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PREFACE

his is a book that centers on cities and companies. Cities need
to grow and prosper. Companies also need to grow and prosper.
It turns out that the fortunes of the two entities—cities and

companies—are intimately interconnected.

How? A city needs to develop not only an attractive social life but
also a strong economic life and future. Much has been written about
the social life of cities, but much less has been written about their eco-
nomic life. A city’s economic life depends on its ability to attract and
nurture small businesses, medium-size businesses, and large domestic
corporations and multinational companies (MNC:s). This book focuses
on the attraction of MNC:s. These businesses carry out research, invest-
ment, production, distribution, and sales that drive the city’s economy.
Cities have gross domestic products (GDPs), just as nations do. We can
measure how much GDP a particular city generates. The GDP pro-
vides a picture of jobs and household, business, per capita, and median

M . b <« - » .o .
income—all good measures of a city’s “economic” condition.

We can also talk about the rate of growth of a city’s GDP. If GDP
growth is strong, the city is generating new jobs and its citizens prosper.
If GDP growth is low, zero, or even negative, the city is barely surviving.
Many top cities are falling behind or even failing—such as Detroit
and Flint in Michigan; Cleveland, Dayton, and Youngstown in Ohio;
and Stockton and Riverside in California—Dbecause they stopped being
attractive to business. This is a concern to the city’s businesspeople, to

its jobholders and job seckers, to its politicians, and to its citizens.

Xiii



Xiv PREFACE

Companies are making decisions all the time on where to invest,
where to produce their goods and services, and where to sell them.
Companies that are growing have to find new locations and choose
them carefully. Companies also must periodically reassess the locations
of their current economic activities because locations change in their
desirability. Many domestic-based companies are facing new competi-
tors who come in with lower prices, better quality, or both, all because
of the opening of trade around the world and the facilitation of trade
made possible by advances in technology. Domestic companies can’t
stand still. They have to defend themselves, and they have to move to

new, promising locations where opportunities are growing.

Many companies have moved their manufacturing from developed
countries to developing countries in their search for lower costs.
In doing this, these companies had to evaluate which cities and loca-
tions are the best. If French car manufacturer Peugeot wants to expand
in the Asian market, where should it establish its new management
and production branches? It already has a joint production venture
with Dongfeng, based in Wuhan. Should it strengthen its production
presence in East China’s top cities, such as Shanghai, Hangzhou, or
Guangzhou? Peugeot assembles in Bangkok, but should it produce

there, as it does in Indonesia?

The economic standing of different cities and metropolitan areas is
of primary concern to business leaders and managers, who have to know
how much product they can sell locally and trade outwardly, how much
they should invest, and where they should invest for the growth of their
enterprise. Economic standing is also of primary concern to politicians,
who need business growth to generate city revenue to pay the bills they

incur and to provide jobs for their citizens.

Successful business owners and managers have to know all dimen-
sions of a city’s life: the land and housing costs, the city’s amenities
and features, the direction in which the city is going in the next 10 or

20 years. Companies need to know who, what, when, where, why,
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and how buyers purchase goods and services. They have to know the laws

and the ease of establishing businesses and trading and exporting goods.

The politicians in a city have to understand what different com-
panies require from a city to operate successfully. Not every company
has an interest in a particular city. Every city has to determine its main
attractions and which industries, as well as which companies in those
industries, can find the city’s resources and ambitions a good fit. Politi-
cians need the skills to attract the right businesses to their city and
thus generate enough prosperity to pay the city’s bills, create jobs for its
citizens, and get themselves reelected or reappointed.

Citizens generally know little about the economy of their city.
They are concerned with jobs, family, friends, neighbors, and personal
pleasures. Scholars and thought leaders have neglected the study of
the economy of cities because they thought the key to economic

development lay in the policies of nations, not those of cities.

In the last three decades, matters have changed. National govern-
ments have pursued a regime of global free trade. Capital investment,
consumption, and trade have crossed national borders. Companies
in the developed world have moved from thinking exclusively about
domestic production and consumption to shifting their manufacturing
to the East. This has allowed them to reduce their costs and to fine-tune
their marketing and financial strategies so that they engineer high
demand for their brands throughout the world and thus achieve

maximum market share and profits.

Meanwhile, the developing world has continued to learn how to
make money by making things. Developing countries have been learn-
ing how to market their goods and services. There has been a great
increase in the number of MNCs coming out of the developing world,
and arising MNCs from the East are posing strong competitive threats

to the long-dominant MNC:s of the West.

Rural people have continued to migrate in growing numbers from

farms into large cities. Great industrial cities, such as Sao Paulo and
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Jakarta, have grown in the developing world, becoming megacities.
Large cities of up to 5 million people and megacities of more than
10 million people have begun to dominate the GDP of nations. In the
developing world, massive industrial production has filled old and
new cities with rural populations. Developing countries have absorbed
investment for infrastructure, manufacturing, natural resources, and
trade. They have rapidly urbanized their populations as a vast labor
force and developed an indigenous middle class for consumption and

a wealthy upper class for investment.

At the same time, great commercial centers in the developed
world—such as New York, London, Paris, Stuttgart, Milan, and
Tokyo—have sustained their wealth by attracting domestic and global

talent and investment for a new mix of industries and creative media.

The massive change of urban market scale has induced the merger
of domestic companies to consolidate into massive MNCs, which have
come to dominate national GDPs and the gross world product (GWP).
By 2010, 8,000 companies around the world generated 90 percent of
the GWP. Six hundred cities yielded 50 percent of the GWP. Of these,
only 100 cities yielded 38 percent of the GWP. Trend projections only
advance this concentration at both ends of the exchange between com-

panies and cities.

From an economic point of view, we are living in a world of
MNCs and global cities. Companies and cities have overwhelmed
the economic force of nations. Companies and cities constitute the
platform of investment decisions by business leaders and marketers
and are the major concern of political leaders, who must position their

cities in this trend.

Small businesses play an important role in job creation and
economic growth but a smaller role in generating economic value.
They play an important role in the political and social life of a country

but a smaller role in its economic life. Most successful small businesses

are absorbed by MNCs.
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What happened to the economic development role of the nation-
state? Developed nations spent their energy advancing the level of
public welfare with deficit spending. They pursued political programs
and trade integration and engaged in regional wars. They promoted
a marketing and financial system to drive consumption. As sovereign
powers, they spent more time planning their relations abroad than
they did at home. They let both the real economy and their cities take

care of themselves.

The legacy of the West’s great wealth and power masked the tectonic
shifts in the global economy toward the East until the financial crisis of
2008. That crisis knocked the socks off of the overleveraged developed
world and slowed the growth rate of the developing world. Central gov-
ernments and their central banks provided meager economic stimulus,
some by courting self-destructive austerity programs, but they primarily
used their energy to save their top banks with cheap money in the hope

of restoring a flow of credit for economic stimulus. This did not occur.

While nations were saving their banks, their cities were on their own
to repair their economies with expensive bond money, and large compa-
nies were on their own to reap the profit of cheap money. Global cities
competed with one another to attract MNC investment. Companies
used their cash for investment to grow their brands in the developing

world, which, unlike the West, was far from saturating its demand.

So we come to the setting for this book. The destiny of the eco-
nomic world today is in the hands of the interplay between global
MNC:s and global cities. Our purpose is to assist business leaders to
pick the right places for investments in the best global-growth cities
and to assist marketing managers to intensify their marketing cam-
paigns to reap the harvest of these investments. Our corollary purpose
is to help the political and civic leaders of global cities to attract global
MNCs that are choosing among many competing cities. We give some

attention to the role that national governments can play to facilitate
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the economic growth of their top city regions by attracting suitable
MNC investment.

Chapter 1 illuminates the economic power of global cities.
Chapter 2 examines what cities are doing to maximize their market
power. Chapter 3 reveals the immense economic power of MNCs.
Chapter 4 investigates how MNC:s select new cities for market expan-
sion. Chapter 5 discusses what cities can do to win the competition for
MNC investment. Chapter 6 considers how national governments can
assist their top cities to grow economically. Chapter 7 examines the
social and moral responsibilities of MNCs and cities in the brutal game
of economic competition. Finally, Chapter 8 assists marketing man-
agers to strategically and tactically optimize value for their companies

in a world of global city markets.

We present a lot of data and case examples to put flesh on the bones
of a proposition that the future of marketing depends on how effectively
business marketers use the resources of their large companies to win
share and profits in the ever-narrowing sphere of concentrated urban
global markets. We also explain how city marketers can use the strengths
of their cities in the competition to successfully attract global MNC
investment for employment, higher income, public revenue, and civil
prosperity.

There is nothing permanent in the landscape of an economy.
Change occurs all the time. But we can say with confidence that for
the next two decades, the global market economy will rest on the
interplay of MNCs and large city regions.
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1 The Economic
Power of Global
Cities

C ompanies—midsize and large multinational companies (MNCs)
—need to figure out where to sell their goods and services.
In their home market, they must decide geographically where to plant
their headquarters, regional offices, production, distribution, and sales
management. Companies have to choose the right cities, because city

advantage is more decisive for business success than national advantage.

As companies move abroad, they decide which nation or nations
to produce and sell in and choose specific locations where they intend
to carry out their administration, production, distribution, and sales
work. If a company chooses to sell in China, where does it locate its
headquarters for China? Will it be Beijing, Shanghai, Hong Kong,
or any of a dozen other cities’ And in each Chinese city where it
plans to operate, the company needs to develop specific presences
and locations. Choosing a pattern of locations around the world is a

gigantic task that can make a major difference in the company’s success.

Every nation contains a set of cities that differ in their importance

and national and global reach. Some of the world’s cities are bigger
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than many nations. The 2007 Greater Tokyo metropolitan region of
13,500 km? had 35 million residents. It was roughly equal to the pop-
ulation of Canada and larger than that of Malaysia, the Netherlands,
and Saudi Arabia."! Other megacity regions include Shanghai, Beijing,
Mumbai, Delhi, New York City, Los Angeles, London, Mexico City,
Sao Paulo, Buenos Aires, Rio de Janeiro, Dhaka, Lagos, Moscow,
Cairo, and Istanbul, and they are likewise bigger than many country
populations. These cities generate a huge level of gross national income
for the nation. Each has extensive economic, political, and social

relations with other cities and nations.

We assert that the growth of nations is intimately tied to the
growth of their major cities. Top cities have grown faster in gross
domestic product (GDP) than the rate of their country’s GDP growth.
Major cities are the source of a nation’s wealth, not the other way
around. In the markets of a nation’s major cities, investment, trade,

and consumption take place.

Yet development economists have spent the last nearly 70 years
focusing on nation building and national economic growth, not city
growth. Following World War II, the United Nations, World Bank,
and International Monetary Fund, as well as the hegemonic powers of
the United States and the Soviet Union, pursued policies of building
national economies as the route to economic development and growth.
Nation building deals with central government policy and structure,
military modernization, social planning, large-scale infrastructure,
global and bilateral trade agreements, global financial integration, and

agricultural support.

When central planners in the Soviet Union, China, India, and other
nations propounded central policy and held a tight rein on local initia-
tive, many of their cities declined in economic growth, environmental
quality, and social stability. The Soviet Union sank because its cities
sank. The same warning could be applied to the United States. The

federal government has paid little attention to the economic growth of
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key American cities. They let the cities economically decay in the face of
suburban sprawl, financial liabilities, social engineering, and outmigra-
tion of businesses and talent to other parts of the country and offshore.
Cities were seen as a place to improve the lot of the poor, not places
to launch economic growth. To a lesser extent this was true of Europe,

as well.

The net result has been the rise of financially draining central
government bureaucracies, sluggish economic growth, political polar-
ization, major corruption, and persistent social upheaval. National
resources are politically spread across the regions of a country, with
little ability to concentrate resources in top market cities for accelerated
growth and greater contribution to national revenue. This attenuation
of resources to politically favored regions of the country is one of the

economic perils of both democracy and autocracy.

The United States and India are good examples of this. U.S.
grants-in-aid programs to states and cities spread federal resources
across the nation’s cities according to “fairness” criteria that bear no
relation to the productive potential of recipient cities. It is too little for
too many and never enough for what can spur economic growth. The
National Congress Party of India has departed from an eatlier policy
of targeted infrastructure investment designed to stimulate economic
investment to embrace a policy of guaranteed income and discounted
grain to the countryside (at 10 percent of the market price). The
result is a reduction from 9.3 percent GDP growth (2010-2011) to
5 percent GDP growth (2012-2013).* Because central governments
are generally not able to invest resources in key growth cities, local city
governments and city regions have been forced to step up to the plate

and initiate investment promotion programs.

A good example is the work that Mayor Michael R. Bloomberg
undertook to improve the economic prosperity of New York City. Later
we describe the many initiatives he undertook to strengthen New York

City’s role in the global economy. After his 11 years as mayor of the
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city, he created a high-powered consulting group to use his vast fortune
to help reshape cities around the world. He views large cities as labo-
ratories for large-scale experiments in economic development, public

health and education, and environmental sustainability.?

This idea of stressing the key importance of major cities in the
growth of a nation’s GDP is also on U.S. President Barack Obama’s
mind. On December 13, 2013, Obama met with more than a dozen
new mayors and mayors-elect and told them that the “nation’s cities
are central to the economic progress of the United States” and that he
wanted “to work with mayors to provide an environment that makes

them [the cities] key job creation hubs.”

There are strong reasons why global companies must focus invest-
ment on growing cities in the developing world. Major cities in the
United States and Europe are declining in population, and their con-
sumption, trade, and investment are weakening. They cannot be relied
on by Western MNC:s to provide sufficient markets for business growth
and adequate return to shareholders. The fastest-growing cities are in
developing countries, especially in Asia and Latin America, which are
having rapid growth of their middle and affluent classes. This is where
money can be made, and both developed- and developing-country
MNCs and large domestic businesses are exploiting these opportu-
nities. Western MNCs must move more aggressively before they are

outpaced by new developing-country MNCs.’

We repeat: Midsize and large cities in developing countries gen-
erally have a growth rate exceeding that of their host countries.® The
sum total of a nation’s top cities comprises the greatest part of its GDP.
In developed countries, cities provide as much as 80 percent of the
national GDP. In the United States, cities contribute 79 percent of
the national GDP. In developing countries, the range is 40 to 60 per-
cent. Chinese cities contribute 60 percent of the national GDP and 85
percent of China’s GDP growth rate. Thirty-five Chinese cities alone
contributed just under 50 percent of China’s GDP in 2013.
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Although many developing nations were in turmoil during the last
decades of the twentieth century that precluded investment, they have
since stabilized and attracted investment. The road to economic growth
is still rocky in the Middle East and in parts of Latin America and Asia,
but the major city regions of China, India, Brazil, South Africa, Chile,
Colombia, Indonesia, South Korea, Mexico, Singapore, Vietnam, and

elsewhere are open for business.

The premise of Western nation building has been that economic
development springs from democratic institutions. Although demo-
cratic nations such as South Korea, Taiwan, India, Brazil, and Mex-
ico are doing well, autocratic nations such as China, Singapore, Saudi
Arabia, and the United Arab Emirates are doing just as well without
democratic political institutions. Even Russia, a dubious democracy,

is rising from her ashes.

If economic prosperity does not necessarily come from demo-
cratic institutions, where does it come from? Beneath the shell of
nation building, developing economies have thrived through the
rapid growth of cities and their dynamic interplay of rapid urban-
ization, industrialization, trade, consumption, and education. Cities
have grown through external and internal investment, transplanted
global industries, indigenous industries, innovative implementation
of central government investment and enterprise policies, improved
operations and marketing skills, and indigenous entrepreneurial talent
and spirit.

National institutions occasionally play a facilitating role in attract-
ing external investment, trade, and consumption, but more often they
play an inhibitive role. The leadership and enterprises of the megac-
ities and large cities in the developing world are the engines of local
economic growth, which produces added revenue for central govern-
ments. The nation does not produce wealth; at best, it facilitates urban
growth. Cities grow the wealth of nations. Nations are the beneficiaries
of city economies, not the progenitors.



