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THE ECONOMIES OF CITIES

D IC K NETZER

In an earlier era, when the pace of technological, economic, and
social change was seemingly much slower, a city or region was
identified with a specific set of economic specializations. Pittsburgh

was the center of the steel industry. Chicago was not only "hog-butcher
to the world," but also the country's most important producer of
industrial machinery and the hub of its land transportation system. The
smaller Massachusetts cities were preeminent in textile and leather
goods manufacturing. North Carolina cities were dominated by cig-
arettes and furniture; Memphis was the banker and shipper for the
cotton growers; Fort Worth was the world's leading cow town; Seattle
and San Francisco were dominated by their maritime industries; and so
on. And, of course, Detroit and eastern Michigan cities (as well as a
good many others in the Midwest) were auto cities. Los Angeles the

movie capital, and Florida cities were resorts.
But these seemingly fixed specializations were changing

sometimes quite rapidlyby the middle of the twentieth century, and
the rate of change has accelerated since then. By 1960, there was no
meat-packing in Chicago, little steel-making in Pittsburgh, and almost
no textile or leather goods manufacturing in Massachusetts. By 1980,
high-tech manufacturing and office activities were far more important
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in Seattle, North Carolina, and many other places than their "tra-
ditional" economic specializations.

Tm: SUCCESSION OF INDUSTRIES

In fact, since the eighteenth century, American cities have grown more
by mutation than by steady development of their traditional industries.
New specializations, often born to serve existing ones, supplant the old
and in turn are supplanted. Nowhere is this seen more sharply than in
the economic history of New York City. It is no surprise that the most
cogent depictions of the dynamics of economic change in large
American cities are those written by analysts of New York City's
economy: Robert Murray Haig in The Regional Plan of New York and Its
Environs, completed in 1929: Raymond Vernon in The Changing
Economic Function of the Central City, Anatomy of a Metropolis (with
Edgar M. Hoover) and Metropolis 1985, written between 1959 and
1961 as the basis for a second regional plan for New York: and Jane
Jacobs in The Death and Life of Great American Cities (1961), The
Economy of Cities (1969). and Cities and the Wealth of Nations
(1984). Most contemporary writing about urban economic dynamics
accepts the reasoning in these classic works as self-evidently true. So.
in this chapter, we go back to the sources of these accepted truths.

In the first half of the nineteenth century. New York became the
country's largest city and economic capital because its harbor was
by far the best of any city on the Atlantic coast and because. after
1825, it had access to the interior of North America via the Erie Canal.
Maritime commerce spawned new industries, notably marine in-
surance, which was the foundation of the city's preeminence in finance
(Philadelphia was the financial capital before 1840), ship building.
repair and outfitting. and the processing of raw materials that arrived
by water. By 1900. New York City was the most important sugar and
copper refining area in the nation.

But even before 1900. finance. printing and publishing, and a
variety of manufacturing industries that depended on the existence of
a large labor supply and quick access to supporting services had
become more important to New York than the economic activities more
closely tied to its port. In the early twentieth century, New York City
became the country's number one location for the manufacture of
apparel, electrical and electronic goods (such as radios and parts).
various types of fabricated metal products (such as builders'
haidware). toys, jewelry. and motion picture films. Meanwhde, New
York's dominance of finance grew with the nationalization and
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internationalization of financial markets. reducing the relative role of
rivals like Boston. Philadelphia. St. Louis, and Chicago. The city be-

came an increasingly attractive location for the headquarters of
national businesses.

Over the past forty years, with surprising speed. New York's major

industries of the 1950s have shrunk or even disappeared. For

example, manufacturing employment, which was about 850,000 in
the rniddle-1950s. fell to 280.000 by 1994. Much of the manufacturing
that remains is feeding the service sector of the local economy, rather

than making finished products and shipping them around the world.
There also have been many well-publicized departures of corporate
headquarters, at first for locations within the New York metropolitan
region. more recently for other parts of the country. Offsetting the
declines of such industries, finance, advanced business services.
tourism, health, and education services have greatly increased in
importance. As is true of most of the country's larger cities. New
York's economy today bears only a passing resemblance to that of
fifty years ago.

EXPLAINING URBAN ECONOMIC TRANSFORM:MON

Historically, a city captured a commanding position with respect to an

economic specialization because of some natural endowment, a
specific physical locational characteristics. A city would be located at
the head of navigation or "fall line" of a major river (Richmond, Virginia)

or junction of waterways (Chicago and Pittsburgh) or the easy crossing
point of a major river (Minneapolis). Or, it was a natural seaport
(Boston) or near important natural resourcesfishing grounds, ore
deposits. or timber. The city may have been a convenient place from
which to service a relatively rich surrounding agricultural area and
process its farm products. Or. going way back in history. the city simply

was located on a site that was easy to defend.
In time. technological and other changes vitiated most of these

locational advantages. The substitution of overland and air trans-
portation for shipping by water makes Columbus as well situated as
Cleveland and Charlotte as well situated as Richmond. Changes in

the way steel is manufactured and the exploitation of new sources of
iron ore have made tidewater sites around the world superior
competitors to the Pittsburghs that once dominated the steel industry.
Indeed, today few decisions on the location of manufacturing plants are

made on the basis of the location of natural resources. Instead. the

key factors are the size and nature of markets for output and the costs

L.
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and quality of inputs other than natural resourcesparticularly labor. As
the world economy and world trade expand, the number of places where
an efficient, cost-minimizing scale of production can be achieved is
increasing, as is evident in the spread of the auto industry from the
American Midwest to other regions in this country and to Asian countries.

Such changes explain absolute and relative declines in a city's
"traditional" economic specializations. They do not explain why most
large cities seem to have succeeded in replacing old specializations
with new ones. It takes more than the presence of site-specific ad-
vantages like climate in some places to explain the self-renewal that
has gone on in this centurywithout government intervention or even
much awareness that the renewal process is occurring. And whatever
role chanceor good luckmay have played in some cases, that too
is an insufficient explanation. The location of some enterprises and
industries is, in a sense, accidental. The developer or inventor
happened to live in that place or chose to live there after the product
had been conceived for personal reasons rather than because of
economic imperatives relevant to that line of economic activity. For
decades, most valve spring compressors, a tool indispensable for the
servicing of autos made before 1940. were made in Waterloo, Iowa
rather than a hundred other possible placessimply because a
Waterloo man had developed a superior model.

Those astute observers of the renewal process in New York
Haig. Vernon and Hoover. Jacobsfirst demonstrated that the re
placement of economic specializations has occurred fairly regularly
over time. They then provided the explanation. In Vernon's formulation.
the essential economic role of the large city is to incubate new
industries.

The city is equipped to be such an incubator because it can offer
all sorts of services, supplies, skills, and talents that few fledgling
enterprises have available. Consider work space. While thousands of
business enterprises are run from horn?s, millions more have long
outgrown the garage or home office and been moved to dedicated
premises. A new entemrise seldom is sufficiently well capitalized to
permit the purchase or construction of such premises. Typically, new
businesses are renters. The supply of rental space for all types of
commercial and industrial enterprises is likely to increase geometrically
with city size.

The same is true of other business "inputs":

Specialized parts and supplies tthe small garment firm that has
been typical of New York!:, apparel industry for decades was able
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to buy almost any kind of buttons and other trimmings from
suppliers located within a few blocks and thus was unrestricted in
its fashion design decisions)

Professional services, notably legal and financial services

Workers with unusual skills (carpenters and electricians are
ubiquitous, but carpenters who can build stage sets or electricians
who know how to work on stage lighting are not)

The collection of these specialized inputs and the clusters of

industries they serve is what economists call -agglomeration."
Agglomerations characterize big cities and cities that, if not huge in
overall size, are exceptionally large in one specialized industry or
collection of activities (like Las Vegas in gambling or Nashville in

country music). In such places, the demand from many enterprises,
small and large, for services, suppliers, and specialized labor is large

and stable enough in aggregatehowever unstable individual
enterprises may bethat clusters of the specialized suppliers emerge
and persist. Their presence makes it possible for new users of these
suppliers to start up and expand. To be sure, there is always the
possibility of importing specialized supplies or services from other
cities or regions. or substituting for them, but at some cost in time.

versatility, and flexibility, if not in money. Thchnological changes
continually threaten existing agglomerations by making it easier and

cheaper to get services from distant locations, but successful cities
develop new specialized services and supplies that are. for the
moment, best provided in that one city.

Agglomerations can dissipate. if the economic activities that
provide the core of the demand shift on a wholesale basis from the city.

For example, there was concern twenty-five years ago that the entire

cluster of theater, television, and film production and supporting
activities might fade in New York. because of the shift in television
drama production to California and a succes-iion of very poor seasons
on Broadway. The mass of activities that remained was critical, and the

cluster survived, but the concern was justified.
Moreover, aRglomerations can be and have been duplicated, at

least in part. in other places over time. So the special competitive
advantage to the original city, for the location of those cone Industnns.
of having the agglomeration will be reduced over time. As an economic
c,er.tor grow,, nationally and internationa%, its local so, genr,rate:-,

competitive igglornetatiow, in more and more old( f",. But thdt t5 not
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necessarily a disaster for the first city. In fact, if the growth process is
successful, the existing agglomeration will be attractive to new types
of economic activities, ones that in time become important in their
own right. That will happen as the supporting services and suppliers
make themselves useful for new types of enterprises, products and
services, and the city becomes the incubator for them.

DIA1AND-ti1 DE vERSIti SLIPPLY-slpl:

This account of the economic growth process of cities differs from
the story that seems to animate local government officials and
nusiness spokespersons concerned with "urban economic develop-
ment." Their story is that the road to economic success for a city lies
in capturing or retaining firms and industries that export their output
rrom the cit. to other places, firms and industries that could locate in
ari, number of places. Their strateg, is to bribe firms to locate in their
cities b, tax concessions. v,ai\er of land use and other regulations.
gifts of land and Or buildings, belo\N-market interest rate credit. or if the
firm is the cy...ner of d professional spurs franchise, y,hich usua4
eports nothing at all from the cit\.. all of the abo\ e.

In rare cases. the public policies of a city may have been so
hostile to the economic growth process that such briber truly is
essential. And there are industries and economic actRities that really

Ir.; th,At. CAR'S tia(2 to Oiler. A nev, automobile
plant, for e\ample, hardh, requires an,,thing like an incubator, and new
a.rto plants and other large scale manufacturing plants have not been
located in cities for decades. If the economic actRit in question can
be located almost an!,v,here. then brihen, can v,,orl-r. But, on balance.
toe briben, strateg\, has not been a spec,tacular success. hov.e\,er
persistent its advocates are in pushing it. For most cities. thc ke to
attracting and fostering ney, act; \ ;ties to replace the old ones lies not
in brines, bur in the qualib, ctf the supporting ser%.1:-:es that the cit,,
econorn inL; the cit.!, gu,ernment has to of fer.

In the 1950s, v,hen the stiyh, of [roan i,m0r1-1.1!
Blumenfeld. a percepme citr, planner in Toronto, %igoroush,

i.ritic.ized the apparent infatuation of economists and urban
geographers r.rath the r:\port led. or demand-side, theer, nf uman

p_rn,oh. Riamenfeld Hroed tlt the prime mo%er, for most
large cities. v,as tr, tie tOOri-1 or, the r-,uppt, (IttRities
are inyrnted in the attrar fed lo it, ii flourish once there will
depend (01 thrJ Lmnpl', of iribJlr, tlie Lit', r,tt('!, 13ti

,iftd HaMilet' tr.) thl: (R1,011',, it life t) fit('
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city. The quality of the city's physical inputssuch as the internal
transportation systems and the availability of state of the art
telecommunications equipment servicesmatters. But ultimately the
most important input is the human one: the talents, inventiveness, and
entrepreneurial energies of the people who live and work in that city.
The concentration of such people in a city is, of course, another form

of agglomeration.
Blumenfeld's views moved from the pages of city planning journals

Into common currency when they were elaborated by Jane Jacobs,
beginning in 1969. The supply-side perspective, however, was also
imbedded in the work of Vernon, who added an important dimension
to the Blumenfeld account. For many types of economic activities
carried on in cities. Vernon argued. the principal attraction of
agglomeration is that the concentration of related activities makes
possible face-to-face communication on an everyday basis. Indeed, in
Vernon's functional classification of economic activities in New York.

the most important category was what he called "communications-
oriented" industries. He did not mean industries that are heavy users
of telecommunications: he ifleant industries that function on the basis
of extensive face-to-face communication among the participants (most
of which also are telecommunications- intensive).

The essence of the advantage of extensive face-to-face com-
munication lies in its utility when multiple parties must make eom-
plicated decisions. and implement them rapidly. Vernon of fered several
prototypical cases for New York:

The high-fashion end of the apparel business, where speedy
responses from producers and buyers determine success or
failurefor firms and individuals, for a season or for good

National advertising, where there is a complicated interaction
among the creative people, the media people. and the sponsors

Major corporate and government financing deals, where huge

potential gains or losses hinge on face-to-face negotiations

In each of these industries. there are many cases of less
col nolexity. with less need for instantaneous action and so less need
for face-to-face communication. In other industries, the ratio of cases
where face-to-face commenication is important to those where it is
not may be much lower. But in any industry, there will be situations in

which it is highly desirable.
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VLIZNON'S FoRK

Vernon had no illusion that the need for face-to-face communication or
any other aspects of agglomeration guaranteed the indefinite economic
success of New York or any other city. He wrote that growth in the
scale of individual industries, changes in their organization, and
improvements in transportation and communications technology could
work to encourage either decentralization (from the largest metropolitan
regions and from the large central city to its periphery) or centralization
of specific economic activities. He thought that. on balance, thc
activities that in 1960 were heavily communications-oriented would
cori'dnue to be quite centralized, especially in New York.

The reality, as always, is mixed. Even activities for which face-to-
face communication is vital have decentralized, but that decentrali-
zation has been relative, not absolute. Most of this type of economic
activity has expanded nationally and globally, and New York and other
older large cities have shared in the expansion. even while losing their
e rlier shares of the then-smaller industries.

Improved long-distance transportation, as well as the radical
improvements in telecommunications of the past two decades, has
supplanted or reduced the need for being within a few meters or blocks
of those with whom you deal regularly. A United Airlines television
commercial in the depth of the 1990-91 recession made the point
well. The CEO of a company in serious economic trouble summons
all the officers of the company and tells them that the company will not
get by simply by dealing with its customers by phone. He then proceeds
to give each a United ticket to a specific destination, where there is a
key customer. The message is: When push comes to shove, face-to-
face communication with customers is critical for the company, but
flying with United can dissolve distance and assure that necessary
element.

It also is true that there are advanced economic activities that
really do not need much in the way of face-to-face communication.
Securities traders can spend their whole careers with no more than
telephone contact with their most active and longstanding counterparts
in other firms, except possibly for personal contact at a dealers'
convention at some resort every year or so. And in some of the most
rapidly growing cities of the South and Westlike Charlotte, Phoenix,
and Salt Lake Citymany economic activities that have been the
sources of most of the growth really do not interact much. Instead,
each of these activities finds that city a good place to be for reasons
other than face-to-face communication. It might be because of the
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city's telecommunications and transportation infrastructure. For
example, because Federal Express has its major central sorting
operation at Memphis airport, a Memphis law firm has the unique
advantage of being able to give Federal Express a letter or package at
midnight for delivery anywhere in North America before 10 a.rn. that
day. Or the city may be centrally located for the firm's operations, like
a regional insurance company or bank.

The effect of changes in telecommunications technology on the
degree of economic decentralization is, in any event, ambiguous.
Reduced cost and improved quality of long-distance transmission of
voice, facsimile, and data do make it possible to conduct sophisticated
operations in dispersed locations that were once too costly, including
one's own home. But some telecommunications costs still increase
directly with distance, like dedicated lines, making it advantageous to
have operations that must be linked with dedicated lines close
together. (That factor was the basis for the virtually complete
concentration of the dealer market for U.S. government securities in
New York by the 1950s.)

Other technological improvementslike local fiber-optics
networkshave economies of scale. They are not cost-effective unless
they carry very large volumes of messages, which means that such
improvements are made first in the largest cities. Eventually such
improvements will spread to other places but, initially, they strengthen
the position of the largest cities. Mitchell Moss, a leading authority on
telecommunications and the economies of cities, argues that the
process of technological and organizational change in telecommuni-
cations is such that a small number of the world's largest cities always
will have some advantages over smaller places, although the specific
nature of the advantage will change from time to time:

The limits of the extent to which technology can abolish the
advantages of face-to-face communication, and thus the most im-
portant economic reason for concentrations of people in citieF. were
explored in a leading article about scientific research and cyberspace
in the Economist. The article serves as a parable for the larger
question of the economies of cities:

Not everything can happen on line: geography will have its
due. A technological researcher cannot, unless he works
entirely in virtual worlds, do his job just anywhere. The
complex mixture of social, mental and physical skills that
makes laboratory science work requires equipment and
expertise all in one place, however quaint that may come to
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seem to free-floaters in corporate finance. And the net cannot
yet provide the fantastically flexible labor markets of true
science cities. A researcher in Silicon Valley has hundreds of
potential jobs within reach of his house; a researcher in
Plains, Georgia, may not, however deeply he is plugged in.

These are some of the reasons why networking. which is often
taken to mean decentralization. may yet strengthen big and mature
concentrations of science and entrepreneurship, with their labor-market
advantages, at the expense of smaller or newer ones. It may attract
people to the places where their e-mail buddies congregate, rather
than encourage hermit-like telecommuting.

A BRIGIIT ECONOMIC PROSPECT FOR TIIE CITIES?

Since 1960 (when he wrote about the economic function pr the central
city), Vernon's forecasts about the future of New York and other large
old central cities (in the Northeast and Midwest) have come to pass,
but more rapidly and to an even greater extent thar. he had anticipated.
Manufacturing and other goods-handling activities (like wholesale
distribution) have declined drastically. Retailing has decentralized
almost as drastically. And while the cities economies have become
overwhelmingly dependent on services, most types of service activities
have expanded much more rapidly outside older central cities than
within them. A dramatic example is that of corporate headquarters
offices. increasingly located in smaller central cities or on green fields
well beyond the city.

But the rates of growth in the service activities overall have been
so large that most city economies have grown considerably. if inter-
mittently, since what now seems to have been the low point of urban
economic prospects in the 1970s. In the early 1980s. in the country's
old industrial heartland, the large cities that still had substantial
manufacturing activities suffered greatly as their industries contracted
sharply. A little later, some cities in Texas and elsewhere had major
setbacks associated with the worldwide oil glut. Then, at the end of
the 1980s, California and the Northeast suffered severely from huge
retrenchment in defense spending, major contraction in some parts of
the financial services sector, and a collapse in local rea! estate markets.

Through all these difficulties, however, important parts of the local
services sector were growing in nearly all cities. and in all of them overall
economic growth resumed within a relatively short time. Over the twenty
years from the mid 1970s. nearly all large cities have experienced
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considerable expansion in a wide range of advanced business and
professional services, financial services, health services, and tourism
(even in some fairly unlikely cities). Moreover, while most cities have
done well as incubators for new service activities, some have even
proven successful at incubating new manufacturing enterprises.

Today, Los Angeles is perhaps the world's best incubator for new
enterprises of all types. including manufacturing. In part, that success is
related to immigration. which provides both entrepreneurs and workers
for the new enterprises. That is also important in New York and some
other cities.

The supply-side conditions of most large American citiesin
physical and human resourceshave substantially improved over the
past twenty years, notwithstanding the "rotting infrastructure" myth
of print media. The amenity levels of most central business districts are
far higher, with pedestrian streets. "skywalks," and refurbished
theaters, as well as the ubiquitous espresso bars and other
sophisticated retail establishments. Operating and capital subsidies to
public transportation have restored or created attractive, well-
functioning, central-business-district-oriented transportation services
that increase the competitiveness of those districts (although few
transportation economists believe that the huge subsidies, especially
to new rail transit systems. are cost-effective from the standpoint of
national transportation policy).

Also, in many cities, a good deal of housing within or on the edges
of central business districts has been created, including cities where
such housing never existed. For example, in chicago in 1960, there
were fewer than a hundred housing units within one mile of State and
Madison Streets (the zero point in Chicago's street grid), and all of
them were probably substandard. Today, there are many blocks
converted from low-grade business to high-grade residential use, as
well as extensive new housing development east of Michigan Avenue.
In the largest metropolitan areas, the real possibility of living within
walking distance of work makes the city a far more attractive business
location for many of the people who must be present if the city really
is to function as an incubator.

TIIF: DOWNSIDE

Most readers will be skeptical of the upbeat tone of the preceding
section of this chapter. After all, the economic conditions of large
American cities do include the continued exodus of businesses and
traditional industries, higher than national unemployment rates.

'5 j
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spectacularly high youth unemployment rates, low rates of participation
in the labor force, high poverty rates, and all sorts of social ills.
including crime.

All of those conditions are real enough. but they are symptoms.
Some more basic factors do not bode well for the economic prospects
of the cities. One continuing disability of the central cityand the
larger the city. the more pronounced this disability isis what Vernon's
collaborator, Benjamin Chinitz, called "the changing nature of centrality"
more than thirty years ago. For most of cities' histories, the location
that was optimal with regard to transportation access, was the actual
geographic center of the central city. As cities grew in the nineteenth
and early twentieth centuries, the geographic center of a city moved (for
example. northward in New York). But wherever that center was, it
was the best point for almost any form of economic activity (with the
exception of those activities that had to be located at the water's
edge and of huge space-consuming heavy industrial plants).

But after 1950, that was no longer the case. The most accessible
location, that is, the location with the lowest transportation costs in
money and time, became different for different types of economic
activity. The most "central" location in that sense for wholesale
distribution of goods is now invariably outside the central business
district. Usually, in larger cities, the most central location is not one but
several locations, a result of the patterns of motor vehicle traffic and
highway facilities. The most "central" location for department stores
is in the suburbs. even for New York. because of the dispersion of the
consuming population. And for most low-density cities whose growth
has come mostly after 1950Phoenix may be the prototypethere
are virtually no functions. public administration aside, for which the
center of the city is truly the most central location.

For a medium-sized city whose boundaries have expanded to
include newly settled sections on the outskirtsTucson, Tulsa,
Nashville, Jacksonville--the changing nature of centrality does not
impose serious economic problems. Jobs are accessible from any
residential location in the city, and the economic activity falls within the
central city's tax base. But in the largest cities, jobs do become
relatively difficult for some residents to get to. and the central city's
ability to tax the economic activity of the urban area is circumscribed.
The central city as a provider of jobs and taxes becomes increasingly
dependent on those specializations for which the agglomeration effects
continue to make the central locations truly central. The difficulty, for
the largest cities. is that these specializations are to some extent
boutique industries, which are not only difficult to tax (for example, they
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may use little physical space and thus contribute little in property
taxes, the most important source of city revenues) but also provide
limited numbers of jobs only for especially well prepared candidates.

Another negative factor is the greatly increased difficulty in reusing
land within the central city for other purposes. In large American cities
in the nineteenth and early twentieth centuries, new land uses were not
found only on the outskirts of cities. Both residential and non-
residential structures were replaced readily by new ones, often
repeatedly. New York is, as always, the extreme case. In a city of 250
square miles and nearly one million buildings that was founded in
1625, we find a single building dating from before 1700, three from the
eighteenth century, and fewer than a hundred from the first quarter of
the nineteenth century. In the late 1960s, it was commonplace to
tear down and replace office buildings that were between fifteen and
thirty years old.

Any replacement is much more difficult today, because of concern
about neighborhood effects and environmental problems, and vastly
increased rigidity in land use controls and other regulatory systems.
This tends to be least true of central business districts (outside New
York), where replacement of old structures and parking lots with new
buildings is seldom all that difficult, given the enormous profits usually
expected and the history at frequent land use changes within central
business districts. But beyond the central business district, it usually
is hard to convert residential land uses to nonresidential ones.
increase the density of residential uses (both were major aspects of
the earlier growth process in the laigest cities), or make major
changes in the character of the nonresidential oneseven when the
previous nonresidential uses, long since abandoned, were con-
spicuously noxious. A good many of the "incubator industries" cannot
be economically housed in new central business district office
buildings, nor will their employees and inventors be able to afford or
even want to live in high-priced condos in and near the central
business district.

If the regulatory systems make the costs and hassle of finding
suitable space high enough in the erstwhile incubator city, entre-
preneurs are likely to forego the advantages of agglomeration and
face-to-face communication and locate in exurbs or far away places
and countries. This problem cannot be solved through the con-
ventional bribery processoffering huge tax and other incentives to
identifiable firms, usually large ones, and to well-connected real estate
developersbecause the city won't know which firms to bribe. The
firms in the incubator industries tend to be invisible until they are
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successful. Even the most aggressive city economic development
officer cannot bribe an entrepreneur who cannot be identified.

Another reason for concern about the future of cities lies in the
economic circumstances of large portions of the African-Americans
and Latinos of the big cities. Thirty years ago, the common diagnosis
and prognosis in this regard was that it was not surprising that income
levels and labor force participation rates were very low and un-
employment rates very high among urban minority populations, who
had suffered from decades of racial discrimination in employment.
Moreover, many of the minority people of working age in that era were
recent arrivals from places that offered appallingly bad education, and
most migrants had few skills that were needed in urban labor markets.
But with general prosperity, the dismantling of racial discrimination in
employment, better educational opportunities for young people, and
supporting social and job-training servicesall of which were occurring
in the 1960s in American citieswe could, the theory was, expect
the minority newcomers to the cities to move up the ladder of economic
and social mobility, much as earlier generations of newcomers did.

In fact, this happened during the 1960s. Poverty rates among
urban minorities declined substantially and the gap in earnings levels
and unemployment rates between whites and minorities narrowed
considerably. True, youth unemployment rates remained high, but they
were almost as high among young whites as among minority young
people. However, in the 1970s. with slow growth in income levels and
higher levels of unemployment across the board, the relative economic
position of minorities stopped improving and, in some places and
respects (notably, in youth unemployment rates and the incidence of
poverty) got worse.

After 1982, the country prospered, but there was considerable
geographic unevenness. Most cities on the coasts, and in the Southeast
and Northern Plains regions boomed, but growth was much less marked
in most of the old industrial Midwest. In the cities that did well,
prosperity did have positive effects on the economic circumstances of
minorities, but these positive effects were much less dramatic than
had been the case in the 1960s. For example, in the country as a
whole, the incidence of poverty increased somewhat during the 1980s
and the real income of the poorest one-fifth of the households declined.
The opposite occurred in the cities that had the most pronounced
booms: the poverty percentage declined a bit and the real income of the
poorest fifth also rose. In some of these cities, minority labor force
participation rates, which had declined sharply in the 1970s, increased
significantly. Minority workers, including young people entering the labor
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force, found jobs in large numbers in the expanding services sector,
often low-paying jobs in restaurants and similar places. but often in
the "high-end" services, like finance, as well.

However, because the rate of absorption of the inner-city un-
employed was modest, thei e were, and are, huge numbers of minority
people in cities who are outside the formal labor force. The recession
at the beginning of the 1990s. most marked in those cities like Boston,
New York. and Los Angeles that had done best during the 1980s,
^xacerbated these conditions. Nonetheless, the experience of the
1980s does show that a city economy that is prosperous will be one
in which there are reductions in minority poverty and youth un-
employment, albeit smaller improvements than occurred in the 1960s.

ON BALANC I:

The prospects for the economies of large American cities are generally
good, provided city governments (and other levels of government) do
not undermine things with self-destructive policies. These policies
some of which are existing practice in too many casesinclude
especially damaging taxation and regulation relieved only by waivers in
the most conspicuous situations (for the incubator-dependent General
Electrics and IBMs) or exhausting available fiscal resources by giving
large firms tax incentives at the expense of amenity-improving public
expenditure.

But success as an incubator will not necessarily assure the cre-
ation of large numbers of new jobs. For most activities that are likely
to find the central city the appropriate location, the very real dis-
advantagesconcern about high taxes and space costs, crime.
municipal regulation. and the quality o life in generalof that location
will require economizing on the use or labor. Over the next generation.
we can and probably will have successful cities housing a by-passed
underclass that is far from small. Growth and prosperity will help. as
in the 1980s. It is too much to expect improving economic conditions
to solve all the social problems of the city. however. Wasted areas
and wasted people, and the money and other costs of coping with
them, will remain and will continue to be drags on the city economy and
challenges to public policy.


