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Any city, however small, is in fact divided into two, one the city of the poor, the other of the rich.


—PLATO, THE REPUBLIC






Cities have the capability of providing something for everybody, only because, and only when, they are created by everybody.


—JANE JACOBS, THE DEATH AND LIFE
OF GREAT AMERICAN CITIES















PREFACE



I was born in Newark, New Jersey, in 1957, back when it was a thriving city, bustling with iconic department stores, morning and evening newspapers, libraries and museums, a busy downtown, and a large middle class. My parents both came of age in the city’s Italian district, and they still lived there when I was born, in an apartment near the city’s verdant Branch Brook Park. My father had left school in the seventh grade to work in a factory alongside Italian, Polish, Irish, German, Hispanic, and black laborers. Except for his stint in the military, when he stormed the beaches at Normandy and fought in some of the great battles of World War II, he walked through its doors every working day of his life, starting as a laborer, climbing the ladder to foreman, and ultimately becoming one of the plant’s managers.


My parents, like millions of other Americans, moved to the suburbs when I was a toddler. They chose the small town of North Arlington, about a fifteen-minute drive from Newark. They did so, as they often reminded me, because of the good schools the town offered, particularly the Catholic school, Queen of Peace, which they believed would prepare my brother and me for college, putting us on a path to a better life. One of my mother’s sisters, my aunt Lonnie, already lived there; her husband, my uncle Walter, put himself through night school at Newark College of Engineering for both his bachelor’s and master’s degrees in chemical engineering, and then rose through the ranks to become a senior executive at Colgate Palmolive. Blue-collar families like mine and more affluent ones like my aunt and uncle’s still lived side by side in the same neighborhoods. Despite our different economic circumstances, we were all part of the same American Dream. Even though we had moved out of Newark, we still visited the old neighborhood on most Sundays, joining my grandmother and the rest of the family who still lived there for large Italian suppers.


Then, one hot July day in 1967, when I was nine years old, I saw the city overtaken by turmoil. As my father drove us into the city, the air grew thick with smoke: Newark was engulfed in its infamous riots, and police, National Guardsmen, and military vehicles lined its streets. Eventually, a policeman flagged us down to warn us about “snipers.” As my father anxiously turned the car around, he instructed me to lie down on the floor for safety. More than two dozen people, mostly African Americans, died in Newark over the next several days; 750 more were injured, and another 1,000 jailed. Property damage was estimated in millions of dollars. The devastating riots boiled over into many other cities, including nearby New Brunswick and Plainfield, New Jersey; Detroit and Cincinnati in the Rustbelt; and Atlanta in the South. It would become known as the “long, hot summer of 1967.” In most cases, the precipitating event was police violence toward blacks, but the root causes ran deeper. Jobs and economic activity, as well as the largely white working and middle classes, had been moving out of those cities for some time, and many blacks, who had been moving into them as part of their Great Migration from the South, were packed into urban ghettos.1


I didn’t realize it at the time, but I was witnessing the unfolding of what would come to be called “the urban crisis.” For all of my life up to that point—and, as I would later learn, for all of modern history—cities had been centers of industry, economic growth, and cultural achievement. By the late 1960s and 1970s, that was no longer the case. Middle-class people and jobs were fleeing cities like Newark for the suburbs, leaving their economies hollowed out. By the time I entered high school in the early 1970s, huge stretches of Newark had fallen victim to economic decay, rising crime and violence, and racially concentrated poverty. The year I graduated, 1975, New York City teetered on the brink of bankruptcy. Not long after, my father’s factory closed its doors forever, putting him and hundreds of others out of work. Hope, prosperity, and the American Dream had moved to the suburbs.


These stark realities haunted me. What was causing people, companies, and stores to abandon Newark? Why had the city exploded into racial turmoil and entered into such a steep decline? Why had the factory where my father worked closed down? My early experience of that original urban crisis left a deep imprint on me.


When I went off to Rutgers College that fall, I found myself drawn to courses about cities and the urban issues of race, poverty, urban decay, and industrial decline. When I was a sophomore, my urban geography professor, Robert Lake, gave us an assignment to tour Lower Manhattan and chronicle what we saw. I was transfixed by the incredible urban change that was under way in SoHo, the East Village, and surrounding areas, captivated by the energy of the streets and of the artists, musicians, designers, and writers who lived and worked there. Old industrial warehouses and factories were being transformed into studios and living spaces. Punk, new wave, and rap were electrifying the area’s music venues and clubs—the first tender shoots of what would later become a full-blown urban revival.


But it was in Pittsburgh, where I taught for almost twenty years at Carnegie Mellon University (CMU), that I began to sort out the main factors acting on America’s cities. Pittsburgh had been devastated by deindustrialization, losing hundreds of thousands of people and considerable numbers of high-paying factory jobs. Thanks to its world-class universities, medical centers, and corporate research and development units, as well as its major philanthropies, the city was able to stave off the worst. Its leaders were working hard to change its trajectory, and as a professor of economic development I was involved in the thick of it. Yet, for all its leading-edge research and innovation potential, the talent at Pittsburgh’s universities was not staying in the region; my computer science and engineering colleagues and my own students were leaving in droves for high-tech hubs like Silicon Valley, Seattle, and Austin. When the Internet pioneer Lycos, which had its roots at CMU, abruptly announced that it was moving from Pittsburgh to Boston, all at once a lightbulb seemed to go off in my head.


The traditional thinking that people followed companies and jobs, it seemed to me, was not working. Following the established economic development wisdom, Pittsburgh’s leaders had attempted to lure companies by offering them tax breaks and similar incentives; they’d poured money into subsidized industrial and office parks; they’d built a state-of-the-art convention center and two gleaming stadiums. But companies weren’t looking for those things, and neither were my students or the other talented people who were leaving. Boston had not offered Lycos any tax breaks or other bribes; in fact, the costs of doing business in Boston, from rents to salaries, were much higher than in Pittsburgh. Lycos was moving because the talent it needed was already in Boston.


The key to urban success, I argued in my 2002 book, The Rise of the Creative Class, was to attract and retain talent, not just to draw in companies. The knowledge workers, techies, and artists and other cultural creatives who made up the creative class were locating in places that had lots of high-paying jobs—or a thick labor market; lots of other people to meet and date—what I called a thick mating market; and a vibrant quality of place, with great restaurants and cafés, a music scene, and lots of other things to do.2


By the turn of the twenty-first century, the ranks of the creative class had grown to some 40 million members, a third of the US workforce. It was the advantaged and dominant class of our time, I argued, and its members’ tastes, preferences, and proclivities were reshaping not just our cities but our culture, workplace practices, and society at large. I also identified two less advantaged classes that together made up the rest of the workforce: the larger and much-lower-paid service class, roughly 60 million workers, about half of the workforce, who toiled in low-paid food prep, retail, and personal service jobs, and the shrinking ranks of the blue-collar working class, who worked in factories, construction, the trades, and transportation and logistics and constituted about one-fifth of the workforce.


The cities and the larger metropolitan areas that were most successful economically, I argued further, were those that excelled at what I called the “3Ts of economic development”: technology, talent, and tolerance. They had clusters of technology industry; they had great school systems and research universities that produced talent; and they were open-minded and tolerant, which allowed them to attract and retain talent regardless of gender, race, ethnicity, and sexual orientation.


Cities were the places that brought together these 3Ts; and in doing so, they had become the fundamental organizing units of the economy. This was what the mega-corporations like General Motors, US Steel, and IBM had done for the old industrial economy: providing good jobs for a broad middle class of blue-collar workers, like my dad, and white-collar managers and engineers, like my uncle. Place itself had become the central organizing unit of the new knowledge-based economy—the basic platform for attracting talent, for matching people to jobs, and for spurring innovation and economic growth.


I traveled across the country and the world, taking this message to mayors, economic developers, and city leaders who still believed that the surest way to grow their cities was to lure big companies with tax subsidies and other incentives, or to dazzle people with downtown mega-projects like stadiums and outdoor malls. Instead, I told them, enduring success in the new people-driven, place-based economy turned on doing the smaller things that made cities great places to live and work—things like making sure there were walkable, pedestrian-friendly streets, bike lanes, parks, exciting art and music scenes, and vibrant areas where people could gather in cafés and restaurants. Cities needed more than a competitive business climate; they also needed a great people climate that appealed to individuals and families of all types—single, married, with children or without, straight or gay.


In time, my work generated a considerable following among mayors, arts and cultural leaders, urbanists, and even some enlightened real estate developers who were looking for a better way to spur urban development in their communities. But my message also generated a backlash on both sides of the ideological spectrum. Some conservatives questioned the connection I drew between diversity and urban economic growth, countering that it was companies and jobs, not the creative class, that moved the economy forward. Others, mainly on the left, blamed the creative class and me personally for everything from rising rents and gentrification to the growing gap between the rich and the poor. Although some of the more personal attacks stung, this criticism provoked my thinking in ways I could never have anticipated, causing me to reframe my ideas about cities and the forces that act on them.


Slowly but surely, my understanding of cities started to evolve. I realized I had been overly optimistic to believe that cities and the creative class could, by themselves, bring forth a better and more inclusive kind of urbanism. Even before the economic crisis of 2008, the gap between rich and poor was surging in the cities that were experiencing the greatest revivals. As techies, professionals, and the rich flowed back into urban cores, the less advantaged members of the working and service classes, as well as some artists and musicians, were being priced out. In New York’s SoHo, the artistic and creative ferment I had observed as a student was giving way to a new kind of homogeneity of wealthy people, high-end restaurants, and luxury shops.


Truth be told, the downsides of the urban revival had captured my attention fairly early on. Back in 2003, well before Occupy Wall Street drew attention to the rise of the “one percent,” or Thomas Piketty’s Capital in the Twenty-First Century opened our eyes to global inequality, I warned that America’s leading creative cities were also the epicenters of economic inequality. My research found that the metros with the highest levels of wage inequality were also those with the most dynamic and successful creative economies—San Francisco, Austin, Boston, Seattle, Washington, DC, and New York.3 But even as I was documenting these new divides, I had no idea how fast they would metastasize, or how deeply polarized these cities would become. In little more than a decade, the revitalization of our cities and our urban areas that I had predicted was giving rise to rampant gentrification and unaffordability, driving deep wedges between affluent newcomers and struggling longtime residents.


What troubled me most of all was the decline of the great middle-class neighborhoods that had formed the backbones of our cities and broader society for most of my life. This was the kind of neighborhood I’d been born into, in Newark, and grown up in, in North Arlington. This was the kind of neighborhood I had hoped the new creative class was bringing back to our cities. But now, these once sturdy middle-class neighborhoods were disappearing right before my eyes.


I entered into a period of rethinking and introspection, of personal and intellectual transformation, of which this book is the result. I began to see the back-to-the-city movement as something that conferred a disproportionate share of its benefits on a small group of places and people. I found myself confronting the dark side of the urban revival I had once championed and celebrated.


Our divides were causing greater inequality both within cities and metro areas, and between them. As I pored over the data, I could see that only a limited number of cities and metro areas, maybe a couple of dozen, were really making it in the knowledge economy; many more were failing to keep pace or falling further behind. Many Rustbelt cities are still grappling with the devastating combination of suburban flight, urban decay, and deindustrialization. Sunbelt cities continue to attract people to their more affordable, sprawling suburban developments, but few are building robust, sustainable economies that are powered by knowledge and innovation. Tens of millions of Americans remain locked in persistent poverty. And virtually all our cities suffer from growing economic divides. As the middle class and its neighborhoods fade, our geography is splintering into small areas of affluence and concentrated advantage, and much larger areas of poverty and concentrated disadvantage.


It became increasingly clear to me that the same clustering of talent and economic assets generates a lopsided, unequal urbanism in which a relative handful of superstar cities, and a few elite neighborhoods within them, benefit while many other places stagnate or fall behind. Ultimately, the very same force that drives the growth of our cities and economy broadly also generates the divides that separate us and the contradictions that hold us back.


My research ultimately brought me face to face with the troubling reality of our new geography. Both the conventional wisdom and economic research tell us that people do better economically in large, dense, knowledge-based cities where they earn higher wages and salaries. But when a colleague and I looked into how the members of each of the three different classes fared after paying for housing, we uncovered a startling and disturbing pattern: The advantaged knowledge workers, professionals, and media and cultural workers who made up the creative class were doing fine; their wages were not only higher in big, dense, high-tech metros, but they made more than enough to cover the costs of more expensive housing in these places. But the members of the two less advantaged classes—blue-collar workers and service workers—were sinking further behind; they actually ended up worse off in large, expensive cities and metro areas after paying for their housing.4


The implications were deeply disturbing to me. The greatest driver of innovation, economic growth, and urban prosperity—the clustering of talent and other economic assets in cities—conferred the lion’s share of its benefits on the already privileged, leaving a staggering 66 percent of the population behind. When I wrote up these findings, it set off a minor firestorm. One critic went so far as to trumpet that I had “conceded the limits” of creative-class theory. I responded directly at the time.5 But my longer and more considered answer is the book you are holding in your hands.


My perspective on cities and urbanism was also deeply affected by what I saw happening in my adopted hometown of Toronto. I had moved there in 2007 to head up a new institute on urban prosperity at the University of Toronto. For me, the city was a bastion of the very best of progressive urbanism. Toronto had as diverse a population as can be found anywhere in North America; a thriving economy that was barely dented by the economic crisis of 2008; safe streets, great public schools, and a cohesive social fabric. Yet, somehow, this progressive, diverse city—a place that Peter Ustinov had famously dubbed “New York run by the Swiss”—chose Rob Ford as its mayor.


While his personal foibles and dysfunctions may have endeared him to his Ford Nation of supporters, he was, to me, perhaps the most anti-urban mayor ever to preside over a major city. Once elected, Ford went about tearing down just about everything that urbanists believe make for great cities. He ripped out bike lanes on major thoroughfares in his quest to reverse what he called a “war on the car.” He developed plans to turn a prime stretch of the city’s downtown lakefront into a garish mall, complete with a giant Ferris wheel. Ford had become mayor, it seemed, because he wanted to make the city more like the suburbs.6


Ford’s rise was the product of the city’s burgeoning class divide. As Toronto’s once sizable middle class declined and its old middle-class neighborhoods faded, the city was splitting into a small set of affluent, educated areas packed in and around the urban core and along the major subway and transit lines and a much larger expanse of disadvantaged neighborhoods located far from the city center and transit.7 Ford’s message resonated powerfully with his constituency of working people and new immigrants, who felt that the benefits of the city’s revitalization were being captured by a downtown elite and passing them by.


I came to see this mounting class divide as a ticking time bomb. If a city as progressive, diverse, and prosperous as Toronto could fall prey to such a populist backlash, then it could happen anywhere.


At the time I said Ford was just the first signal of this brewing backlash: more and worse would follow. It did. In short order came England’s stunning and wholly unexpected decision to leave the European Union with the Brexit. Vehemently opposed by affluent, cosmopolitan London, it was backed by the struggling residents of working-class cities, suburbs, and rural areas who were being left behind by the twin forces of globalization and re-urbanization.


But what came next was even more unanticipated—and even more frightening: the election of Donald Trump to the presidency of the most powerful country on the planet. Trump rose to power by mobilizing anxious, angry voters in the left-behind places of America. Hillary Clinton took the dense, affluent, knowledge-based cities and close-in suburbs that are the epicenters of the new economy, winning the popular vote by a substantial margin. But Trump took everywhere else—the farther-out exurbs and rural areas—which provided his decisive victory in the Electoral College. All three—Trump, Ford, and Brexit—reflect the deepening fault lines of class and location that define and divide us today.


These political cleavages ultimately stem from the far deeper economic and geographic structures of the New Urban Crisis. They are the product of our new age of winner-take-all urbanism, in which the talented and the advantaged cluster and colonize a small, select group of superstar cities, leaving everybody and everywhere else behind. Much more than a crisis of cities, the New Urban Crisis is the central crisis of our time.


This book is my attempt to grapple with the New Urban Crisis and the deep contradictions of our cities and our society writ large. In writing it, I have three primary objectives: to spell out the key dimensions of this crisis; to identify the fundamental forces that are shaping it; and to outline what we need to do to bring about a new and more inclusive urbanism that encourages innovation and wealth creation while generating good jobs, rising living standards, and a better way of life for all.


The stakes could not be higher. How we come to grips with the New Urban Crisis will determine whether we become more divided and slide backward into economic stagnation, or forge ahead to a new era of more sustainable and inclusive prosperity.
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THE URBAN CONTRADICTION


I magine that you could travel back in time to 1975, snatch a random New Yorker off the street, and set him loose in the city today. The New York he knew was a place in steep economic decline. People, jobs, and industry were fleeing to the suburbs. Grimy, dangerous, and violent, New York teetered on the brink of bankruptcy. What would that same New Yorker make of the city today?


He wouldn’t have any trouble finding his way around. The Bronx would still be up, the Battery down, and Lady Liberty would continue to preside over the harbor. Most of the city’s great landmarks—the Empire State and Chrysler buildings, Rockefeller and Lincoln Centers—would look much as they did in his heyday. The streets would still be clogged with traffic. He could take the same subways across Manhattan and out to the edges of Brooklyn, Queens, and the Bronx, the PATH train to New Jersey, and New Jersey Transit and Metro North into the outer suburbs.


But many other things would have dramatically changed. Sadly, the Twin Towers, brand new in his day, would be gone. The city’s rebuilt financial district would be teeming not just with businesspeople but also with the sort of affluent families who would have made their homes in the suburbs back in his day. Nearby, on what was once a wasteland of rubble and sagging piers, a long, green park with a bike path would run along the Hudson River across the entire length of Manhattan. Times Square would still have its lights and flickering billboards, but where seedy theaters and sex shops once stood, he would find an urban version of Disneyland teeming with tourists, some of them relaxing in the rocking chairs placed there for their enjoyment. Where the squatting artists of SoHo and the hippies and punks of the West and East Villages once roamed, he would find upscale restaurants, cafés, and bars filled with well-off investment bankers, techies, tourists, and more than the occasional celebrity.


The once functioning meat-processing plants, industrial warehouses, and off-the-beaten-path gay leather bars of the Meatpacking District would be gone; instead, a linear park built atop the neighborhood’s derelict elevated rail line would be crowded with people. Spanning its length would be shiny new condos and office towers, a brand-new Whitney Museum, boutique hotels, and upscale stores. The nearby Nabisco factory would be turned into a high-end food court, and the gargantuan old Port Authority building would be filled with techies working for Google, one of the many high-tech companies in the neighborhood. Crossing the East River or the Hudson, he would see the factories, run-down tenements, and row houses of Brooklyn, Hoboken, and Jersey City transformed into neighborhoods where young professionals and families live, work, and play. He could walk the streets at night without worrying about crime.


But as polished and well-appointed as the city would appear on the surface, he would also feel the tensions simmering underneath. Living there would be far less affordable for a working person like him than it had been in 1975. Apartments that had sold for $50,000 in his day would now be fetching millions; others that he could have rented for $500 a month would now cost $5,000, $10,000, or more. He would see glistening towers rising along Fifty-Seventh Street’s billionaires’ row, many of them almost completely dark and lifeless at night. He would hear people complaining about increasing inequality, the rise of the “one percent,” and how the city had become increasingly unaffordable for the middle class.


Amid all the new money and the tourists, he would see vast stretches of persistent disadvantage, often cheek by jowl with the new bastions of wealth. He would find that the poverty and social problems, such as crime and drug use, that had plagued the city in his day had moved out to what used to be solidly middle-class suburbs. He might be surprised to learn that a Democrat had been returned to the mayor’s office in 2014, after two decades of rule by conservatives, one of them a multibillionaire who served for three full terms. He would be even more amazed to find that the new mayor—a former community activist from Brooklyn—won office in a campaign that railed against the transformation of New York City into two cities: one rich and one poor. How this happened, “the tale of two cities,” as the new mayor put it, would largely be the story of what he had missed in those forty years.


I have lived in and around cities and observed them closely my entire life, and I have been an academic urbanist for more than three decades. I have seen cities decline and die, and I have seen them come back to life. But none of that prepared me for what we face today. Just when it seemed that our cities were really turning a corner, when people and jobs were moving back to them, a host of new urban challenges—from rising inequality to increasingly unaffordable housing and more—started to come to the fore. Seemingly overnight, the much-hoped-for urban revival has turned into a new kind of urban crisis.


Although many commentators have identified and grappled with elements of this crisis, few appreciate how deep it runs and how systemic it has become. A gaping intellectual divide splits leading urban experts into two distinct camps: urban optimists and urban pessimists. Each camp describes important realities of urbanism today—and yet the one-sidedness of their perspectives has prevented us from grasping the full dimensions of the current urban crisis so we can figure our way out of it.


The urban optimists focus on the stunning revival of cities and the power of urbanization to improve the human condition.1 For these thinkers (myself among them, not too long ago), cities are richer, safer, cleaner, and healthier than they have ever been, and urbanization is an unalloyed source of betterment. The world, they say, would be a better place if nation-states had less power, and cities and their mayors had more.


In stark contrast, the urban pessimists see modern cities as being carved into gilded and virtually gated areas for conspicuous consumption by the super-rich with vast stretches of poverty and disadvantage for the masses nearby. Urban revitalization, in the pessimists’ view, is driven by rapacious capitalists who profit by rebuilding some neighborhoods and running others down. Global urbanization is being foisted on the world by an unrelenting neoliberal capitalist order, and its defining feature is not progress and economic development, but slums, along with an economic, humanitarian, and ecological crisis of staggering proportions.2 Gentrification and inequality are the direct outgrowths of the recolonization of the city by the affluent and the advantaged.


So, which is it: Are cities the great engines of innovation, the models of economic and social progress, that the optimists celebrate, or are they the zones of gaping inequality and class division that the pessimists decry? The reality is that they are both. Urbanism is every bit as powerful an economic force as the optimists say, and it is simultaneously as wrenching and divisive as the pessimists claim. Like capitalism itself, it is paradoxical and contradictory. Understanding today’s urban crisis requires taking both the urban pessimists and the urban optimists seriously. In my attempt to grapple with it, I have tried to draw from the best and most important contributions of each.


What exactly is the New Urban Crisis?


For the past five years or so, I have focused my research and my intellectual energy on defining it. Working with my research team, I developed new data on the scope and sources of urban inequality, the extent of economic segregation, the key causes and dimensions of gentrification, the cities and neighborhoods where the global super-rich are settling, the challenges posed by the concentration of high-tech startups in the cities, and the alleged dampening of artistic and musical creativity as cities have grown more expensive. Marrying my own long-held interest in urban economic development with the insights of urban sociologists on the corrosive effects of concentrated poverty, I mapped the deep new divides that isolate the classes in separate neighborhoods and traced the growth of poverty and economic disadvantage in the suburbs. I delved deep into the many challenges that face the rapidly growing cities of the world’s emerging economies, where urbanization is failing to spur the same kind of economic growth and rising living standards that it did for the advanced nations.3


The New Urban Crisis is different from the older urban crisis of the 1960s and 1970s. That previous crisis was defined by the economic abandonment of cities and their loss of economic function. Shaped by deindustrialization and white flight, its hallmark was a hollowing out of the city center, a phenomenon that urban theorists and policymakers labeled the hole-in-the-donut. As cities lost their core industries, they became sites of growing and persistent poverty: their housing decayed; crime and violence increased; and social problems, including drug abuse, teen pregnancy, and infant mortality, escalated. As urban economies eroded and tax revenues declined, cities became increasingly dependent on the federal government for financial support.4 Many of these problems remain with us to this day.


But the New Urban Crisis stretches even further and is more all-encompassing than its predecessor. Although two of its core features—mounting inequality and rising housing prices—are most often discussed in relation to rising and reviving urban centers such as New York, London, and San Francisco, the crisis also hits hard at the declining cities of the Rustbelt and in sprawling Sunbelt cities with unsustainable economies driven by energy, tourism, and real estate. Other core features—economic and racial segregation, spatial inequality, entrenched poverty—are becoming as common in the suburbs as they are in the cities. Seen in this light, the New Urban Crisis is also a crisis of the suburbs, of urbanization itself, and of contemporary capitalism writ large.


As I have come to understand it, this New Urban Crisis encompasses five key dimensions.


The first is the deep and growing economic gap between a small number of superstar cities, such as New York, London, Hong Kong, Los Angeles, and Paris, along with leading technology and knowledge hubs, such as the San Francisco Bay Area, Washington, DC, Boston, Seattle, and other cities across the world. These superstar places have wildly disproportionate shares of the world’s leading high-value industries, high-tech innovation and startups, and top talent. To take but one example: just six metro areas—the San Francisco Bay Area, New York, Boston, Washington, DC, San Diego, and London—attract nearly half of all high-tech venture capital investment across the entire world.5 The rise of this winner-take-all urbanism creates a new kind of inequality between cities, with the economic gulf growing wider and wider between the winners and the much broader ranks of other cities that have lost their economic footing as a result of globalization, deindustrialization, and other factors.


The second dimension is the crisis of success that vexes these same superstar cities. These winners face extraordinarily high and increasingly unaffordable housing prices and staggering levels of inequality. In these places, mere gentrification has escalated into what some have called “plutocratization.”6 Some of their most vibrant, innovative urban neighborhoods are turning into deadened trophy districts, where the global super-rich park their money in high-end housing investments as opposed to places in which to live. It’s not just musicians, artists, and creatives who are being pushed out: growing numbers of economically advantaged knowledge workers are seeing their money eaten up by high housing prices in these cities, and they have started to fear that their own children will never be able to afford the price of entry in them. But it is the blue-collar and service workers, along with the poor and disadvantaged, who face the direst economic consequences. These groups are being driven out of the superstar cities, and they are being denied the economic opportunities, the services and amenities, and the upward mobility these places have to offer. It’s hard to sustain a functional urban economy when teachers, nurses, hospital workers, police officers, firefighters, and restaurant and service workers can no longer afford to live within reasonable commuting distance to their workplaces.


The third, much broader, and in many ways more problematic dimension of the New Urban Crisis is the growing inequality, segregation, and sorting that is taking place within virtually every city and metro area, winners and losers alike. If the hole-in-the-donut epitomized the urban crisis of the 1960s and 1970s, the New Urban Crisis is marked by the disappearing middle—the fading of the once large middle class and of its once stable neighborhoods, which were the physical embodiment of the American Dream. From 1970 to 2012, the share of American families living in middle-class neighborhoods declined from 65 to 40 percent, while the share living in either poor or affluent neighborhoods grew substantially. Over the past decade and a half, nine in ten US metropolitan areas have seen their middle classes shrink.7 As the middle has been hollowed out, neighborhoods across America are dividing into large areas of concentrated disadvantage and much smaller areas of concentrated affluence. In place of the old class divide of poor cities versus rich suburbs a new pattern has emerged—a Patchwork Metropolis in which small areas of privilege and large swaths of distress and poverty crisscross city and suburb alike.


The fourth dimension of the New Urban Crisis is the burgeoning crisis of the suburbs, where poverty, insecurity, and crime are mounting, and economic and racial segregation are growing deeper. Forget those Brady Bunch images of middle-class suburban life: today, there are more poor people in the suburbs than there are in cities—17 million versus 13.5 million. And the ranks of the suburban poor are growing much faster than they are in cities, by a staggering 66 percent between 2000 and 2013, compared to 29 percent in urban areas.8 Some of this suburban poverty is being imported from the cities as displaced families seek more affordable places to live. But much of it is also homegrown: more and more people who were once members of the middle class have fallen out of it, as a result of either job loss or rising housing prices. Suburbia has long been home to the wealthiest communities in America, but now its inequalities increasingly rival those of cities.


The fifth and final dimension of the New Urban Crisis is the crisis of urbanization in the developing world. The urban optimists believe that urbanization will ultimately bring economic growth, rising living standards, and a growing middle class to these places, just like it did for the United States, Europe, Japan, and more recently, China. Cities, after all, have historically driven the development of national economies. But this connection between urbanization and a rising standard of living has broken down in many of the most rapidly urbanizing areas of the world. We are seeing the rise of a troubling phenomenon of urbanization without growth, in which people pour into rapidly urbanizing areas of the developing world, but see little or no improvement in their living standards. More than 800 million people—two and a half times the entire population of the United States—live in destitute poverty and substandard conditions in slums, barrios, and favelas, and their numbers will continue to grow as the world’s urban population surges.9


Although the New Urban Crisis has multiple manifestations, it is shaped by the fundamental contradiction brought on by urban clustering. This clustering force is Janus-faced; along with its positive attributes, it has significant negative ones, too. On the one hand, the clustering of industry, economic activity, and talented and ambitious people in cities is now the basic engine of innovation and economic growth. It is no longer natural resources or even large corporations that drive economic progress, but the ability of cities to cluster and concentrate talented people, enabling them to combine and recombine their ideas and efforts, which massively increases our innovation and productivity. Out of that ferment come the new inventions and entrepreneurial enterprises that power prosperity. The extent to which economic activity has become concentrated in the world’s cities and metropolitan areas is staggering. The fifty largest metros across the globe house just 7 percent of the world’s total population but generate 40 percent of global economic activity. Just forty mega-regions—constellations of cities and metros like the Boston–New York–Washington corridor—account for roughly two-thirds of the world’s economic output and more than 85 percent of its innovation, while housing just 18 percent of its population. The amount of economic activity packed into small urban spaces within the leading cities is even more astonishing. Just one small sliver of downtown San Francisco, for instance, attracts billions of dollars in venture capital annually, more than any nation on the planet save for the United States.10 This is why I believe it is more useful to refer to contemporary capitalism as urbanized knowledge capitalism as opposed to knowledge-based capitalism.


On the other hand, even as urban clustering drives growth, it also carves deep divides into our cities and our society. Not everything can cluster in the same limited space; some things ultimately crowd others out. This is the essence of the urban land nexus—a product of the extreme clustering of economic activity in very limited parts of a very limited number of cities and the increasingly fierce competition over them.11 As with most things in life, the winners in the competition for urban space are those with the most money to spend. As the affluent and advantaged return to cities, they colonize the best locations. Everyone else is then crammed into the remaining disadvantaged areas of the city or pushed farther out into the suburbs. This competition in turn shapes a related economic paradox: the paradox of land. There are seemingly endless amounts of land across the world, but not nearly enough of it where it is needed most.


In this new age of urbanized knowledge capitalism, place and class combine to reinforce and reproduce socioeconomic advantage. Those at the top locate in communities that afford them privileged access to the best schools, the best services, and the best economic opportunities, while the rest get the leftover neighborhoods, which have inferior versions of all of those things and hence offer less of a chance for moving up in life. The well-off, living in a relatively small number of advantaged cities, and an even smaller number of advantaged neighborhoods within them, capture a disproportionate share of the economic gains for themselves and their offspring.


Sadly, these divides will only deepen and harden in the age of Trump. For all of his populist rhetoric about fighting for forgotten blue-collar workers and rebuilding the middle class, his administration and the Republican congressional majority are unlikely to address the deep structural forces that created them, and even less likely to help the people and places that are being left behind.


As vexing and worrisome as this New Urban Crisis is, I believe it is possible for us to find our way out of it in time. Even as my urban optimism has been tempered, I have not lost my faith in urbanism. The word crisis, after all, has two meanings. It can describe a time of extreme stress and danger when a whole array of threats are lined up against us; but it also refers to a critical inflection point, a time when, depending on the choices we make, things can still tip one way or the other.


This brings me to the most important point of this book: if the crisis we face is urban, so is its solution. For all of the challenges and tensions they generate, cities are still the most powerful economic engines the world has ever seen. The way out of the New Urban Crisis is more, not less, urbanism.


Getting there will require a new framework and strategy for a fuller and fairer urbanism. In the 1950s and 1960s, America’s economy grew largely as a result of strategic investments in the system of highways and housing that undergirded the rise of suburbia. The rapid expansion of the suburbs, in turn, helped to generate demand for the cars, televisions, washers and dryers, and other durable goods that were produced in the factories that employed millions of American workers. But our sprawling suburbs are increasingly at odds with the clustering that now powers innovation and economic growth. Today, we need a new, improved, and more inclusive model of urbanism that I call urbanism for all.


For much of the time I was writing this book, I was optimistic that a new Democratic administration, backed and supported by big-city mayors, would undertake the sustained national investment that a more inclusive urbanism requires. Sadly, that will not happen now. As I was putting the finishing touches on the book, I was brought up against our sobering new reality. The stunning victory of Trump and the Republicans means that over at least the next four years we will have scant federal investment in our cities and little if any investment in affordable housing. While the Trump administration has pledged to spend more on infrastructure, its priorities will likely be roads and bridges as opposed to transit. Some combination of local government, nonprofit organizations, and philanthropic foundations will have to try to fill in the gaps that result from Republican inaction and the deep cuts that are likely to be made in America’s already fraying social safety net, which will hit hard at disadvantaged people and neighborhoods. Now more than ever, mayors and local officials will have to take the lead on transit, affordable housing, poverty, and other pressing urban issues.


Ultimately, the urbanism for all that is required to move us forward must take shape around seven key pillars:




• Reform zoning and building codes, as well as tax policies, to ensure that the clustering force works to the benefit of all.


• Invest in the infrastructure needed to spur density and clustering and limit costly and inefficient sprawl.


• Build more affordable rental housing in central locations.


• Expand the middle class by turning low-wage service jobs into family-supporting work.


• Tackle concentrated poverty head-on by investing in people and places.


• Engage in a global effort to build stronger, more prosperous cities in rapidly urbanizing parts of the emerging world.


• Empower communities and enable local leaders to strengthen their own economies and cope with the challenges of the New Urban Crisis.




In the final chapter of this book, I will have much more to say about all of this. But first, I want to lay out the full parameters of the New Urban Crisis, systematically and empirically. Chapter 2 describes the rise of winner-take-all urbanism and details the winners and losers between and within cities in the competition for urban space. Chapter 3 outlines the rise of a new “city of elites,” which pits relatively advantaged groups of people—knowledge workers, techies, and creatives—against one another in the battle for urban space. Chapter 4 takes a hard empirical look at the myths and realities of the hot-button issue of gentrification, examining where and how it is happening, the thorny issue of displacement, and the even more vexing problem of the chronically poor neighborhoods that are being bypassed altogether, and whose residents are left further behind.


The next few chapters focus on the class division and sorting that are reshaping our cities and metropolitan areas. Chapter 5 looks at the close connection between cities and inequality, laying out how inequality is worse in large cities and urban areas than in other places and how, in many ways, it is a product of the clustering and density that power economic growth. Chapter 6 provides a detailed empirical examination of the decline of the middle class and of middle-class neighborhoods and the ongoing sorting and segregation of Americans by income, education, and occupation. Chapter 7 maps the changing class geography of America’s cities and metro areas, showing how the old fault line of disadvantaged city and advantaged suburb has given way to a new Patchwork Metropolis crisscrossed by class divisions.


The last three chapters look both outward and forward. Chapter 8 tackles the deepening crisis of the suburbs, while Chapter 9 examines the troubling rise of urbanization without growth in the developing world. Finally, Chapter 10 charts the path forward, highlighting what our cities, our nation, and the world must do to overcome the deepening divides of winner-take-all urbanism and inaugurate a new era of urbanism for all.
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WINNER-TAKE-ALL URBANISM


In the fall of 2013, in a hotel suite overlooking New York City’s Times Square, the computer gaming giant Electronic Arts unveiled Cities of Tomorrow, the latest addition to its hugely successful SimCity franchise. Rather than racking up points the usual way, by killing bad guys, players of SimCity games take charge of cities. In the role of mayor, they have the power to change things like tax rates, zoning ordinances, and land use regulations, and to do things that boost economic development and create jobs. Then, by clicking on individual citizens, players can see the effects their changes are having on people’s lives. In the grim future world in which Cities of Tomorrow is set, the city’s technologically advanced infrastructure is owned by an über-elite cadre known as ControlNet. The mayor can do things to limit their power, but only at the risk of stifling the city’s economic growth. Too little growth and the city devolves into dystopian squalor; too much and it becomes so unequal that its citizens cannot afford to live in it. To succeed, players must find and navigate the precarious path between those two equally unpalatable urban alternatives.1


Sound familiar? The futuristic city might be science fiction, but the basic dilemma that the game describes is playing out in real cities today.


Thanks to the clustering force, the most important and innovative industries and the most talented, ambitious, and wealthiest people are converging as never before in a relative handful of leading superstar cities and knowledge and tech hubs.2 This small group of elite places forges ever forward, while many—if not most—others struggle, stagnate, or fall behind. I call this process winner-take-all urbanism.


While that phrase is my own coinage, the broader phenomenon of winner-take-all economics has been recognized for quite a while. Robert H. Frank and Philip J. Cook popularized the concept of the winner-take-all society nearly two decades ago. They drew on the research of economist Sherwin Rosen, who had laid out the economics behind the rise of superstar talent some two decades before that. The rudiments of the theory are easy to grasp. As high as the salary of the average professional athlete may be, the pay gap between middling players and superstars is enormous. A basketball superstar like LeBron James, Kevin Durant, or Steph Curry, or a star quarterback like Tom Brady or Aaron Rogers, makes many times what an average player makes. Similarly, a superstar entertainer like Taylor Swift or Beyoncé hauls in exponentially more money than the average working musician. The same is true for big-name movie stars like Jennifer Lawrence, Scarlett Johansson, Tom Cruise, Bradley Cooper, or Dwayne “The Rock” Johnson. The economics are straightforward. Superstar musicians generate big bucks by attracting large numbers of fans who are willing to pay a premium to see them or purchase their albums. Marquee movie stars sell tickets for sequel after sequel. Sports superstars draw fans to stadiums and help their teams make the playoffs and win championships.3


But Frank and Cook saw the winner-take-all phenomenon spreading throughout the broader economy, too, as large pay disparities appeared in industries ranging from consulting, banking, and management to design, fashion, medicine, and law. The gap between CEOs and the average worker soared. In the nearly four decades spanning 1978 to 2015, CEOs enjoyed pay increases of more than 940 percent, while the typical worker’s wages grew by just 10 percent. The average CEO earned 20 times what the average worker did in 1965; by the 2000s, the ratio had grown to more than 300 to 1, where it has remained since. The rise in CEO pay was fueled largely by the increased use of stock options and other forms of equity compensation—the basic idea being that this would provide a powerful incentive for better performance. It didn’t turn out that way. There ends up being little actual correlation between CEO pay and company performance. The companies run by the highest-paid CEOs had the worst overall performance between 2004 and 2014, according to a study of 800 CEOs at 429 corporations.4


Cities have also been caught up in this winner-take-all phenomenon. Just as superstar talent in our economy garners disproportionate rewards, superstar cities tower above the rest. Superstar cities generate the greatest levels of innovation; control and attract the largest shares of global capital and investment; have far greater concentrations of leading-edge companies in the finance, media, entertainment, and high-tech industries; and are home to a disproportionate share of the world’s talent. They are not just the places where the most ambitious and talented people want to be—they are where such people need to be. The dynamic is cumulative and self-reinforcing. Their expanding economies spur demand for more and better restaurants, theaters, nightclubs, galleries, and other amenities. Successful businesspeople and entrepreneurs endow their museums, concert halls, private schools, and universities. Their growing tax revenues are plowed into new and better schools, more transit, better libraries, more and better parks, and so on, which further reinforces and perpetuates their advantages. All of this attracts still more industry and talent. It’s a powerful, ongoing feedback loop that compounds the advantages of these cities over time.5 The gap between these superstar cities and other cities around the world—from the older, stagnating industrial cities of the United States and Europe to the impoverished and economically disconnected cities of the Global South—is enormous, and it is growing.


But just which cities make up the ranks of the world’s superstars? There are many rankings of global cities, each capturing particular dimensions, such as economic strength, competiveness, or livability. A comprehensive assessment can be created by combining these analyses. To do so, my team and I developed an overall Superstar City Index, putting together five key rankings.6 We calculated a city’s final score by awarding ten points to a first-place ranking, nine points to a second-place ranking, and so on. These scores should not be read as being cast in stone, but rather as providing an approximation of how each city compares to others and how global superstar cities fall into broad tiers (see Table 2.1).






[image: image]







New York and London represent the apex of superstar power (with scores of 48 and 40, respectively). Tokyo, Hong Kong, Paris, Singapore, and Los Angeles occupy the second tier of global urban power (with scores ranging from 13 to 29). The rest—Seoul, Vienna, Stockholm, Toronto, Chicago, Zurich, Sydney, Helsinki, Dublin, and so on—occupy a third tier, functioning as important regional financial and economic centers with key global functions. Boston, Washington, DC, and San Francisco play additional roles as specialized knowledge and tech hubs. Superstar cities, in effect, form a league of their own, often sharing more in common with each other than they do with other cities across their own nations.7


Superstar cities have unique kinds of economies that are based on the most innovative and highest value-added industries, particularly finance, media, entertainment, and technology.8 Everything in these cities happens fast—information travels at lightning speed, innovation occurs at a rapid pace, businesses form and scale up more quickly—and this speed, along with their sheer size, underpins their advantage in productivity. That rapid pace is not just an impression one gets, as in the old cliché “in a New York minute”; it is an objective, scientific phenomenon. Scientists at the Santa Fe Institute, a think tank specializing in complex adaptive systems, have discovered that cities have unique kinds of metabolisms. In contrast to all biological organisms, whose metabolic rates slow down as they get larger in size, the metabolisms of cities get faster as they grow larger. With each doubling of population, the Santa Fe scientists concluded, a city’s residents become, on average, 15 percent more innovative, 15 percent more productive, and 15 percent wealthier.9


The advantages that accrue to superstar cities are substantially more enduring than those that accrue to superstar talent. No matter how big the name, talent rises and falls. Professional athletes have relatively short careers and can always be sidelined by injuries, and even the biggest draws at the movie box office grow old and fade with time. Big cities can and do decline, of course—Detroit was a very big city at one time—but the biggest and most dominant ones tend to redouble their strengths. Over a period of less than two decades, New York City was hit by several disasters: a massive terrorist attack in 2001, the collapse of its tech economy in the dot-com bust, a globe-shaking financial crisis in 2008, and Superstorm Sandy in 2012, and yet it remains the most economically powerful city in the world.10


Winner-take-all urbanism has reordered the world’s cities in a way that is analogous to, and in some ways the outgrowth of, the dramatic globalization of industry.11 Historically, each of the advanced nations had its own manufacturers of automobiles, steel, electronics, chemicals, and so on. As barriers to trade came down and those national industries faced global competition, some of those companies were acquired by others and many more went out of business. Instead of numerous small companies each playing on its own turf, there are now a relative handful of giant multinational conglomerates in each industry; meanwhile, the smaller companies that survive scramble for smaller and smaller shares of the pie.


Globalization has similarly reshuffled the ranks of the world’s cities. As capitalism’s spatial division of labor—the distribution of economic activities across locations—becomes more finely honed, fewer and fewer cities are able to hold on to the most economically valuable spaces and niches. The most highly prized talent and the most profitable industries, which used to be spread across many smaller and medium-sized cities, increasingly concentrate in a few superstar behemoths. These cities constitute the tallest peaks of the world economy: these peaks thrive, while the smaller hills stagnate; and the plains and valleys, which are large, suffer.


A skeptic might point out here that superstar cities like New York, London, and LA, and knowledge hubs like San Francisco, Washington, DC, and Boston, haven’t experienced the levels of population growth that Sunbelt metros like Phoenix, Dallas, and Atlanta have. But population growth does not capture the dynamic that lies at the heart of superstar power. The superstar advantage is one of quality rather than quantity. Superstar cities are bastions of the most affluent and the most advantaged. Their high and rising costs of living mean that large numbers of people are priced out and ultimately move to less expensive regions like the Sunbelt, spurring the growth of these areas. Others say that the high prices in superstar cities and tech hubs will gradually cause some firms in their key industries to relocate to other, less expensive places, shaping what they refer to as the “rise of the rest.” That would indeed take some of the pressure off the real estate prices. But, as the next chapter will show, there is little evidence that high-tech industries are decentralizing away from superstar cities and tech hubs; if anything, they are becoming even more concentrated in the superstars.


Real estate prices provide a clear indicator of the dominant position of superstar cities and the large gap between them and the rest. To get at this, my team and I tracked housing prices in more than 11,000 ZIP codes across America using data from the online real estate firm Zillow. There were just 160 ZIP codes where the median home price was $1 million or more, and 80 percent of them were located in the New York, Los Angeles, and San Francisco metro areas. All but 4 of the 28 ZIP codes where median home values were more than $2 million were located in these three metros: 11 in the San Francisco Bay Area, 7 in LA, and 6 in New York. In 2016, roughly 6 in 10 homes in the San Francisco metro area (57.4 percent) were valued at more than $1 million, up from less than 20 percent in 2012.12 Consider this in light of the fact that more than half (56.2 percent) of the ZIP codes for which data are available have median home values of less than $200,000, and roughly 15 percent have median home values of less than $100,000.


Figure 2.1 provides a visualization of the enormous gap between superstar cities by simply adding up the number of houses you can buy in cities across the United States for the price of just one in New York’s SoHo neighborhood. For the price of one SoHo apartment (with a median value of about $3 million) you could buy 18 homes in Las Vegas, 20 in Nashville, 23 in Atlanta, 29 in Detroit, 30 in Cleveland, 34 in St. Louis, and 38 in Memphis. The disparities are even more staggering when you zero in on specific ZIP codes. That one SoHo apartment is worth as many as 50 houses in parts of Toledo and 70 in parts of Detroit. In one neighborhood in Mahoning County, home of Youngstown, Ohio, a SoHo apartment owner could afford more than 100 homes.
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Figure 2.1: How Many Houses You Can Buy for the Price of One in SoHo


Source: Martin Prosperity Institute, based on Zillow data for 2015.








The reality, however, is that the superstar-ness of cities turns on a relatively small number of superstar areas within them. As of late 2015, when the average Manhattan apartment cost more than $2 million, the median home value in the city as a whole was just $600,000—and it was substantially lower than that in many parts of it. The owner of the average SoHo apartment could have bought 30 residences in Parkchester, for instance, where the average home would have cost just $107,067. Superstar cities fall victim to a winner-take-all urbanism of their own, as they, too, are divided into a small number of extremely advantaged superstar districts and much larger numbers of less advantaged neighborhoods.


The astronomical real estate prices of superstar neighborhoods and cities—and the staggering gap between their prices and those of almost everywhere else—are the product of the underlying motor of capitalist development: the clustering force. Two key kinds of clustering take place in cities. First, and most obviously, is the clustering of certain firms and industries. The nineteenth-century economist Alfred Marshall identified the gains that occur when competing firms agglomerate. Paul Krugman won his Nobel Prize in part for his insights into the ways that clusters of firms shape our economic geography and power economic growth. Big, populous cities develop thriving industry clusters, such as finance in New York and London, motion pictures in LA, fashion in Milan and Paris, and technology in San Jose. But second, and perhaps even more importantly, skilled and ambitious people cluster in cities. Jane Jacobs originally showed how the clustering of diverse groups of people and skills power urban economies. The Nobel Prize–winning economist Robert Lucas formalized her insights about talent clustering into a theory of economic growth based on what he called human capital externalities. Superstar cities push together talented people from all corners of the world across lines of ethnicity, race, national origin, and sexual orientation. Anywhere from a third to half of the high-tech startups that have been launched in the San Francisco Bay Area in the past decade or so include at least one immigrant among their founders.13


But this self-reinforcing process generates its own fundamental contradiction. Although clustering drives growth, it also increases the competition for limited urban space; the more things cluster in space, the more expensive land gets; the more expensive land gets, the higher housing prices become, and the more certain things get pushed out. In a classic 1960 essay, “A Theory of the Urban Land Market,” urban economist William Alonso developed a simple but elegant economic model of the competition for urban space. In his view, the price of land followed a series of urban bid rent curves in which land decreased in value with distance from the center.14 Back then, the headquarters of big companies occupied the most valuable land in and around urban cores. Factories and warehouses that needed to be located centrally came next, and then housing for the less affluent working classes, who lived in the congested, noisy, and dirty districts around those industrial areas. More affluent households located farther out in the suburbs to avoid all of this. Today, affluent people are taking over the areas once occupied exclusively by industry and commerce, and they are bidding up their prices. The supply of land that is densely developed and highly productive is limited, giving rise to the fierce competition for space that lies at the heart of the urban land nexus.


Consider the premium paid for prime urban land and property. In broad terms, the total value of all land across the United States was $23 trillion in 2009, equivalent to some 160 percent of the nation’s economic output, according to a detailed enumeration by the US Bureau of Economic Analysis (BEA).15 But just the 6 percent of that land that is developed accounts for more than half of that value, $11.7 trillion. The average price for an acre of developed land across the continental United States is sixteen times higher than the price of an acre of undeveloped land—$106,000 versus $6,500. In large metro areas (with populations of 1 million or more), land values average out to $64,800 per acre, compared to $16,600 per acre in metros with fewer than 1 million people, and just $6,700 per acre in metros with populations between 10,000 and 49,000.


Property in superstar neighborhoods in New York, London, LA, and San Francisco is far more expensive than it is anywhere else, routinely selling for $1,500, $2,000, $3,000, or more per square foot—many times the $150 or $200 per square foot for the average US home. In fact, the overall value of real estate in superstar cities rivals the gross domestic product of nations. As of 2015, the value of real estate in the New York metro area was roughly $2.9 trillion, equal to the GDP of the United Kingdom, the world’s fifth-largest national economy. The value of real estate across greater Los Angeles was roughly $2.8 trillion, about the size of the economy of France, the world’s sixth largest. Greater San Francisco’s real estate added up to about $1.4 trillion, comparable to Australia’s or South Korea’s economy. The total value of residential property across America was nearly $35 trillion ($28.4 trillion for owner-occupied homes and another $5.8 trillion for rental properties), more than the total economic output of America and China combined.16


The reality is that housing prices in superstar cities have long outdistanced housing prices in other places. They were twice the national average already in 1950, but by 2000 that gap had quadrupled.17 And they have risen at a considerably faster pace than prices elsewhere. Between 1950 and 2000, housing prices grew by 3.5 percent per year in San Francisco, more than double the average of 1.7 percent across all large metro areas in the United States (those with more than 1 million people in 2000).


But the real surge in real estate prices in superstar cities has occurred in just the past decade or two, as extreme clustering has heightened the competition for scarce land. As Figure 2.2 shows, land in New York City appreciated at a rate of less than half of 1 percent per year in the four decades spanning 1950 and 1993. Land values zoomed up after that, crashed briefly in the aftermath of the economic crisis of 2008, and then climbed back to record highs. If an investor had bought a plot of land in 1950 and sold it in 1993, it would have returned less than half of 1 percent of value per year in inflation-adjusted dollars. If that same investor purchased a plot of land in 1993 and sold it in 2014, its value would have risen by a factor of 28, returning 16.3 percent per year.
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Table 2.1: The World's Superstar Cities

Rank City Score
1 New York 48
2 London 40
3 Tokyo 29
4 Hong Kong 21
5 Paris 19
6 Singapore 17
7 Los Angeles 13
8 Seoul 1
9 Vienna 10
10 Stockholm 9
10 Toronto 9
12 Chicago 8
13 Zurich 6
14 Sydney 5
14 Helsinki 5
16 Dublin 4
16 Osaka-Kobe 4
18 Boston 3
18 Oslo 3
18 Beijing 3
18 Shanghai 3
22 Geneva 2
23 Washington 1
23 San Francisco 1
23 Moscow 1

Source: Martin Prosperity Institute, based on five key rankings of global cities.
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