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Introduction

Path-dependence in the restructuring of economacesy especially Old Industrial
regions affected by structural and network—aggl@ti@n-related decline, is most often
associated with the accumulation of negative phe&amamProgrammes to break regions
and their networks out of these trajectories atenofocused on looking for new forms of
economic growth while rejecting previous industtedacies as redundant or barriers be-
fore growth. However, the ideal type of restructgrmasks an arguably much more am-
biguous reality. Not only are radical restructursaenarios over-optimistic about the po-
tential of new branches to provide competitive raliives in place of old structures, the
knowledge, institutions and human potential of ferrmdustry — heavily path-dependent
factors — can often remain competitive through aengwadual upgrading process.

This paper examines how notions of path-dependandegadical restructuring shape
the industrial restructuring process, and how fcess has resulted in a spatial dichot-
omy between industrial and tertiary forms of contpeness in post-socialist Central
Europe. Sub-national data is used in a correlatinalysis to highlight both the sub-
national (metropolitan vs. non-metropolitan) andioral (North-Western vs. South-
Eastern) directions of the ongoing differentiatmmocess. Finally, it is argued that tertiari-
sation in employment structure does not automdyicalincide with the emergence of a
powerful “post-industrial economy”; on the contrargutside central agglomerations,
spaces which could build on previous manufactutragitions and rejuvenate the social
and institutional networks that underlie them, hiagen the more successful.

! Draft paper. Please refer to the author for ditetiat lux@rkk.huThe author would like to thank the Euro-
pean Capital of Culture: Pécs 2010 project forrtenerous support.
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The transformation of traditional industrial spaces

As a consequence of the major shifts taking placiné world economy, traditional
industrial spaces across Europe had to confroldva af challenges in the second half of
the 20" century. Technological change towards less resewad energy-intensive forms
of production coupled with rising input costs; #émry of East Asian and South American
producers on the markets of mass consumption ptgdtie growing employment and
value creation relevance of servicédoftresor—Marchetti2007); and the opening up of
previously closed markets have all contributedhtmeasing competition and the reorgani-
sation of production networks. The changes hadctteall industrial spaces, but while
some had been able to successfully adapt themsealires's, previously characterised by
economic prosperity and stable growth, faced nudtade decline and often protracted
restructuring.

The problem of Old Industrial Regions, championsaflier industrialisations who
had become the losers of this process, has beesubiject of much attention in regional
studies since the 1970s. From the role of extesimalimstances such as business cycles,
the contested export markets of mature productstadproduct life cyclesSteinerl985,
Storperl992), attention has gradually turned to the sigaifce of endogenous factors, and
resulted in the emergence of two dominant, if ireleted sets of theories for the decline of
Old Industrial Regions. One group, advanced Siginer (1985), Krugman(1993, in
Boschma—-Lamboo¥999), as well a&rabher—Star1997), deals with the consequences
of regional overspecialisation, which produces @nghn surplus, but in the long term, ex-
poses industry to external shocks as the regiamlamy only has a diminished ability to
seek out new growth opportunities. A differentjifked explanation, heavily rooted in
evolutionary economics and proposed by Storggabher (1993, 1997),Boschma-—
Lambooy(1999) andHassink(2005), examines the relevance of networks andoaggyia-
tive processes on the regional scale. It is sugddbtat deficiencies of institutions and col-
lective learning processes, coupled by the phenomei path-dependence, lead to a
threefold (functional/institutional, cognitive/taablogical and political) “lock-in" of the
regional economy, which hinders the processes ofimmaous learning and relearning to
such an extent that productive structures can bedoapped in a vicious circle of decline

and low innovation.



Strategies aiming at breaking regions out of ingaistiecline processes have evolved
in a variety of directions: rejuvenating traditibnadustries via process innovation and
product-based technological learning; transformimig modern spaces of a service-based
economy; or most commonly, through the diversifaratof the industrial structure (for a
more detailed examination, skex 2009). In development rhetoric, especially in tingti}
fication for large regeneration projects, notiomsaalical restructuring have become espe-
cially popular: a break is suggested with the impgdndustrial legacies and continuities
of the crisis areas under treatment. Path-depeprd@mcthis sense, is interpreted as a pre-
dominantly negative phenomenon, and in the seradtttends to play a role in the emer-
gence of the crisis, this view is not entirely imeat. However, in contrasting images of
decline (“rustbelts”) with those of a clean, spasi@and above all highly tertiarised (white-
collar) modernity, the potential of post-industrgiowth in reviving lagging regions is
probably over-idealised. In seminal works, the ch@ms of post-industrialisnmBgll 1973)
and “the creative class’Florida 2002) have inscribed a simplified understandinghef
primary—secondary—tertiary shift proposed in tharkGtFischer-hypothesis on the real
economy.

There are many problems with the ideal of trangifrom industrial to post-industrial
regions. One (and perhaps the most relevant) isttbeag concentration of the higher ad-
vanced tertiary functions — knowledge-intensiveitess services — on the top tiers of the
urban hierarchy, especially world cities and legsetropolitan regionsTaylor—Walker
2001,Derudder—Taylor-Witlox—Catalan®003,Sasser2006), and although there has been
an ongoing spreading process where some Old IndluRegions have performed com-
paratively well Birch—Danny—Andrev010), the results are typically still strongly ttaie
chical. Secondly, many regeneration projects teneiniphasise physical spaces and urban
image with low, even negligible job creation effedAt high public costs and strong inter-
national competition for the creative city nichiee returns have often been dubious — more
so in light of the speculation-fuelled real estatist — and the entire approach has been cast
into much doubt by a plethora of human geograplfers Loftman—Nevinl995, Jones
1998,Greenhalgh—Sha®003,Miles 2005 andMiles—Paddisor2005). Most aptlyHudson
(1994, 206) has called such consumptionist solstfarsort of politics of despair, of a lack
of alternatives in terms of manufacturing indusiryother types of service-sector activity”.
Thirdly, there are potential issues with the misthdietween the existing and the imagined
(desired) workforce: absent significant and costlyaining programmes to transition em-

ployees for the new economy, both social and dpagaginalisation may result. In such a
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case, results may present a good outwards imagealodity solve, or even obscure the un-
derlying human problems. Finally, there is muclbéosaid for the growth potential of fac-
tors which, while path-dependent and rooted inttaditional economy, can be beneficial
for the region. The skills, knowledge base, intitiual networks and industrial legacies in
a given space represent not only impediments, $aétg, and can be turned into new forms
with the appropriate upgrading policies.

The directions of the restructuring process in CarEurope

In the post-socialist states of Central Europe, rtfagor crisis of industry had un-
folded in the years following systematic changenifir underlying causes were present in
post-socialist Old Industrial Regions as thoselthroarket economies; both the overspe-
cialisation and network—agglomeration group of tleohave valid and relevant contribu-
tions to make about their decline. The width andeggy of postponed/untreated structural
crises inherited from the socialist system, théitunsonal instability of transition, coupled
with the inadequacy of financial and political dapfor effective restructuring, had placed
limits on the capacity of public policy to undertakffective restructuring programmes
across several crisis region. Consequently, rdasirinag was mainly market-driven instead
of managed, with only limited interventions in ati@s to prevent complete social and
economic breakdowns in some prioritised areas. haslead to both a strong, spatially
uneven tertiarisation process, and the dominaetabForeign Direct Investment as a driv-
ing force of restructuring. The resulting geograshof industry and services show both
national and sub-national differences to a sigaifteextent.

The process of tertiarisation should be undersamdot only ubiquitous, but diver-
gent in its effects on spatial differentiation.daneral, it can be seen as a vital process of
structural correction, bringing formerly over-indualised economies in line with Euro-
pean trends, and also allowing the rise of consiom@nd business services, which were
kept artificially depressed by the bureaucraticrdowmtion of socialism. Tertiarisation also
serves as a modernisation process — transitionrdswzost-industrial economies as it had
been seen first in Western, then Southern Europeeder, this modernisation, like else-
where, follows a hierarchical spreading procedectifig large cities first, and lesser urban
centres only gradually and — what is more remagkabmuch more modestly (s&#l
2005 for the example on bankingprvath 2009 for R&D and this paper for advanced



business services). Finally, some outcomes oftés#tion are best seen as not at all bene-
ficial: in marginalised areas, a high share of meremployment can be considered to con-
ceal a lack, or destruction of other economic opyties; instead of modernisation via
entrepreneurship, the driving force is personal eoliective survival. While structural
correction should be understood as a universaludtndately beneficial result of market
transformation, the modernising and destructive ifeatation of tertiarisation are mean-
while unevenly distributed.

The unevenness of this restructuring can be seenstate-by-state level. As seen on
Figure 1, the degree of tertiarisation among the nationahemies of Central Europe does
not correspond to development level — in fact, ridveerse appears to be true, and differ-
ences emerge between a North-Western and a Sostéerizaroup. In this respect, the
countries that have been most successful at retaahigh level of industrial employment
— via the successful adaptation of indigenous itrglusdut mostly reindustrialisation
through the attraction of FDI (c.Barta—Kukely2008) and advantageous institutional mi-

lieus Pola2009) — have benefited more from transformati@mtthhe ones that have not.

Figure 1: Change in industrial employment in Cdrifaropean post-socialist economies,
1990-2008 (%)

Slovakia
Czech republic
Slovenia
Macedonia
Montenegro
Romania
Bulgaria
Albania
Bosnia-H.

Source: Author’s construction based on nationadistieal yearbooks and EUROSTAT

A similar conclusion can be drawn from sub-naticstetia Figure 2: on the regional

level, there has been a change in the relatiorstiween industrial employment and eco-



nomic development: in 1990, it was the regionshaf South-Eastern states that had the
highest share of employment in industry due toresite catch-up efforts, but this devel-
opment masked severe qualitative deficiencies. Jiheation strongly altered by 2008:
what becomes visible is r@creationof traditional (historical) industrial heartlandsith

the new manufacturing core of Central Europe ociigpg position eerily similar to the

L 6dz—-Erfurt—-Budapest triangle — a macro-concertnatf industrialisation and the most
competitive enterprises that could be observedggback to the pre-WW | perio®Eyedi
1978). Structural corrections — at very high soca@dts — had been the strongest in already
disadvantaged areas. If we break down the pichiceindustrial branched=igure 3, the
picture is similar — light and food industries (gps DA-DE under NACE classification)
are primarily located in South-Eastern states aastdtn peripheral regions (especially in
Poland); meanwhile, the most developed branchesazhine industry (NACE DK-DN)
are concentrated in the core industrial area {ferdgpecific example of automotive indus-
try, seeLefilleur 2008 andPavlinek—Domaski—Guzik2009). This area also encompasses
17 of the 25 most developed regions of Central peifeased on nominal GDP per capita:
altogether, in this “top list”, seven positions @a&en by national capitals with predomi-
nantly service-based economies, but elsewheresdhienders are mainly industrial with a
high ration of Foreign Direct Investment.

Figure 2: The spatial structure of industrial enyptent, 1990 and 2008 (%)
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Figure 3: Location patterns of light and food inciuyg¢NACE DA-DE) and machine indus-
try (NACE DK-DN), 2007/2008.

\

2
n
) 8
assmun  Rn
B
o Q8 ]
8

2
n
) 8
g =Y
arbwwn X3
25289y S

X
R 6 — 40 - 40
| N 41-45 NN 41-45
II‘.‘ 6 - 50 50
]

Source: Author’s construction based on nationaistieal yearbooks and EUROSTAT

With respect to the location of advanced businesd@ces, (financial intermediation,
real estate, renting and business activities; NAEK), they correspond closely to the ur-
ban hierarchy and are disproportionately locatedeintral regiorfs the degree is 61% in
Slovenia and Slovakia, 57% in Bulgaria, 56% in Hanyg 51% in Croatia, 42% in the
Czech Republic, 39% in Romania and only 23% in ila’he proportion is higher in
states with a more monocentric urban network, ilegee Czech Republic with Brno as a
weak secondary pole, and somewhat more evenlylditgd in relatively polycentric Ro-
mania and Poland. The uneven distribution of bissireervices also has implications for
the economic benefits of industry: even when mastufang activities are distributed in a
somewhat decentralised manner, the services tidteta — management, research, finan-
cial services etc. — are often located off-sitéange urban centres, if not out of the country
altogether. The ongoing process of business sereiceation has resulted in the emer-
gence of business service centres in Central Eutmgeresults have so far been modest
compared to Western Europe, and still show strosgatial concentration than manufac-

turing>

2 From here on, for the sake of comparability, tentis used to refer to national capitals as weltreir
immediate surroundings — i.e. Mazowieckie and @Gérttungary, but Praguplus Central Bohemia and
BratislavaplusWestern Slovakia etc.

% Sass(2008) lists 36 business service centres in Hyngaat have received investment support; of them,
only 8 are located outside the Budapest agglonwrand a further 4 have staff split between Budaped
one of Hungary’s large cities.



Sectoral and spatial components in economic diffiéon

Using cross-sectional data, this part of the pajpes to examine the patterns of in-
dustrial and service-based competitiveness acressr& Europe in both the sectoral and
spatial dimension. A correlation analysis of semt@mployment with per capita nominal
GDP as a % of the EU-27 average was undertakerssaqast-socialist Central Europe
with a database of 55 regions (for lack of up-ttedaub-national data, Serbia, Montenegro,
Albania and Bosnia-Herzegovina were excluded frbmanalysis). Data for employment
was available for 2007-2008, while for GDP, 20@fifes were used. To examine whether
there would be identifiable centre-periphery relaships in the spatial structure of indus-
try, separate calculations were made for diffecatégories. First, a distinction was made
between a North-Western and South-Eastern grougowftries to see if relevant North-
West—South-East differences existed. The clastificavas based on geographical posi-
tion, but it is also reinforced by data frdfigure 1 Second, sub-national differences were
also incorporated into the analysis with a diffeemade between central regions (as de-

fined in Footnote 1) and non-central regions. Tla@nmesults are summarisedTiable 1

Table 1: Correlation between the share of sectargdloyment (2007—2008) and per capita
nominal GDP (2006)

Agriculture,
Industry and )
) Forestry and ) Services

Region ) ] Construction

Fisheries (NACE G-Q)
(NACE C-F)
(NACE A-B)

All regions -0.48 -0.16 0.64
North-Western group -0.48 -0.22 0.70
South-Eastern group -0.31 -0.26 0.46

Non-central regions -0.47 0.42 0.30
North-Western group -0.49 0.71 -0.10
South-Eastern group -0.10 -0.14 0.21

Central regions -0.62 -0.58 0.76

Source: Author’s construction based on nationadistieal yearbooks and EUROSTAT

Looking at the final results, it is visible thattbacentre-periphery relationships exist,
but sub-national differences are more relevant gn&North-West—South-East split. Glob-
ally, employment in services has a moderate pe@sitiorrelation with the level of eco-

nomic development (more so in the North-West), ble of industry and construction is



ambiguous with a weak negative correlation, whieiculture is still tied to traditional
underdevelopment. If we remove central regions foam calculations, however, the per-
spective changes: industry becomes the main cotdrido development in the North-
Western group, and the modernisation effect ofisesvseems to be very modest, or even
exhausted. The difference between North-West andhS6ast is a difference in growth
potential: the FDI-transformed industrial landscapehe North-West is already a strong
engine of growth (and it is the author's consideopthion that this has not been funda-
mentally altered by the 2008 crisis — not in thegléerm), while that of the South-East is
still before important structural changes and dtow of investments that would turn it
into the same. Finally, the previously discussedceatration of the most advanced ser-
vices contributes to the growth of central regiaihey have moved strongly towards the
competitive service-based post-industrial econaaitiqough the positive effects of a select
few industries — publishing, fine mechanics andotes knowledge-intensive groups — can

be measured in their case as well.

Table 2: Sub-sectoral components (processing ingushd per capita nominal GDP in the
North-Western group (2006)

Redi Food and Light Chemical Metal Machine
egion

9 (NACE DA-DE) (NACE DF-DH) (NACE DI-DJ) (NACE DK-DN)
All regions -0.2 0.1 -0.1 0.3
Non-central regions -0.6 -0.1 0.2 0.6
Central regions 0.3 -0.4 -0.2 -0.1

Source: Author’s construction based on nationadistieal yearbooks and EUROSTAT

A further analysis of results was possible via finer break-down of employment
data for industry ifrable 2 Here, due to the availability of sub-nationalajainly the 37
regions of the North-Western group could be inctudeonfirming previous hypotheses,
employment in machine industry (NACE DK-DN, esp#gialectrical, optical and trans-
port equipment) showed a moderate positive coroeld0.6) in non-central regions and a
very weak negative one (-0.1) in central ones. @wmswly, the values for food and light
industry (NACE DA-DE) were -0.6 and 0.3, respedtiv@lthough DE, paper, printing
and publishing, which has strong ties to creativ@ustries, were at 0.8 in the central
group). FDI-driven manufacturing, therefore, canseen as the strongest component of

territorial competitiveness outside central regions



Figure 3: Regional correlation between the shargeoforal employment (2007-2008) and
per capita nominal GDP (2006)

2007-2008

Strongly negative
Negative
Positive
Strongly positive

Source: Author’s construction based on nationaissieal yearbooks and EUROSTAT

In an attempt to draw further conclusions, the degsf correlation was also exam-
ined on the regional leveFigure 3. Since correlation analysis is not directly pbksifor
individual regions, values were instead determibgdiesting how the removal of data
points would affect the correlation coefficient fiie remaining dataset. These were then
placed on a five-step scale indicating the direciiad degree of correlation. Again, results
showed a confirmation of previous hypotheses: m North-Western group, regions in
Central Europe’s industrial heartland showed pasijtoften strongly positive correlation
while the case was opposite in central regionghéosouthwest, the picture was more var-
ied. However, there is also something that may lgénamer of hope to some peripheral
regions — in Eastern Poland and Romania’s lessaj@s® regions, positive correlation can
be seen between industrial employment and econdeielopment. It may be assumed,
although currently without strong statistical evide, that food industry and some light
industrial traditions are the reasons for this cetitpeness.
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Discussion: Path-dependent industrial upgradingaasrtuous legacy

As the previous section of the paper has demoestrations of radical industrial
restructuring, or progression from industrial tspmdustrial economies as a self-evident
consequence of post-socialist industrial restruatuseem far-fetched: the tertiary econo-
mies of central regions are in contrast with nont@@ spaces where economic develop-
ment is still largely tied to industry, primarilyanufacturing. While services play a vital
role in employment, they usually do not represegl alue added sectors and where they
do, they have so far failed to develop strong negliepecialisations.

The more and less concentrated nature of compaigss based on the tertiary and
secondary sector has wide-ranging implications.afgied previouslyLux 2008, 2009),
there is a case for a differentiated understandihgerritorial competitiveness in post-
socialist Central Europe. In central regions, tHeaatages of service-based growth have
been realised to their fullest, and with the spétween industrial production and related
services, some of the indirect benefits of the sdaoy sector also manifest there. A select
number of knowledge-intensive industries have sirhyilstrong positions. In intermediate
regions — non-metropolitan regions which had béeefirom mainly FDI-based industries
— competitiveness is largely industrial, and thedfieial effects of industrial upgrading
and, more recently, modest cluster developmentapparent. Finally, in peripheral re-
gions (both traditional peripheries and de-indasised Old Industrial Regions), this bene-
ficial effect is much less present, although tiadél food and light industry, somewhat
less integrated into transnational production netaomaintain footholds.

It is a question worth asking whether this thregfdhssification is a consequence of
a development lag between Western and Central Earopconomies, as the late arrival of
the industrial crisis also suggests, or the stnag played by industry is a product of a
region-specific development model. Analysis@zirfusz(2007) has shown that economic
specialisation in industry is found in the Centgalropean heartland, Southern Germany,
Southern Ireland and Transylvania; in this resgéatay be possible to speak of a more or
less continuous space of industry-based integrdtmm Bavaria to Budapest and Ljubl-
jana. The re-emergence of historical spatial past@m competitiveness and economic spe-
cialisation offer suggestions for the latter. Urigiag “soft” location factors that have con-
tributed to them can be seen as path-dependefit,r@ots in long development processes
and industrial legacies. Manufacturing traditiotie availability of skilled labour force,

institutional learning ability, reconstructed sdcend institutional networks including
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training and higher education belong to this catggand have become more and more
influential in development over the last decadert&le continuities in this sense have a
strongly beneficial role, and are more close toaglgal understanding of industrial restruc-
turing than radical renewal — closest to the prddacst model inHudson’s(1994) typol-
ogy. Until the more recent phases of transitionintgdarger-scale, branch-plant style in-
dustrial investments have been the most widespreitd a strong duality between domes-
tically and internationally owned entitieBgrta 2005,Havlik 2005,Kiss 2007). However,
both with the evolution of industrial integrationopesses and the adaptation necessitated
by the crisis, SMEs, their networks and the indrepgvolvement of domestic or other
Central European suppliers have become increasretgyant in further progress. Several
authors (e.gGuerrieri 1998,Lemoinel998,S06s2002 andHavlik 2005) have shown the
strong role played by labour-and scale-intensiwapction types in the industrial structure
of post-socialist states in the first decade afsitgon; however, looking at the subsequent
development procesd dfilleur 2008, Jirgens—Krzywdzinsk2009), it becomes apparent
that the upgrading process has lead to the incrgatiare of higher value added produc-
tion types (specialised supplier and knowledgensitee industry) and a new European
division of labour.

In sum, it can be suggested that in the industraisformation of Central Europe,
path-dependence has not been an exclusively disayeous phenomenon, just like it
hasn’'t been in Western European industrial spaOesside central agglomerations, the
advantages of post-industrial economy have beé&eréimited, and all of the reservations
outlined in the second part of the paper apply. Cbeections of the economic branch
structure have largely run their course; in fattisimore the possibility of further de-
industrialisation and de-specialisation in non-mjtlitan areas, not over-industrialisation,
which can be seen as more problematic. If the wiggaprocess in the industry has not
made Central European industrial spaces prospe&wersight, it has at least lead to their
gradual and significant improvement, and can besetgal to continue beyond the crisis. It
remains to be seen if, and how their lessons mappked to spaces that have so far been
unable to integrate into this process, or if otfpassibly also path-dependent) sources of

competitiveness can become relevant in the unfgldost-transition period.
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