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Abotl

Shortly after the end of the Kosovo war, l#s of the Yugoslav dissolution wars, the
Balkan Reconstruction Observatory was s@iingy by the Hellenic Observatory, the
Centre for the Study of @al Governance, both institutes at the London Scliool o
Economics (LSE), and the Vienna Instifotelnternational Economic Studies (wiiw).

A brainstorming meeting on Reconstructiad Regional Co-operation in the Balkans
was held in Vouliagmeni on 8-10 July 199%eriewy the issues of security,
democratisation, economic reconstructionthadole of civil society. It was attended

by academics and policy makers from @lttluntries in the region, from a numifer o

EU countries, from the European Commission, the USA and Russia. Based on ideas and
discussions generatedthis meeting, a policy paper on Balkan Reconstruction and
European Integration was the product oflaborative effort by the two LSE institutes
and the wiiw. The paper was presentedfeitcav-up meeting on Reconstruction and
Integration in Southeast Bye in Vienna on 12-13 Nawber 1999, which focused on

the economic aspects of the process of recatistn in the Balkans. It is this policy
paper that became the very first Waykaper of the wiiw Balkan Observatory
Working Papers series. The Working Papees published online at www.balkan-
observatory.net, the internet portal of the vidalkan Observatory. It is a portal for
research and communication in relatioactmnomic developments in Southeast Europe
maintained by the wiiw sint®899. Since 2000 it also serves as a forum for the Global
Development Network Southeast Europe (GDN-SEE) project, which is based on an
initiative by The World BanWith financial support from the Austrian Ministfy o
Finance and the Oesterreichische Nationalbank. The purpose of the GDN-8EE pro

is the creation of research networks throug Southeast Europe in order to enhance
the economic research capacity in Southeast Europe, to build new research capacities by
mobilising young researchers, to pr@mkhowledge transfer into the region, to
facilitate networking betweeasearchers within the region, and to assist in securing
knowledge transfer from rasehers to policy makerBhe wiiw Balkan Observatory
Working Papers series is ong teaachieve these objectives.



Global Development Network
Southeast Europe

This study has been developed in the fraseanchnknetworks initiated and monitwored by wii
under the premises of the GDN-SEE partnership.

The Global Development Network, initiated by The World Bank, is a global nétwork o
research and policy institutes working t@geth address the problems of national and
regional development. It protes the generation of local knowledge in developing and
transition countries and aims at buildingarebecapacities in the different regions.

The Vienna Institute for International Econo®iadies is a GDN Partner Institute and
acts as a hub for Southeast Europe. The GDN-wiiw partnership aims to support the
enhancement of economic research dgpani Southeast Europe, to promote
knowledge transfer to SEE, to facilitatevoeking among researchers within SEE and

to assist in securingdwledge transférom researchers to policy makers.

The GDN-SEE programme is financed i Global Developent Network, the
Austrian Ministry of Finance and the Jubilaumsfonds der Oesterreichischen
Nationalbank.

For additional information see www.balkbeervatory.net, www.wiiw.ac.at and
www.gdnet.org
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Abstract

Past decades in Central and South East European countries have been characterised with
shrinking of manufacturing outpuand employmentHowever, little is known about the
causes, nature antthe extent of deindustrialization in these countriegreg regional level.

The objective of this research is to explore the regional patterns of deindustrialization and
determinants breindustrialization in several CEECs and SEECs. Our analysis preseats

of thefirst attemps to address these processes at regional level while taking into adteunt
spatial effects. Aspatial panel Durbin econometric technique is applied to data covering
2006 +2012 period to discern intettregional from intra £regional effects. Results of
investigation reveal spatial clustering of economic activitiaits of deindustrialization are
observed in metropolitan areas amdregionson eastern belt of these countries while other
regions reveal traits of shift towards high teology intensive manufacturing.
Recommendations for future policy makers are provided.

Keywords: deindustrializain, reindustrialization, regions, spatial analysis

1. Introduction

Over past decades the economic landscape of many developed and developing countries was
marked withdecreasingnanufacturing shares in the output and employment. The sources of
deindustrializationn Central and South BaEurope (CEECs and SEEQ®) in excessive
pretransitionaindustrialization, economic and political disintegration and pursuit of inward

and inport oriented policies. Low intensity of enterprise restructuring and the late integration

in internationaleconomic and pdalcal associations havéurther facilitatedthis process
(/IDQGHVPDQQ 'DPLDQL DQG 8YDOLU 201498bidikg O H W W
on old Kaldorian (1978) argumentsbout the beneficial role of manufacturing in the
aggregatgrowthrecent economic turmoil has once again revived the interest in the topic of

reindustrialization(Rodrik, 2006; Tregenna, 2011Yet, the research on the processes of



deindustrialization and reindustrialization in CEECs and SEECs is rather scarce and

descriptive in nature.

The objective ofthis paper is to explore eelatively unexplored niche in deindustrialization

and reindustridzation literature, a role of regional factoihe research seeks to explore the
existence andhe extent of regional differences in industrial structure, the causes of
deindustrialization and determinants of reindustrialization in SEECs and CEE&=are
several reasons ranging from institutiomalmhiework over market dynamidbe behaviour of

firms and industriesand localised vertical and horizontal linkagést candetermine the
regional growth potetial and economic structure (RodriguezPose, 1994; Bathelt and
Kappes, 2008; Kunc et al., 2Q1Ropescu, 2024 The deindustrialization of SEECs and
CEECs over past decades as well as importance of potential reindustrialization for their
future growth make it wortlo investigatehe determinants behind tHermation of spatie

functionalrelationships at regional level.

The investigation utilises théataon regions from several SEECs (Croatia, Serbia, Bosnia
and Herzegovina ahBulgaria) andCEECs (Czech Republic, Slovak Republgipvenia,
Hungary, Poland) in the period of advanced transition@2W12) The novelty of approach

lies in the use of spatial Durbin panel model, a technique that enables examination of both
within and between regional factors. The research also aimtore the role of distance in
generation of interegonal processesThere has been no attempt to address processes of
deindustrialization and reindustrialization at regional level using spatial econometric
techniques. The rest of paper is structuredbsws. Nexttwo sectiors providediscussion
about and the empirical analysis ofthe sources, nature and implicas of
deindustrialization The model for investigation of the prospects of reindustrialization is
developed in section four followed witlisdussion of methodology and the dataset in section

five. The results of investigation are presented in section six. Section seven concludes.

2. Deindustrialization and reindustrialization

Over past decades substantial empirical evidence has been produitedbeneficial effect
of manufacturing on the aggregate growth (Jasinowski, 1992; Wells and Thirlwall, 2003;

Behesti and Sadighnia, 2006). For reasons such as economies of scale, extended scope for



learning optimal application of embodi&dowledge andechnologies within and outside of
sector manufacturing is considered as the engine of technological progressdlCd977
Fagerberg and Verspagen, 2002; Szirmai, 200@ufacturing fuels technological change

in other sectors through backward andward linkage effects. Yet, the share of
manufacturing sector in both output and employment of many economies has been steadily
decreasing. Explanations of this trend point to rising living standard and consequent change
in demand patterns as well as reedibon of labour from manufacturing to services due to
faster growth of productivity in the former sector (Kuznets, 1957; Chenery, 1961; Saeger,
1997; Rowthorn and Ramaswamy, 1997; Szirmai, 2009; Bogliaccini, 2013).

Commonly a distinction is made betwetmo types of deindustrialization referred to as
positive and negative deindustrialization (Rowthorn and Wells, 1987; Clavijo et al., 2014).
Former refers to the downsizing of manufacturing employment due to reallocation of workers
to service sector due tifferences inproductivity growth. In accordance withis view,
deindustrialization is the natural outcome of successful eciendevelopmentassociated

with rising living standards in advanced economesd influenced by productivity
developmentsin the service sector (Rowthorn ari@damaswamy, 1997). Influence on
economic fundaments may be importantaiesemploymenincrease in the service sector and

its influence on living standards in various countrregardles®f their level of development.

The neative consequence of the deindustrialisation coulidteepretedas a result of shocks

to the system as a large appreciation in the real exchangamdtgromotion of structures
which favour productiorfor domestic market (Greenaway andniNal998), aswell as

political and economic markets disintegration (Damamd 8 Y DO L U

Deindustrialization in developed countries is often associated with trade liberalization and
greater openness of these economies (Saeger; A@fetson, 1999; Rowthorn ardoutts,

2004. Loss of jobs, declining wages and the reallocation of workers from manufacturing to
other sectors of economy amommonly explained with factor price equalization or
reallocation of production to lowtwage countries in search for quasitserEmpirical
literature does not unambiguously suppsrth reasoningWhile some authors suggest that
trade liberalization and reallocation of manufacturing abroad accelerates shift towards
services (Spilimbergo, 1998; Dasgupta and Singh, 2006; Boglia@f13) for others the

deindustrialization can primarily be associated with faster growth of productivity in



manufacturing than in services and rising propensity to demand for services (Rowthorn and

Ramaswamy, 1997; Kollmeyer, 2009).

Under neoclassicdtamework the exogenous change in relative factor endowments or any
occurrence leading to the expansion of nemanufacturing sectors leads to shrinking and
import substitution of manufacturing employment and output (Corden and Neary, 1982
Kucera and Miberg, 2003; Palma, 2005; 200&vidence from some of developing countries
suggests that expansion of resodrgensive sectors has important role in the
deindustrialization process (Clavijo et al., 2014). For new structural economics the structure
of an economy is endogenous to its factor endowment structure. To this end, changes in
economic structure reflect favouring of national institutional and policy environment towards
technological upgrading in sectors compatible with its comparative advantageitsadid
endowment structure through downsizing of market distortions, the coordination of related
investments across different firms in the same industries, the compensation of information
externalities for the pioneer firms and the nurturing of new imgssthrough foreign direct
investment (Lin, 2009; Lin and Chang, 2009; Bruno et al., 2014).

Important feature of economic activity is its uneven spatial distribution. The reasons for such
occurrence range from between and within industry externalitiesspall, 1920; Jacobs,
1969) to historical idiosyncratic factors (Krugman, 1981; 1990). It seems that the diffusion of
industryspecific information across the space occurs at slow pace and binds firms for the
same location over time (Jaffe, Trajtenbergl aHendersohn, 1993). Similarly, intim
networking requires understanding of business culture and the way in which firms make
interactions (Cooke and Morgan, 1993). Hence, the maturity of locational information
network is important determinant for fhtEting of interfirm communications and
information spillovers (Golley, 2002). Importance of historical factors also arises from legacy
of industrial activities undertaken by firm which can be associated with better knowledge
about supply sources, didtution networks and technology and thus can bind firms for
specific location. Audretsch and Feldman (1996) note that spatial concentration of economic
activity facilitates development of innovations while Szirmai (2009) suggests that spatial
concentratiorof manufacturing offers sizeable opportunities for the accumulation of capital

and thus aggregate growth.



The above reasoning has important implications for the understanding of the nature of
deindustrialization process and its impact on regional deredapand growth. The decline

of manufacturing sector in particular region inevitably leadsh&disruption of existing
supplier, distribution and information linkages. It also requires from all surviving firms in the
production chain to engage in seafchnew information and clients. The rate of success in
this process will determine the survival of remaining firms and development prospects of an
entire region. At the same time, downsizing of supply on job market could lead to
unemployment increase agen trigger migration trends. The consequence of this process is
accelerating deindustrialization and regional growth slowdown. Evidence from regions in
both Western Europe (Bathelt and Kappes, 2008) and CEECs and SEECs (Popescu, 2014)
provide support tohie abovedescribed effects of deindustrialization.

Evidence from developing world suggests that deindustrialization in these countries occurs at
much lower levels of per capita income than it was the case with contemporary developed
economies (Dasguptand Singh, 2006; McMillan and Rodrik, 2011; deVries et al., 2012;
Rodrik, 2015). The inability of labour market in these countries to satisfy requirements of
knowledge intensive service sector whose role in the dynamics of modern knowledge
economies is pmvision of specific information for their clients and support in the
development of innovation capabilities and outcomes leads to the movement from the
manufacturing towards technologically stagnant andtremfable low knowledge intensive
sector (LKIS). he consequences of such structural change are slowdown in economic

growth and in income convergence with the developed countries (Rodrik, 2015).

Similar to the other parts of world deindustrialization was an important feature of economic

life in CEECs ad SEECs over past two decades. Several authors note that primary drivers of
deindustrialization in these countries rarfgmn excessive industrialization in pretransition

period over economic and political disintegration, inward and import oriented golicie

intensity of enterprise restructuring to the late integration in regional, European and global
economic and pdical associations Greenaway and Nam, 1988; Landesmann, 2005;
'DPLDQL DQG 8YDOLU %DUWOHWW The proce$s0fXQR HW
deindustrialization in second decade of transition was largely driven with trade and capital
IORZ OLEHUDOLVDWLRQ %DUWOHWW 'DPLDQL DQG 8YCLC
in substitution of tradable output with non tradeable goods (€&¢ HW DO DQG

taken place in an environment absent of proactive industrial development policy that would



remedy market failures with respect to coordination, provision of information and

compensation of externalities.

Due to democratic deficand complexities of the political situation in Southeast Europe, the
political and economic integratiorf the SEECs with the EU hdseenlagging behind the

&((&vV ,W VHHPV WKDW WKH PDLQ LPSOLFDWLRQ RI WKH 6 ((
integration to the EU is that, on average CEEC are more specialised in medium high and high
technology industries. In large extent, the differences could be explained as a result of FDI
from developed European countries in CEECs in the period from 90samyizamijan et al.

2013). Moreover, during 2000s, many CEECs have reversed the trend of deindustrialisation
and demonstrated signs of reindustrialization, by specializing in more technology intensive
sectors (Landesmann, 2005). At the same time theamtioin of manufacturing in SEECs
continued albeit with few exceptions such as Bosnia and Herzegovina and Albania.
Explanations of these negative processes for SEE countries range from inherited industrial
policy from 1980s and the oversized industrial ecas well as the dissolution of -ex
<XJRVODYLD DQG WKH GHOD\HG (8 LQWHJUDWLRQ 'DPLDQL

Overall, existing body of knowledge on deindustrialization has pointed to humber of factors
behind this process. However, it needs to be highliglthat it suffers from a number of
shortcomings. First, the prevalent approach of many studies to causes of deindustrialization is
to focus on its individual determinants instead of their joint assessment in a comprehensive
framework. As noted by Kollmey€R009) such approach could lead to omitted variable bias
and inaccurate parameter estimates. Secondly, existing studies in general do not pay attention
to historical perspective of industrial development. Third, there is limited body of research on
the rde of regional factors in deindustrialization, particularly when it comes to the
assessment of intr@gional and interegional effects. Finally, existing information on the
processes of deindustrialization in CEECs and SEECs is relatively modest arlgd most
descriptive in nature. There have been no, to the best of our knowledge, attempts to assess
regional dimension of deindustrialization in these two groups of countries while controlling

for spatial effects of industrial development. The rest of papanpts to fill this gap.



3. Regional patterns of deindustrialization in CEECs and SEECs

Before transition the economitandscapeof CEECs and SEECs waaracterised with an
exceptionally high share of industry compared to market economibe similar level of

economic development.The regime switch during 1990driggered shrinking of
manufacturingand in some countries, particularly CEECs, a growth of service ségtor.

important distinction of this process from similar ones in mature market econdsnies
accompanying disintegration of economic structure including disruption of production links,
destruction of trading relationships, a fall nvéstment all of which tooglace in the midst

of institutional transformatiorBy 2000s in manyCEECs these ¢nds were reversdalt the

decline of manufacturing in SEECs continued DQGHVPDQQ 'DPLDQL DQC
2014).

While the nature of deindustrialization processes during 1990s in CEECs and SEECs is
largely documented little is known about more recent developmetite second decade of
transition. This is particularly true for regional patterns of deindustrializatmd
reindustrializationBearing in mind that by the second decade of transition major institutional
reforms in majority of these countries were completed and market mechanisms were in place
it is reasonable to expect that industrial development is rdnvigh different set of factors

than those in place at the onset of transitiimese include changes in productivity, overall
competitiveness of sector and the performance of an entire economy. Following Tregenna
(2011), regional share of manufacturing ppfayment in total employment can be

decomposed in the following way:

Let %; bethe share of sectarfrom regionj in the periodt in total employment of given

region and |;, the level of employment in sectoof regionj in the periodt. From there an

identity can be formulated; 3;Qj where Q@ is sectorl fV YDOXH Digi&lab@r DQG 3
intensity of that sector, measured agg3 4p//n addition, letterm §,,L P y,,be labour
productivity of regiorj in periodt D Q fsis/the share of sectoin total value added in region

j in the periodt defined as 43 . The above expressions enable construction of an identity
expressing the share of manufacturing employment in total regional employment as a product
of the labour xintensity of manufacturing, the share of manufacturing in total value added

and aggregate econon#wide labour productivity:



A Moo . 1 s
Quve g Ouvde (1)

where all terms are defined as previously. The above identitypeatecomposed in three
components associated with changes in the manufacturing {attensity, share of

manufacturing in total value added and economy wide labour productivity:

cLPghl—jsk ghF  gwi KAy wi Biet EARPE ‘Biei EB:iAm EAR_E
2 KynF Ay AK gt Bnel E gtPE (Bhet EBvit gt E greE- KEnF
Egwi oK gt Aot E gWPE Ael EAG: gmi E ghe (2

The component=k gnF g o[KAyrmi Enei E Ay PE (Bvel E BviAymy E Ay in

equation (2)measures the laboimtensity effet¢ of changes inthe sector employment.

5
- KAy nF Ay K gt Bhet E gl PE (Biei EBG: gmi E gne.  mMeasures the
contribution of changes in the share of sector in total value added of region to changes in the

share of sector in total employment. Finally, thggregate laha-productivity effect

5 . : .
~ KEgnF Egmi O[K gre0 Aot E g PE Al EAG: gmi E g is @ residual in
equation that will measure the contribution of changes in aggregate labour productivity to

changes in the share of sector in total regional eympént.

Based on the above three components, conclusions can be reached about the causes of
deindustrialization (or industrialization) in analysed regions. The decline of manufacturing
employment share associated with the labour intensity effect candsstood as a signal

that sector as whole is not in decline but the problem is associated with its |abanbireps
capacity The loss of employment driven by sector effeéf {8rm) may be interpreted as an
evidence that causes of deindustrializatobld LQ ODFN RI VHRFOWRUTV G\Q
competitiveness Finally, the third element signals whether the decreasing share of
employment in the manufacturing sector is relatethéaworsening performance ai entire

regional economy. The sum of three compas adds to the change in share of
manufacturing employment in total employment of region. Hence, the relative (in
percentages) contribution of each of these components to the overall change in share of
manufacturing employment can signal the causes dedé&industrialization in analysed

countries.



In order to assess the causes of changes in regional manufacturing employment a data from
panEuropean firm level database d®7 regions from five CEECs (Czech Republic,
Slovenia, Slovakia, Hungary, Polandjdafour SEECs (Croatia, Serbia, Boshiarzegovina

and Bulgaria) is used for 200812 period, the most recent years for which data was
available. Recent review of European firm level datasets by the European Central Bank
(2014) defines Amadeus as the sdet proxy to pakuropean firm level dataset and
considers it as the most adequate firm level database in European countries at the present
time. The analysis covers all major sectors of economic activity where firms are considered
as active if at leastn® observation of revenues is available overabserved time period

The sample size varies over years fle@8d525firms in 2006 to 394762 firms in 2012

Figure 1: Changes in the share of manufacturing in output and employme2 @6
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Starting point of analysis is the inspection of changes in the share of manufacturing in both
output and employment of analysed countries. Figure 1 presents average values of both
trends. For expositional convenience it is dividedowar quadrants. Starting with upper left
guadrant it is evident that in majority of countries belonging to CEECs over analysed period
there has been an increase in the share of manufacturing in total output that was accompanied
with a decline in the shamf manufacturing in employment. This group also includes two
SEE countries, Croatia and Bulgaria. Figure 1 also includes aggregate data for CEEC and
SEEC groups of countries. When observed as a whole, both groups of countries were

characterised with risa output share of manufacturing and declining share of manufacturing



employment. However, the decline of manufacturing share in employment and the rise of

output share have been much weaker in SEEC group.

The above pattern can be understood as a signal of a positive deindustrialization where
improvements in labour efficien@re accompanied with increasing output of manufacturing.
However, it may also signal a shift towards more technology intensive seators
manufacturingThe lower left quadrant refers to countries that have experienced a decline in
both the share of manufacturing in output amdhe employment. This trend is particularly
emphasised in Serbia andadesser extent in Sloveni&inally, the exception from an entire
group is Bosnia and Herzegovina where reported findings suggest a decline in the share of
manufacturing in output but an increasghe employment, a signal of a rise in inefficiency

of manufacturing sector.

Table 1: Decompdson of changes ithe manufacturing share of employment 268®12 (national average)

Labour intensit Sector share Aggregate
Country effect g effect produgcgtjivi?y effect Total
Bosnia Herzegovinag| 820 -381 -339 100
Bulgaria -1498 569 829 -100
CzechRepublic -1196 391 705 -100
Croatia -137 19 18 -100
Hungary -2024 758 1166 -100
Poland 567 144 -811 -100
Serbia -360 -36 296 -100
Slovenia -317 -148 365 -100
Slovak Republic -903 293 510 -100
SEEC -846 180 566 -100
CEEC -339 27 211 -100

Source:$XWKRUVY FDOFXODWLRQV

Should sources of above findings be looked for in changes of labour intensity of
manufacturing, shift in sectoral dynamism or overall productivity growth or decline? To
answer this question, a previously described decomposition asfgels in manufacturing

share of total employment is presented in Table 1. Reported numbers refer to percentage
contribution their sum being equal to 100% of observed change in the employment share. The
aggregate data for groups of CEECs and SEECs dementaé in both groups of countries

the strongest impulse to the decline in manufacturing employment share has come from
changes in the labour intensity effect. As said earlier, rising labour productivity reduces

demand for manpower and thus leads to & manufacturing employment.



A crosscountry analysis reveals heterogeneous picture. Starting with Bderzagovina, it

is evident that an increase in the share of manufacturing employment has come from a rise in
the ldbourintensity of manufactumg. Furthermore, these two effects are complemented with
the declining dynamism of manufacturing sector and a decline in total productivity of an
economy, a pattern suggesting erosion of competitiveness. In Croatia and Bulganmenstwo
advancedSEECs tle primary source of declining manufacturing employment seems to be
declining labowintensity of manufacturing. At the same time, improvements in the sector
share and aggregate productivity growth can be observed. Finally, the origins of a negative
manufaturing employment trend in Serbia are in declining labour intensity and sectoral
dynamism of manufacturing sector which are not offset with improvements in an overall
productivity of economy. The analysis of CEECs revesasilar picture In all countries
declining labour intensity of manufacturing is accompanied with an increase in the sectoral
dynamism and aggregate productivity of an economy. The exceptions from this pattern exist
in Slovenia and Poland. While in former signals can be detected of dgatimmpetitiveness

of manufacturing sector (sector share effect), in latter a rise in labour intensity and sectoral
dynamism are observdulit these effects are offset 8gcliningaggregatgroductivity.

Four divergent patternsan be distinguished frorabove Countries like Czech Republic,
Bulgaria, Croatia, Hungary and Slovak Republic might be going through restructuring
towards more technologically intensive sectors of manufacturing. Such finding, consistent
with evidence from earlier literature sugtgeghat these countries are much closer to
restructuring than telassical notion ofleindustrializationln Serbia and Slovenia evidence
suggest declining competieness of manufacturing sector consistent vk classical
notion of deindustriatiation. Finally, inPoland, a decline in overall productivity of economy
may be at place while findings for Bosnia suggest both declining competitiveness of
manufacturing and economy as well as shift towards more labour intensive activities.
guestion tht arises is whether all regions of analysed countries have been characterised with
the samepattern of industrial developent Proximity to state border, inflow of foreign
capital and associated transfer of skills and knowledge, degree of urbanizatiozlahed

agglomeration externalities are only some of reasons why it can be expected that the



manufacturing employment and output exhibit divergent path across refgmribis reason,

the above analysis is undertaken at the levBlWdT S3regions withinanalysed countriés

Figure 2: Changes in the regional share of manufacturing in output and employme202Q06
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Figure 2 brings together changes in the regional share of manufacturing output and
employment of 197 regions included in analysis for 2R062 period. Particularly
interesting are findings for several regions locatethalower left and upper right coen.
Formerareregions exhibiting signs of deindustrialization, i.e. decline in both manufacturing
output and employment while latter set of regions are characterised with an increase in both
output and employment in indtry, asign of eroding efficiencyr shift towards labour
intensive industriesThe deindustrialization processes are particularly emphasised in one
Bulgarian region bordering with Romania and three Hungarian regions bordering with
Croatia and Ukraine. With respect to the second grouggbmns, evidence suggests again
that eastern bordering regions of Hungargcharacterised with declining competitiveness of

manufacturing sector.

Figure 3 providesnore detailecassessment dividing regioasross countriesStarting with
BosniaHerzegwina it is evident that its three administrative units follow different paths of
industrial developmentn CEECs there is evidence of deindustrialization taking place in and
around metropolitan areas. The exception from this are only Czech Republicoza#is|

1In the case of Bosnia Herzegovina administrative division does not correspond with NUTS
classification and analysis makes distinction between two country's entities and the district of Brcko.



where majority of regions demonstrate signs of reindustrialization with rise in manufacturing
output share in some cases accompanied with rise in manufacturing employment. Further
interesting finding is that regions on far east of these countriestlyrbordering Ukraine,
Belarus or Romania are also hit by deindustrialization. A likely explanation is that inflow of
FDI, responsible for industrial development of these countries throughout much of last two

decades has targeted regions closer to thet Bl@opean member states.

Figure 3 Changes in the regional share of manufacturing in output and employmer2@I®@ountry data)
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Evidence from remaining three SEECs offer somewhat different story although traits of
deindustrialization are also evident in metropolitan areas of these countries and in their
surrounding. In Croatia in addition to capjtebastal regions traditionally inclined to tourism

are characterised with decline in both manufacturing output and employment. In Serbia,
however, signs of deindustrialization can be observed in addition to main metropolitan areas

in some of its easterregions that were known in pretransition period as centers of heavy



industry. A likely reason behind such findings is stagnation and declining competitiveness of
industrial producers from these regions. Finally, most of deindustrializing regions in Bulgaria

are located in central west area bordering Romania and in eastern coastal regions.

As in previous cases, the search for causes of industrial development pattern in analysed
regions is based on the decomposition of changes in the share of manufactynliogreent

on labour intensity, sector share and aggregate productivity effaet. horizontal axis
measures sectoral share effect while the labour intensity efi@episted on the vertical axis.
The weakness of presentation is the lack of tdirdension aggregate productivity effect
For the expositional convenience regions are dividefdun groups.In regions thaexhibit
traits of deindustrialization botbutput andemploymentmanufacturing shares afalling.
Second group comprisagstru¢uring regions where manufacturing output increases but
employment is falling. Third group comprises regiongh rising labour intensity of
manufacturingwhere both output and employmesharesare growing. Finally,fall in
efficiency of manufacturingocaurs in regionswith decline in maufacturing output but

growingmarufacturing employment share

Decomposition of changes in employment for the first group of regions is provided in Figure
4. Important thing to note is that in majority of these regiorik bmanufacturing and stec

share effects are negative whictay signal declining labour intensity accompanied with the
loss of sectoral competitiveness. Such pattern is typical for industries going through
restructuring towards more technology intensiveodpicts but it also may signal
deindustrializationAs movement from one segment of the market to another requires certain
period of adjustment, a short run loss of competitiveness can be exgdected. of these
regions negative sectoral effect is accamipd with rise in labour intensity suggesting that

the decline of manufacturing is also related to decline in aggregate productivity.

Figure 4 Changes in the regional share of manufacturing in output and employmer2@D®@ountry data)+

regions with declining output aremployment shares
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The decomposition of employment changesraéstructuring regions (Figure Seveals
different story from thene above. In all regionsithin this group a positive contribution of
sectoral share effect can be observed which signals that the part of rising employment can be
attributed to improvemen regional industrial competitiveness. Another interesting finding

is the negative contribution of labour effect. As noted previously, improvements in the
efficiency of industry as well as shift towards less labour intensive segments of
manufacturingcan be associated with such finding. Thus the story that emerges from this
group is that the improvements in sectoral competitiveness together with the declining
labourintensity, a pattern observed by earlier studies on CEECs are key drivers in

reindustrialzation of these regions.

Figure 5 Changes in the regional share of manufacturing in output and employmer2@U®@ountry data)+

regions with increasing output and declining employment shares
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