digital realm. In the meanwhile, and as could have 
been foretold, the Virtual Platform has mainly turned into a convenient inter­
mediate for the Ministry of Culture to "outsource" its administrative burden 
and its policy-making headaches and thus retain patronage without responsi­
bility. For better or worse, this concept has proven a successful formula, and its 
format, already adopted and adapted by Belgium and (pre-Haider) Austria, is 
poised for further export. 

These "mean and lean" state policies and attitudes have had a surprising 
outcome: as creative spirits moved out of the limitations and frustrations of the 
not-for-profit cultural sphere, they went to create their own (ad)ventures on the 
commercial front. These days, doing business is being experienced as challeng­
ing, rewarding, and fun. But it should not hide the fact that the current enthu­
siasm for entrepreneurial drive was basically the sole option open in those 
circumstances. The Digital City remains of course the prime example of this 
flight into capital-as a belief system. But it is far from the only one, and hav­
ing now all but foundered, it is far from the most successful one. 

The commercial analogue of the Virtual Platform has meanwhile come 
into existence as the Amsterdam New Media Association (ANMA), modeled 
after the New York original. It has something of the "first Tuesday" format, with 
less emphasis on networking for venture capital and more emphasis on social 
networking, debating, and even policy making. Oddly enough, the municipal­
ity's Economics Department has awakened to this development and shows 
itself an enthusiastic supporter, maybe too much so. And with this the circle has 
been closed. The allegedly receding state turns out to be very present and man­
ages· to participate without applying governance. Under this new dispensation, 

a ubiquitous yet absentee state portrays itself as just another partner in business . 
Within this depoliticized framework, representation and accountability have 
been instrumentalized away in favor of convoluted yet subtle "networked" pro­

cedures, responding in the mandatory flexible manner to the requirements of 
the all-powerful and, to culture at least and digital culture in particular, benev-



alent markets. Alain Mine said it all before: "Democracy is not the natural state 
of society-but the market is." 

POSTS C R I PT: 2001 
The buyout of DDS by Joost Flint and his business partner (and DDS co­
director) Chris Godel was finalized on March 1, 2000, when the Digital City 

was formally incorporated as a limited company. DDS as a whole was vested in 
a holding company, DDS Holding BV, and its operations were split among four 
limited companies: DDS Ventures for research, DDS Services for hosting, 
DDS Projects, the web-design bureau, and DDS City, the community. This 
setup was merely formalizing the practice that had developed over the years. 
However, in a commercial environment, it intensified the difference between 
earning and spending departments, this time, to the detriment of the latter. In 

the original business plan, the DDS community was seen as a potential breed­
ing ground for all sorts of value-adding activities, which, even though not com­

mercial in themselves, would reflect positively on the balance sheet of the other 
DDS companies. Unfortunately, the "dot-com" craze was sinking fast at the 
time, and the community began to be seen as a drag on the holding's resources. 

In November 2000 the DDS content staff were fired, and the provision of news 
at the opening pages of the portal was discontinued. Meanwhile, Internet 

College, a high school students portal site that was the sole component of DDS 
Ventures, had been sold to an educational publisher, promptly followed by the 
sale of the hosting company, DDS Services, which was bought by the English 
electricity utility Energis. This left DDS Projects, the web-design bureau, as the 
sole revenue-earning company in the holding, further undermining the com­
munity's financial base. At that time Flint and Godel let it known that they 
were seriously considering dismantling the Digital City as we knew it. 

In January 2001 a group of Digital City users decided to forestall, if possible, 

the likely demise of the public domain section of DDS. An initiative launched by 
Reinder Rustema in the columns of the online magazine Smallzine attracted 
more than four hundred to the Save the Digital City association, now registered 
as the Open Domain Association (http://www.opendomein.nl) (the name was 

changed because of an almost immediate confljct with the holding company 
about "DDS" as a protected brand name). The association's goal is to take from 
the holding company as much of the old networked community as possible, with 
the aim of preserving its spirit as a public domain in cyberspace. The association 
has initiated talks with the current owners of DDS, but for the moment, finding 
common ground appears to be an uphill task. Qyite apart from the fairly deep 
distrust both parties harbor about each other's agenda and actions, there is a con­
flict of interest with regard to the domain name ('dds.nl'), and the value that 
should be ascribed to the individual, private accounts themselves (now believed to 
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number seventy thousand at the most, half of them active) . This also because the 
mere coming into being of the association has suddenly revived the market's val­

uation of the DDS, while its subsequent activities have even given credence to the 
feasibility of transforming it into a fee-earning Inter,net service provider. For now 
however, the DDS Holding cannot finance the upkeep of the free service much 
longer and will have to find a solution in keeping with its commercial interests­
including its public relations component. Only the future will tell whether the 
users association will be part of that solution: 

N OT E S  
The authors thank the Institute for Advanced Study, United Nations University (Tokyo) for its 

support, and the Center for Advanced Study in the Behavioral Sciences (Palo Alto, CA), for host­
ing one of the meetings of the research network. 

1. The TV pirates were thus taken out, but the radio freebooters stayed on. Three nonprofit 
"cultural pirate" radio stations continue to be tolerated till the present day. 

2. Adilkno, which describes itself as a "foundation for the dissemination of illegal knowledge," 
an intellectual collective originally based in Amsterdam, described the process in these terms: 
"Sovereign media insulate themselves against hyper-culture. They seek no connection; they discon­
nect . . . .  Once sovereign, media are no longer attacked, but tolerated and, of course, ignored." 

3. Hacktic Network, renamed XS4ALL (Access for A.ll) for obvious marketing reasons, became a 
profitable, albeit always very tricky, business venture. After prokacted negotiations, which e'nsured 
complete policy independence for a period of three years, it was sold to KPN Telecom, the former state 
monopoly, for an undisclosed but signiftcant amount of money. Both its six owners (key members of 
the original Hack tic group and some associates), and perman�nt staffers can look at the process with 
satisfaction. Parts of the proceeds of the sale have also gone to worthy causes, such as the Dutch Branch 
of the EFF (Electronic Frontier Foundation) and the digital liberties watchdog Bytes of Freedom. 

4. It has turned out in the meanwhile that this option was deliberately turned down by the man­
agement, which wanted to make it available to a number of selected and paying customers only. 

5. Peter van den Besselaar commenced a comprehensive research program in 1996 on DDS in 
general and its users' profile in particular. In the beginning, these quantitative inquiries were made 
with permission of and in collaboration with the DDS management. Permission was withdrawn, 
however, when the DDS's privatization drive transformed these data into "commercially sensitive 
information." 

6. Cheap housing has again become an intractable issue, but yesteryear's activists have few suc­
cessors. 

7. Telling for the state of affairs in the later days of DDS is that the membership of the foun­
dation's board, though not exactly an off1cial secret, was never very much publicized. 

8. There are in fact ominous signs that the mobile telephone is going to constitute the main 
"immersive communication environment" of the larger population, and that, for the moment at 
least, Internet applications will be a mere, and probably klunky, add-on, Japan seeming to be the 
exception. 

9. Those who had hoped for a change of mind of the authorities on the subject of fostering the 
public domain in cyberspace are in for yet another disappointment. The city and national govern­
ments have let it be known that saving the DDS is not on their agenda. 

R E F E R E N C E S  C I T E D  
CISLER, Steve, "Will Internet Serve Citizens?' (2001) 
http://home. inreach. comlcisler /citizens. html 
URL list of sites mentioned, or otherwise useful: 
http://www.dds. nl 



(Digital City Amsterdam) 
http:llwww. opend omein. nl 
(Newly founded DDS users association) 
bttp:llwww.xs4all. nl 
(Hackers-originated ISP) 
http:llwww. waag. org 
(Society for Old and New Media in "de Wa:Ag," Amsterdam) 
http:llwww. desk. nl 
(cultural/commercial content provider) 
http://www. desk. org 

(The purely cultural spinoff of the above) 
http://www. tv3000. nl 
(Cultural/commercial service provider and television producer) 
http:llwww.montevideo.nl 
(Dutch Institute for New Media Arts, Amsterdam) 
http:llwww.contrast. org 
(Political content provider, sponsored by XS4ALL) 
http://www.steim. nl 
(Laboratory for Electronic Music) 
http://www. bellisima. net 
(Experimental cable TV group) 
http:llwww.desk.nl/-hksteen 
(Live cable program on politics and the arts) 
http://www. radiolOO. nil _englindex.html 
(Independent music pirate radio station) 
http://www.v2.nl 
(V2 Organization for electronic arts, Rotterdam) 
http://www. balie. nl 
(Center for culture and politics, Amsterdam) 
http:llwww.paradiso. nl 
(Cultural center, mostly famous as a pop venue) 
bttp:llwww.mediamatic. nl 
(Design company, magazine for new media arts and theory) 
http:llwww.doorsojpemption.com 
(Conference organization on design issues, spinoff of the Netherlands design Institute, now closed 

down) 
http:llwww.anma.nl 
(Amsterdam New Media Association) 
http:llwww.dd.s.nl/-virtplat 
(Dutch Virtual Platform) 
http:llwww. balie. nil tulipomania 
("Tulipomania dotcom" conference on the New Economy, Amsterdam, June 2000) 
http:llwww. nettime. o1glnettime-nl w3archive/ 
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