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     Aberats izatea baino, izen ona hobe. 

     (It is better to have a good name than to be wealthy.) 

 

     - Basque proverb 



Introduction 

 

 Gentrification is a pressing issue in any large city across the world today. Cities 

across the developed world have been shifting their economic bases from manufacturing 

and heavy industry to information and services for the past twenty years. This process, 

however, does not come from cities’ desires, but rather, they are linked to the worldwide 

labour market, a rapidly-changing and volatile environment. 

 This paper aims to investigate two examples of gentrification, comparing Bilbao, 

the capital of the Euskal Herria/País Vasco (Basque Country) Autonomous Community in 

Northern Spain and Berlin, re-united capital of Germany. First, we will look at several 

nationally-significant urban developments and how they manage to affect (and owe their 

existences to) changes in the labour markets. With that as a base, we will look at how cities 

change in response to a fluctuating market. Finally, we will touch on the topic of the 

European Regional Development Fund (ERDF) and the role that it (or other similar 

transfer-payment programs) plays in gentrifying cities. 

 

Geographical and Historical Context 

 

 Bilbao (pop. 350,000, metropolitan pop. 900,000) the largest city in the Basque 

Country and the sixth largest urban area in Spain, is located in the valley of the river 

Nervión, near the Bay of Biscay, placing it in a privileged location for trade. Most of the 

urban development is generally kept neatly in this valley, allowing for a fairly linear 

transportation pattern. Bilbao constitutes the lion’s share of population and economic 



Downriver view of the Nervión Valley (2003). 

activity, but important centres exist downriver, 

particularly in the municipality of Santurzi, 

which houses the 1950s-era outer port 

facilities (Precedo Ledo, 1977), as well as 

tourist towns further up the coast. 

Traditionally, since the 14th century, it 

had been known as a wealthy town. With the arrival of the railway in 1845, Bilbao 

industrialized quickly, switching from trade to manufacturing (Precedo Ledo, 1977). After 

the Nationalist victory in the Spanish Civil War, the region, suffering from Francisco 

Franco’s policy of political isolationism, initially experienced economic decline and massive 

poverty, but later became a major destination for state-led industrial investment (del Cerro 

Santamaría, 2007). After Franco’s death and the Spanish transition to democracy, the 

switch to a post-industrial economy did not treat the city well; economic and political 

upheaval would take place. A major shift would be required, one that would turn the city 

away from its Fordist roots. 

 Berlin (pop. 3.4 million, metropolitan pop. 4.9 million), the capital city of 

Germany, is located in northeast of the country on the river Spree. Largely owing to 

Germany’s federal structure, it is a city-state, meaning that it legally constitutes its own land 

(federal state), with its elected council also exercising state powers. It has historically been a 

powerful capital city of various states, including the Kingdom of Prussia and the Third 

Reich. Currently, as it is the national capital, a large share of its employment comes from 

the civil services of the municipal/state and federal governments. However, between the 

difficulties of transitioning from both a city partly under a command economy during the 



Checkpoint Charlie, Berlin (2003) 

Cold War, and the economic recession in the mid-1990s in Germany, the region currently 

finds itself facing a relatively high unemployment rate due to a lack of demand in the 

labour market. 

 After the Second World War, Berlin was divided – much like the rest of the 

country – into four occupation zones, each one governed by a different Allied power: the 

United States, the United Kingdom, France 

and the Soviet Union. Due to the emerging 

realities of the Cold War, the Berlin Wall 

effectively cut off the American, French and 

British sectors from the rest of Germany. 

Thus, both sections of the city found 

themselves in less-than-ideal circumstances: the 

eastern half lacking the economic benefits of the Marshall Plan and the western half in a 

physical and political quandary. After German reunification, the Federal government, 

aware of the symbolic difficulties of having a socially-divided capital, quickly undertook 

measures to integrate the materially-poorer eastern districts into the city at large. 

 

A Cultural Rebirth in Bilbao 

 

 In recent years, Bilbao's name has become nearly synonymous with that of the 

Frank Gehry-designed Guggenheim Museum. Completed in 1997, it placed the city at the 

forefront of the cultural world. While this development is certainly a keystone in the revival 

of the local economy, it is also important to note the importance of the Guggenheim as a 



national symbol – not of Spain, however, but of the Basque Country itself. 

 Spain is, in terms of its national identity, a highly fractured country. Culturally 

speaking, a number of major ethnic groups (Andalusians, Basques, Castilians, Catalonians 

and Galicians) have traditionally competed for the favour of the central government based 

in Madrid (itself, culturally speaking, a Castilian city). Regional allegiances tend to be much 

stronger than sentiment toward the central state; this is one reason for the multitude of 

nationalistic political organizations, ranging from regional branches of national parties (the 

Partit dels Socialistes de Catalunya  – the Socialist Party of Catalonia) to violent separatist 

organizations (Euskadi ta Askatasuna or ETA – Basque Homeland and Freedom). The 

Basque Country has had a history of being one of the most outspoken regions for 

autonomy.  

 One of the most influential legal political organizations in the Basque Country since 

1975 has been the Euzko Alderi Jeltzalea-Partido Nacionalista Vasco (EAJ-PNV, or 

Basque Nationalist Party). It has participated in every cabinet since the establishment of the 

Basque Parliament in 1980, nearly always as the dominant coalition partner (Department 

of the Interior – Basque Government, 2008). One of the EAJ-PNV’s main policies is the 

defense of the Basque language and culture; judging by their electoral success, it would be 

safe to say that it has managed to portray itself as one of the biggest institutional defenders 

of indigenous Basque culture as distinct from Spanish culture (McNeill 2000).  

 After the death of Francisco Franco in 1975 and Spain's subsequent transition to 

democracy, the Spanish economy suffered a large recession. Bilbao was particularly hard-

hit: between 1979 and 1985, nearly 25% of industrial jobs disappeared, largely due to the 

withdrawal of massive state funds present under the Francoist regime (Plaza 2000). The 



flight of external investment was exacerbated by the political realities of the time, with 

ETA’s actions, having murdered 718 people between 1975 and 1995, severely tainting the 

image of the Basque Country (Ministry of the Interior – Spanish Government, 2008). 

Thus, faced with rising unemployment and a large degree of political strife, the EAJ-PNV 

needed to make a shift from the outdated Fordist model of the city to one linked to a 

contemporary post-industrial reality, focusing on a service- and information-based 

economy. However, seeing as massive industrial reform is rarely without its detractors, this 

would be a large political risk. 

As it would be, fortune arrived at the EAJ-PNV’s doorstep in the form of the 

Solomon R. Guggenheim Foundation, led by Thomas Krens, was looking to expand its 

franchise across the world. The foundation itself was in dire financial straits (xxx) and was 

looking for a new, spectacular location to liven up its brand. Krens originally approached 

Salzburg with the notion of building a new museum there, but he was met with skepticism 

by the local authorities. However, the Basque government, upon hearing news of this, 

approached Krens and aggressively promoted Bilbao as an ideal location for the new 

museum. Any skepticism on Krens' part must have been diffused when he learned that the 

Basque government was willing to pay for the entire project; in 1992, an agreement was 

reached, and the Guggenheim Museum Bilbao was opened to the public in 1995 (del 

Cerro Santamaría, 2007). The Frank Gehry-designed building was quickly lauded as an 

architectural success, but also as an economic one: between 1994 and 2000, tourism to 

Bilbao increased by 37% (Plaza, 2000). 

 In addition to this, the municipal and regional governments also placed high 

priority on urban renewal. The Guggenheim was not the only large-scale project to be 



touched by a celebrity architect: the new Metro system would be designed by Sir Norman 

Foster while Santiago Calatrava would draw up plans for a new river crossing and a 

renovated airport. Perhaps most interestingly, a large section of state-owned riverfront 

property (owned by various public bodies, including the port, the municipal government 

and RENFE – Spanish National Railways) was consolidated under the Bilbao Ría 2000 

public-private partnership to be redeveloped into a new, modern, mixed-use district called 

Abandoibarra, located just to the west of the Guggenheim Museum (del Cerro Santamaría, 

2007). Taken in the context of a city-wide renovation and re-branding, this development 

would show visitors to the city that the new Bilbao would not be just a cultural city, but a 

fertile place to conduct business. 

 Indeed, the city took on an ambitious project, largely drawing on the legacy benefits 

that would come with the Guggenheim Museum. It should be certainly noted that this 

success is not only an economic one, though. Bilbao's success story is woven with the 

threads of nationalism; as previously mentioned, the project itself was funded entirely by 

the regional government, effectively giving the Basque Country its own cultural landmark. 

Certainly, a goal of the project was to create a museum with a Basque identity (del Cerro 

Santamaría, 2007), distinct from the more established Spanish-identified museums (such as 

the Prado and the Reina Sofia museums in Madrid); the more pressing goal, however, was 

to create a positive symbol that would represent the Basque Country to the world, one that 

would solidify the city as a node in the world’s mindset. 

 



Spanning the Gap in Berlin 

 

 Germany underwent massive restructuring after the fall of the Berlin Wall in 1989. 

The effects of this were most evident in Berlin, where a city fractured into east and west 

would need to re-integrate itself. Once the political and legal details of reunification, the 

federal government turned its seemingly undivided attention to the ex-communist lander in 

the east. During the Cold War, under pressure from the Communist regime in East 

Germany, the West German government selected Bonn as its capital, which subsequently 

benefited from a large degree of investment atypical of a city its size. East Berlin, however, 

did not benefit as Bonn did from having capital city status: while it surely enjoyed a larger 

degree of investment as the Haupstadt der Deutche Demokratische Republik than other 

East German cities, it was largely in the guise of public works glamorizing the Sozialistische 

Einheitspartei Deutschlands (SED, or German Socialist Unity Party). One can take a look 

down Karl-Marx-Allee in Berlin’s Friedrichshain and Mitte districts – a promenade in 

which the East German government took a large active role in developing – to see that it 

was an exercise in promoting Soviet-style architecture, with a wide right-of-way, endless 

blocks of new, modernist buildings and the U5 metro line running underneath it.  

 After reunification, however, the divisions between East Berlin and West Berlin 

were quite large. The boroughs in the east found themselves with largely pre-1945 

infrastructure, contrasted with the modern features of the capitalist western boroughs. In an 

attempt to attract investment into the city (and, subsequently, improve the economic state 

in East Berlin, thereby reducing the socioeconomic rift between the two), there was a big 

push to improve the international reputation of the city.  



State spending was not restricted to East Berlin, of course. A massive amount of 

infrastructure funding was directed all over the ex-communist lander. While this created an 

economic boom in the first few years of the government’s modernization program, this also 

caused a sharp rise in inflation. When the central bank increased interest rates to counter 

this, it caused a halt in construction in the east, causing a large degree of unemployment. 

Furthermore, a decision had been made to keep much of the public service in Bonn, 

denying Berlin of much-needed labour (Strom and Mayer, 1998). Thus, Berlin was once 

again a divided city: while the traditionally-wealthy quarters in Berlin flourished, private 

investment targeted to the eastern districts had largely ground to a halt. 

Facing a serious political challenge from the Social Democrats and the Partei des 

Demokratischen Sozialismus (Party of Democratic Socialism, or PDS, later renamed Die 

Linke, The Left) a far-left party largely consisting of reformed SED members, the 

governing Christian Democrats under Helmut Kohl, the government started to create a 

convivial city in order to compete in the labour market. One of the best examples of this is 

the area around the Bundestag (Federal Parliament) and the site of the old Lehrter railway 

station. After being extensively damaged during the Second World War, the area north of 

the Spree was to be redeveloped into the new Berlin Hauptbahnhof (Central Railway 

Station), to take over from the passenger operations at Zoologischer Garten in the west and 

Ostbahnhof in the east, while the Bundestag building, following a controversial and heavily-

publicized art project by the acclaimed site-specific artists Christo and Jeanne-Claude 

wrapped the edifice in waterproof fabric, was renovated by Sir Norman Foster. The 

municipal government even went so far as to organize a bid for the 2000 Olympic Games 

in order to attract international investment (Strom and Mayer, 1998) and therefore provide 



a much needed boost of demand to the oversupply of residential real estate created by 

merging East Berlin into West Berlin. 

In all of this, however, Berlin officials were realistic in their goals. They did not 

specifically set out to create a world city; rather, in the words of a senior planner, Berlin 

“was just trying to become a member of the European community of metropoles” 

(Cochrane, 2006). 

 

A Profoundly Global Shift with Equally Local Effects 

 

 As previously stated, the massive projects in both Bilbao and Berlin were part of a 

worldwide trend in shifts in urban economies (admittedly, with far more spectacular results 

in the former than in the latter). The trend toward post-Fordist economies has been widely 

studied (Holmes, 1996;  MacLachlan, 2001). Due to increased labour costs and real-estate 

prices, the specialized manufacturing sector in the global north is finding it harder and 

harder to compete with cheap labour from newly industrialized (and industrializing) 

countries, such as India or China. The conventionally accepted solution is to ease away 

from these industries and, instead of applying protectionist measures – generally becoming 

illegal through international bodies such as NAFTA or the EU – or subsidizing jobs in 

dying industries, to apply state funds to re-skill the working population for the tertiary and 

quaternary sectors. 

Much of this scholarship is linked to John Friedmann’s world city hypothesis 

(1986). In it, he states that there is a decisive link between the world labour market and the 

functions of a city. Furthermore, the city acts as a “basing point” in the (inter)regional flow 



of goods and services. Thus the demands of labour markets will have profound impacts on 

the way the city operates and, subsequently, on its form. Applying Friedmann’s idea of 

flows, we can see that there is a worldwide “ranking” of cities in terms of their economic 

importance as global hubs. Therefore, in a post-industrial world, the higher-up a city is in 

the global ranking of command (the number of corporate headquarters, for example), the 

more economically-secure it will be in a post-Fordist world. 

We should also look at David Harvey’s work on the entrepreneurial city. Harvey 

(1989) states that, as the Keynesian welfare state is slowly being eroded, city and regional 

governments have gradually changed from a management role (with funding often coming 

from senior levels of government) to an entrepreneurial role, with cities actively seeking out 

foreign investment opportunities. We can see in both the Berlin and Bilbao examples that 

this is the case, that municipal and regional governments are actively courting the 

investment that was either once provided by the state in the form of publicly-owned 

enterprises or taken for granted through industrial applications. 

It would seem that, while the state is usually no longer the major player in urban 

redevelopment – particularly in terms of financing projects – as it once was, it still has a 

very active leadership role to play. We can see this through the Guggenheim and 

Bundestag examples. In adapting to the new global labour market, the intermediate goal of 

cities is to present themselves to the world as icons of progress and livability, ones where 

wealthy visitors or business tourists might be convinced to settle – or at the very least set up 

a local branch of their business: 

 

The word is out that miracles still occur, and that a major one is happening here. 



Frank Gehry’s new Guggenheim Museum won’t open until next month, but people 

have been flocking to Bilbao, Spain, to watch the building take shape. ‘Have you 

been to Bilbao?’ In architectural circles, the question has acquired the status of a 

shibboleth. ‘Have you seen the light? Have you seen the future?’ (Muschamp, 

1997) 

 

Bilbao offers perhaps the archetypal example of this, but this trend can be seen in 

many other places, particularly those hit with serious economic decline, such as Baltimore 

(Ley, 2008) with its new convention centre and waterfront or Dresden with Volkswagen’s 

Gläserne Manufaktur (Transparent Factory). Even Detroit, long considered a lost-cause 

city in many circles, in building its new baseball stadium subscribed to the Field of Dreams 

theory: build it and they will come. 

Taking a look at the Bilbao and Berlin examples, we can see a veritable roster of 

celebrity architects: Frank Gehry (Bilbao Guggenheim, Deutsche Genossenschaftsbank 

building), Norman Foster (Bilbao Metro, Bundestag, Library of the Free University of 

Berlin), Calatrava (Bilbao airport, Campo Volantin bridge), César Pelli (Abandoibarra plan 

including the Iberdrola tower), Daniel Liebeskind (Berlin Jewish Museum), Renzo Piano 

(Potsdamer Platz) and Helmut Jahn (Sony Centre Berlin). Is it any coincidence that these 

“starchitects” keep appearing to do their works in the same places? In any case, why would 

cities go to the trouble of actively seeking them out? 

One thing that these celebrity architects bring with their projects is name 

recognition as artists. This is meant to bring in a more sophisticated, wealthier tourist. 

Looking at Beatriz Plaza’s work (2000), we can see that there is an increase in the luxury 



tourist market: she finds that, after the Guggenheim Museum opened, high-end hotels in 

Bilbao recorded an 85% occupancy rate, compared to a mere 47% occupancy rate for 

standard accomodations. 

Beyond, however, the obvious immediate economic benefits of luxury tourism, why 

are these cities so intent on attracting these kinds of people? Simply put, according to 

Friedmann, these luxury tourists bring with them not just hard, albeit petty, cash, but they 

also bring the potential for foreign investment. The general idea is that tourism, while a 

very important part of any well-developed city’s economy, really should be a conduit into 

the world economy. Hence, Bilbao and Berlin’s – particularly the former’s – very active 

efforts to show to “place themselves on the map”. 

Of course, to create architecturally-adventurous cities in post-industrial cities creates 

a potential challenge down the line: will this trend lead to the commoditisation (and 

subsequent cheapening) of celebrity architecture? Frank Gehry, in an interview, recalls a 

potential project in Málaga that was motivated by less-than-genuine motives: 

 

I asked [the representatives from Málaga] what kind of building [they wanted; they 

replied] “when you get here, we’ll explain it.” So, four of us went and…they put us 

up in a great hotel…and showed us all these sites and the harbour… [T]hen we were 

going to have lunch with the mayor, [but] just before [that], we went to the harbour 

commissioner…and the guy [asked me] “now, what can I do for you, Mr. Gehry?” 

So…we stood up [and] we walked out! [The city officials had] just brought us there 

to hustle [the harbour commissioner]! (Gehry, 2008) 

 



Gehry was right to be upset; with so many spectacular developments springing up in 

cities across the world, there seems to be a sentiment that a building by a celebrity architect 

will serve as a panacea of sorts, one that will provide the political impetus to push a certain 

political goal through. It would be unwise to assume that, indeed, the so-called “Bilbao 

Effect” can be repeated ad nauseum. 

 

An Exercise in Leadership 

 

To go back to Friedmann’s world city hypothesis, we can see that municipal and 

regional governments are now actively seeking investors so as to compete for a larger share 

of the world labour economy. We might ask ourselves then, how do middle-sized cities 

such as Berlin and Bilbao expect to compete against the larger European core cities, such 

as London, Paris and – to a growing extent – Brussels? Furthermore, how can the cities of 

the former Soviet bloc who now find themselves in the EU expect to compete against 

them? 

 One of the biggest political debates in the European Union has traditionally been 

that of the Common Agricultural Policy (CAP), a system of quotas and subsidies for 

agricultural goods. This has, for decades, been the largest single budgetary item on the EU's 

books, as well as a large point of political contention between social democrats and free-

market liberals in Brussels. However, for the first time, the CAP has taken a back seat to 

the needs of the current largest expenditure: the European Regional Development Fund 

(ERDF) (European Union 2006, 2008). The main goal of the ERDF (alongside a handful 

of other structural development funds) is to reduce inter-regional inequalities through a 



system of transfer payments, mostly by providing capital investment for new smaller-scale 

infrastructure projects (Carroué, 2005). Thus, while the Basque example eschewed outside 

help for very specific political goals, it would be foolish to assume that this would always (or 

even often) be the case. 

Another consequence of urban mega-projects is that they often inspire cities to 

move towards other mega-projects. Looking at the Bilbao example once again, the 

EuskoTran consortium (consisting of Bilbao Ría 2000 and the regional and municipal 

governments) opened a new tram line in 2002, linking the central railway station, the 

Guggenheim Museum and the Abandoibarra district. This is, again, part of a desire to 

create a more competitive city on the labour market by improving quality of life, 

aesthetically or otherwise. 

Tom Slater’s work on the role of the state in gentrifying cities (2004) provides us 

with a look into how governments seek to spend considerable energy into revitalizing their 

urban centres through gentrification. Following his work on Toronto, we can expect that 

cities in Eastern Europe, having access to these funds, will use them extensively to correct a 

growing number of problems experienced in their urban areas, with conflicts between 

agents of urban change and the anti-gentrification movement (Sýkora, 2005). 

 

Conclusion 

 

Today, in an era of urban renaissance and rediscovery, cities are starting to 

rediscover the grandeur abandoned to suburbanization during much of the 20th century. As 

states in Europe – particularly the twelve new ones having joined the EU since 2004 – are 



aggressively looking to create “world cities” within their borders, we can expect the ERDF 

to occupy a larger and larger share of the EU budget, consequently becoming a politically-

controversial topic in the European Parliament, with cleavages developing between the 

“paying,” well-developed countries of western and northern Europe and those “receiver” 

nations in southern and eastern Europe. Furthermore, the cities currently being planned 

and constructed must take care not to be courting celebrity architecture for purely 

superficial or political reasons, thereby cheapening it. The development in Europe’s urban 

centres over the next several decades will prove to be extremely interesting to watch; what 

remains to be seen is if these cultural or architectural mega-projects retain their star power 

as they spread further and further away from the traditional cores. 
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