DEINDUSTRIALIZATION
AND URBAN SHRINKAGE
IN ROMANIA.

WHAT LESSONS

FOR THE SPATIAL POLICY?

Abstract

After remodeling the economies of the West-
ern world all along the 1980s, deindustrialization Claudia POPESCU
abruptly hit the former socialist countries in the
early 1990s. Deindustrialization with destructur-
ing meant the disintegration of the economic
structure and industrial cities, and regions en-  Claudia POPESCU
tered a downsizing spiral of population loss af-  Professor, Department of Tourism and Geography, Faculty
ter the breakdown of traditional industries, out-  of Commerce, Academy of Economic Studies, Bucharest,
migration and suburbanization. Post-socialist Romania
Europe forms a new ‘pole of shrinkage’. Set Researcher, Institute of Geography, Romanian Academy,
within the regional context, deindustrialization By charest, Romania
and urban Shrinkage show a solid cause-effect Tel.: 0040-213-191.900/378; 0040-213-135.990
rglanonshlp in thg Romanian case. The indus- ¢ ... cldpopescu@yahoo.com
trial change of cities creates a pattern of uneven
growth which stays at the core of understanding
the emerging urban shrinkage. The paper finds
out that 122 out of 260 towns had an above aver-
age Location Quotient (LQ) of industrial employ-
ment in 1992 and about 5 million urban dwellers
were under the threat of forthcoming deindustri-
alization. Towns of all demographic sizes were
above average industrialized but mostly were
medium-small and medium-big towns. They lost
more than one quarter of the 1992 population
number, significantly higher than in towns with
below average LQ of industrial employment. At
a large extent, the mix of urban, regional and in-
dustrial policies failed to reduce the social costs
of deindustrialization. The policy response of
spatial strategies, while avoiding the ‘one size
fits all' perspective, should be focused on place-
based approach and should be built on economic
diversification, complementarity and cooperation
within the specific territorial context of small and
medium-sized towns.

Keywords: Romania, deindustrialization,
social costs of deindustrialization, shrinking cit-
ies, spatial policy.

Transylvanlan Review
a[) of Administrative Sciences,
No. 42 E/2014, pp 181-202



1. Introduction

Starting with the 1970s, deindustrialization, in many ways the most potent po-
litical-economic neologism of the 1980s (Doussard et al., 2009), has swept across ad-
vanced industrial economies and has initiated a new cycle of economic transforma-
tion (Abu-Lughod, 1999). In their classical book on ‘Deindustrialization of America’
Bluestone and Harrison (1982) analyzed the causes and social consequences of capital
mobility and dis-investment behavior. Trying to explain the plant closings, communi-
ty abandonment and the dismantling of basic industry, they built on the contradiction
between the requirements of economic growth and the damage that appeared to have
to be done to restructure the national industrial base. The onset of deindustrialization
represented for many old industrial cities and regions the lowest point of what had
been a dominant mode of urban-economic development and the beginning of a pain-
ful shift toward a new pattern of unequal and unstable growth (Doussard et al., 2009).

Plant closures, rationalization of production and industrial job loss came to label
the international process of deindustrialization. Reviewing the definitions of dein-
dustrialization, Healey and Ilbery (1990) include a progressive deterioration of man-
ufacturing trade (Singh, 1977) or the failure of a country or region to secure a rate
of growth of output and net exports sufficient to achieve full employment (Rhodes,
1986). But, perhaps the simplest definition is an absolute decline in industrial em-
ployment (Thirwall, 1982). The main features of the ‘anatomy of job loss” (Massey
and Meegan, 1982) are not in dispute, but their explanation has ‘provoked one of
the widest-ranging and most interesting debates in economic geography’ (Massey,
1988). There are two main interpretations of the spatial shifts in manufacturing em-
ployment: one emphasizes the different characteristics of areas focusing on location
factors (Dicken and Lloyd, 1990; Martin and Rowthorne, 1986; Chapman and Walker,
1975; Scott and Storper, 1986; Hayter, 2000; Keeble, 1976), and the other stresses the
need to set the location factors within the wider context of the restructuring of indus-
try (Massey, 1988; Fothergill and Gudgin, 1985). Understanding deindustrialization
leads to distinct approaches, either behavioral focused on the processes creating spa-
tial variations in economic activity based on motives, values, perceptions, preferences
and opinions, or structuralist attempting to relate the changing geography of eco-
nomic activity to the underlying structure of society and to economic and social rela-
tions (Healey and Ilbery, 1990). Either way, deindustrialization was seen as the cause
of emerging urban and regional deprivation. ‘Boomtown versus busttown” (Bluestone
and Harrison, 1982) seemed to be a particular spatial outcome of the process at work.
As a ‘creative destruction’ (Bluestone and Harrison, 1982), deindustrialization was
significantly altering the economic and social fabric of cities, favoring some and dam-
aging others. For long, urban growth has evolved at a rapid pace, mainly driven by
the demographic impact of industrialization. Within the context of deindustrializa-
tion, cities of the industrial age have experienced economic crises, massive job losses
and out-migration, hence shrinking cities.

After remodeling the economies of the Western world all along the 1980s, dein-
dustrialization abruptly hit the former socialist countries in early 1990s. In his ‘The
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Great Transformation of Central Eastern Europe: Success and Disappointment’,
Kornai (2006) explains that, in the way from centrally-planned to market-oriented
economy, the structure of production had to be reorganized since the old production
lines ceased to exist and new ones did not take their place immediately due to the
absence of regulation in the midst of institutional transformation. Placed within the
context of “transition’, deindustrialization in former communist economies gained ad-
ditional significance. Recent literature refers to transition as a process of ‘disorganiza-
tion” having effects on economies analogous to natural disasters (de Mel et al., 2010):
labor and capital are damaged, demand shifts, and many trading relationships are
destroyed either temporarily or permanently. Following this assumption, transition
is a shock generating a disruption of previous production links, a fall in investment,
and capital depreciation due to the absence of replacement investment (Roland and
Verdier, 1999). Disorganization is largely explained by the way centralized econo-
mies used to work. Under central planning many firms relied on a single supplier
for critical inputs. Therefore, under incomplete contracts or asymmetric information,
bargaining inefficiently broke down, and because chains of production linked many
specialized producers output declined sharply (Blanchard and Kremer, 1997). Transi-
tion as a whole has been a ‘stop and go” process, though several patterns of transition
already existed in Central and Eastern Europe, the peculiarities of socialism in Roma-
nia led the country to take a path of its own (Maniu et al., 2001). The transition to the
market economy and trade reorientation, as a consequence of COMECOM dissolu-
tion, have resulted in a structural change in Central and Eastern European countries,
mainly industrial restructuring and labor reallocation across sectors and regions. In
the 1990s, many transition countries have experienced considerable decline in output
and employment (Trdistaru and Wolff, 2002). Deindustrialization has expanded to
former communist countries since early 1990s, causing a period of socio-economic
dislocation, materialized in plant closings and rising unemployment rate. After 1990,
deindustrialization was tantamount to a redefinition of former socialist economies,
and East Europeans started to decry the overemphasis of the now-defunct communist
governments on heavy industry (Knox and Agnew, 1998, p. 326).

Deindustrialization with destructuring meant the disintegration of the economic
structure (Koritz, 1991), and industrial cities and regions entered a downsizing spiral
of population loss after the breakdown of traditional industries, out-migration and
suburbanization. Post-socialist Europe forms a new “pole of shrinkage” with three out
of four cities with more than 200,000 inhabitants showing population losses (Mykh-
nenko and Turok, 2007). The authors summarize that: “The absolute and relative
position of cities has deteriorated sharply since the fall of state socialism. Shrinkage
rather than growth or recovery has become the dominant trajectory” (Mykhnenko and
Turok, 2007, p. 2). Furthermore, overall decline in birth rates to below-mortality rates
and ageing population contributed to reinforcing urban shrinkage.

Set within the regional context, deindustrialization and urban shrinkage show a
solid cause-effect relationship in the Romanian case. Slow mass privatization and late
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restructuring of economy generated successive waves of deindustrialization along the
1990s. The loss of industrial jobs numbered 1.3 million, and cities of all sizes suffered
from agglomeration diseconomies. Geographic outcomes were those of in situ sur-
vival or closure and rationalization. Spatial shifting of industries to less constraining
environments was not a real choice while the new firm creation was delayed by eco-
nomic and cultural barriers stemming from ‘socialist times’. Even in the plants chosen
for survival, the application of new technologies or the reshaping of working practices
brought about changes hard to cope with. The number of state-owned enterprises re-
duced to less than half with rising unemployment and poverty rates, urban decay and
community abandonment straining the chances of urban recovery.

The paper is aiming to discuss the role of deindustrialization in generating nation-
al-wide socio-economic dislocation. The change of industry along the way from the
centrally-planned to market-oriented economy, while redefining the spatial patterns
of growth and decline, has combined with emergent forms of social and economic
inequality. The paper begins by reviewing the industrial legacy of the second half
of the 20th century, drawing attention to the shifting dynamics of growth and the
over-emphasis of industry as the “path to modernization’. It follows then a closer ex-
amination of the successive rounds of disinvestment and the deep implications over
deindustrialization and economic cycles since the early 1990s. Industrial change of
cities creates a pattern of uneven growth which stays at the core of understanding the
emerging urban shrinkage. Finally, the paper attempts to assess the policy response to
consequences of job loss and urban decline.

2. Industrialization-biased urbanization in socialist times

Centrally-planned industrialization characterized urban development in Romania
after the Second World War. The socialist ideology had a strong urban bias and ur-
banization was considered a value per se. Secondary activities and especially heavy
manufacturing industry were given priority over primary as well as tertiary activities
(Ronnas, 1982). After joining COMECON, industrial development relied on heavy
industry (metallurgy, machine building, and chemical products) that became a dog-
ma for economic and political independence and, thus, benefited from massive in-
vestments. Location models outlined in the years 1950s-1960s were influenced by the
prevalence of heavy industry which required proximity to sources of raw materials
and the achievement of regional specialization, following the example of the Soviet
territorial production complexes and of the ‘Kolossovsky energy resources cycles’
(Hamilton, 1970). The objectives of industrial policy targeted the even distribution
of industry for the purpose of efficient use of resources and mitigation of the inter-
regional imbalances and urban-rural differences in standard of living (Turnock, 1986).
‘Forceful industrialization” let to the rapid increase in non-farm employment, while
collectivization and mechanization of agriculture facilitated the transfer of labor from
the primary to secondary and tertiary sectors (Ronnas, 1982). Sectoral planning domi-
nated over regional planning, and urban places tended to be apprehended as mere
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points of concentration of manufacturing activities (Kansky, 1976). Romania’s indus-
trial leap, especially in the second half of the 20th century, is suggested by the shift
from the obsessively applied label of an “essentially agrarian country’ to the inclusion
in the world league of manufacturers in the late 1980s (Popescu, 2000). UNIDO In-
dustrial Development Report 1988-1989 ranked Romania on the 20" position with an
added value of 26.81 billion U.S. $ in 1986, accounting for 0.6% of the world industrial
production and with an average annual growth of 4.8% in 1980-1987 (Dicken, 1992,
p- 22). The mention is even more valuable as the list included 25 countries accounting
for 93% of the world’s industrial production. Anecdotal history of economics and geo-
politics of the Cold War with regard to Romania, mentions President Jimmy Carter
bid to list Romanian industry (estimated in 1978 to 147 billion dollars) on the New
York Stock Exchange, and thus, to introduce Romania in the global market economy
(Watts, 2010; Talpes, 2009).

2.1. Industrialization and urban hierarchy

Industrialization has advanced through the urban hierarchy along a gradual scale.
The early stage of regional polarization unfolding between 1945 and 1968 pointed to
the diminishing of regional imbalances. To this end big investments were earmarked
to the regional seats: lasi, Constanta, Baia Mare and Craiova were among the targets
of industrialization displaying a variety of new industrial sectors. The building of
heavy industry complemented by the electrification program was the main objective
of the 1951-1955 five-year plan. Thus, in the metallurgical sector, beside the extension
of Hunedoara and Resita plants, new ones were being commissioned in Galati, Ro-
man, Cluj-Napoca, Targu Jiu and Buzdu; the chemical sector witnessed the building
of new combine works at Onesti, Savinesti, Navodari, Govora, Fagaras, Targu Mures
and Turnu Magurele; while machine building benefited by the cut in Czechoslova-
kian imports and the creation of new plants in Barlad, Alexandria, Stei and Vatra
Dornei. Textiles and food industry were used to rebalance the labor market of big
cities using largely female labor and contributed to the emergence of new industrial
towns: Marghita, Beclean, Botosani, Focsani, and Tecuci. A fundamental change of
industrial development targets came with the 1960-1966 six-year plan which provided
for fewer raw material imports, hence a new strategy based on many folded industri-
alization as a component of the economic autarchy concept (Popescu, 1995). But the
implementation was delayed by the new administrative-territorial division of 1968.
Industrial diffusion, which came afterwards, had in view the principles of multilat-
eral industrial development and spatial uniformity. In fact, industrial development
has been designed and controlled so as to ensure spatial uniformity (‘continuous
improvement of territorial distribution of production forces’); economic uniformity
(‘removal of economic disparities between regions and between villages and cities’);
and social uniformity (social homogeneity in which the role of industry as a human
activity increased’) (Rausser, 1977, p. 16). The new territorial outlines better reveal
the industrial discrepancies between counties. Two sub-stages can be distinguished:
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one lasting until 1975, governed by the principle of industrial-territorial balance with
emphasis on the new county seats. The idea of creating county-based industrial sys-
tems led the investments being earmarked to the less developed county seats. High-
est growth rates were recorded by Zalau, Bistrita, Botosani, Vaslui, Miercurea Ciuc,
Alexandria and Slobozia. The machine building branched out, creating electronic and
electrotechnical (Bucuresti, Iasi, Timisoara, Curtea de Arges) and machine tool in-
dustries (Blaj, Targoviste and Gheorgheni); likewise, the chemical sector developed
plastics and synthetic rubber sectors. As a result, the economy of the new county-seats
expanded and their population tripled or quadrupled between 1966 and 1990. Impres-
sive growth rates in demographic terms have been registered by new county seats:
Miercurea Ciuc (1035%) followed by Ramnicu Valcea, Slobozia, Targu Jiu, Suceava,
Deva, Slatina, Bistrita, Alba Iulia, Zaldu, Stantu Gheorghe and Vaslui (Benedek, 2006).

After 1975, the pace of economic growth slowed down and industry was extended
to the bottom levels of the urban hierarchy. New industrial plants, fewer than previ-
ously, were set up in small and medium sized towns, in particular. That was meant
to be strengthened and balanced when 23 new towns appeared in 1989 (Benedek,
2006). Small as well as large scale industries were set up in “no name” locations such
as Sannicolau Mare, Campeni, Negresti Oas, Beclean, Adjud, Toplita, Jibou, Strehaia,
and Dorohoi. Industry stood for a precondition of urbanization more than ever. Some
villages targeted for industrial fortune were scheduled to become focal points of rural
progress. Presumably, the main benefit of this type of location would be the reduction
of labor commuting and the consolidation of urban-rural cooperation, far more prof-
itable than a township status itself. Small textile or machine building units became
part of local rural economies that flourished around large cities: Pecica and Santana
around Arad, Tibanesti, Grozesti, Holboca, and Podu Iloaiei near lasi, and Lovrin,
Recas, Jebel and Gataia in the surroundings of Timisoara.

2.2. Mass production and big enterprises

The most striking trend in industrial location after 1975, with over-reaching con-
sequences in the long run, was to concentrate production in large units and centralize
control in large companies in the urban area. The building of big enterprises, with
more than 5,000 employees in the city drained important funds and side-tracked the
overall urban development. In many cases the number of employees surged spec-
tacularly: Curtea de Arges — electrotechnical plant from 856 persons in 1975 to 5,011
in 1989; Colibasi — automobile factory from 16,903 to 27,658; Botosani — electronics
factory from 975 to 5,471; Resita — machine building plant from 1,306 to 13,186; Iasi
— garments factory from 1,371 to 7,650. The few new industrial plants set up after
1975 were also gigantic in size: Cdlarasi — siderurgical combine works with 5,962 em-
ployees; Stantu Gheorghe — machine building unit with 6,621 employees; Craiova —
Oltcit car plant with 5,224 employees. The vast spatial distribution of big enterprises
in almost every branch and in all towns irrespective of size proves that in matters of
location strategies, geographical and economic criteria were overruled by ideologi-
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cal considerations. Big enterprises increased both in number and employment; there
were 140 at the end of the 1980s which employed over 1.2 million persons. The av-
erage scale of industrial enterprises was over 2,000 employees with higher figures
in metallurgy (4,500) or machine building (2,900). The spatial pattern of big enter-
prises was dispersed across the urban network: 70 towns out of 260 in 1989 hosted
enterprises with over 5,000 employees. The most of them were big towns with more
than 100,000 inhabitants but also half of the medium sized towns were home to at
least one big enterprise. Demographic size and industrial employment of small and
medium sized towns show a correlation statistically significant (0.86) between the
two variables (lanos, 1993). Furthermore, the correlation between small and medium
sized towns and SMEs is weak (0.34) which indirectly points to the dominance of this
category of towns by big enterprises (Popescu, 1993). For example, only one big enter-
prise employs 95% of the total industrial employment in Calan and Colibasi, 90% in
Fagaras, Otelu Rosu, and Campia Turzii, 80% in Buhusi and Jimbolia, and 75% in Stei,
Bocsa, Fieni, Navodari and Bals, enhancing urban vulnerability to economic change.

2.3. Inherited urban-industrial structures

There is a strong legacy of cities as centers of production rather than centers of con-
sumption, as cities would spearhead economic modernization with factories. As a re-
sult, 122 out of 260 towns had an above average Location Quotient (LQ)' of industrial
employment in 1992 and 4,987,365 urban dwellers (40.24% of the total) were under
the threat of forthcoming deindustrialization. Towns of all demographic sizes were
industrialized above average, but mostly were medium-small and medium-big towns
(Table 1). Their labor market characteristics and size propelled them into the category
of industrial towns due to the propensity for sectoral diversification and large scale
industry location. Small towns hosted mainly resource-based industries and given
their remote position either in terms of accessibility or rank within the urban hier-
archy and limited social and economic options, their potential for further industrial
expansion remained low. Large urban concentrations, at their turn, display a better
balance of industry and services although their function of command and control over
surrounding regions relied heavily on industrial economies.

The spatial pattern of above average LQ towns shows dispersion across regions
comprising older and newer industrial towns in relation with earlier or later industri-
alization waves (Figure 1). The center concentrates a large number of above average

1 Industry LQ is a method of quantifying how concentrated an industry is in a region com-
pared to a larger geographic context, such as the national level. Industry LQ is calculated
by comparing the industry’s share of regional employment with its share of national em-
ployment. In this paper, LQ is used to determine which urban economies host the largest
concentrations of industries at the beginning of the transition period as an indicator of fur-
ther industrial employment decline and subsequent population loss trigerred by economic
restructuring.
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Table 1: Location quotient of industry by demographic size of towns in 1992

Demographic Size Total LQ>average Share (%)
Small (<20,000 inhab.) 151 55 36.42
Medium-small (20-50,000 inhab.) 61 42 68.85
Medium-big (50-100,000 inhab.) 23 14 60.86
Big (>100,000 inhab.) 25 1 44.00
Total 260 122 46.92

Source: Population Census 1992, National Institute of Statistics, author’s own calculations
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LQ towns, mostly small and medium-sized, which belong to highly urbanized and
industrialized regions, such as Prahova, Brasov, Sibiu, Hunedoara, Arges and Cluj.
Assigned to play the role of the industrial core during the socialist times, these regions
have built on their initial advantage. Turnock noticed that ‘counties like Brasov and
Prahova constitute the country’s industrial heartland and it is hard to see how such ar-
eas can ever lose their priority claim altogether’ (1986, p. 73). A second concentration
lies in the northern and eastern regions. Subject to later waves of industrialization, this
concentration is made up mainly of county seats of the 1968 administrative-territorial
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reform. Placed in formerly underdeveloped regions, big cities played a major role in
building ‘county enclaves’ (Groza, 1999-2000) of industrial production. Towns like
Satu Mare, Baia Mare, Bistrita, Zalau, Suceava, Botosani, Piatra Neamt, Vaslui and
Buzdu fall under this category. Second and third-tier industrial towns complete the
regional networks of industrial production. Reviewing the spatial development in a
centrally planned economy, Ronnas (1982) argued that the commitment to the poorer
regions may not be sustained through difficult economic times: it has been suggested
that the effort to help these areas constituted a fairly short-term program to provide
a modest industrial base to relieve the problems of rural underemployment without
excessive long-distance migration.

3. Post-1989 deindustrialization

Industrial cities are subject to deindustrialization. Restructuring the economy was
initially accomplished by shrinking the oversized socialist industrial sector. During
the 1990s, the dramatic loss of industrial employment was matched by an increase of
employment in agriculture. Labor resources have moved from industry to agriculture,
which is rather unusual for a European country in the process of post-communist
transformation, with services employing a large stagnant share of all employed. The
agricultural sector and rural areas favored by the land reform of 1991 acted as a kind
of buffer, absorbing people who lost jobs in industry and were not been able to find
employment in the slowly developing service sector. Manufacturing followed a path
of a long-run decline in employment, while services experienced a slow growth (Rein-
dustrializarea Romaniei, 2010). The two sectors are embroiled in a form of combined
and cumulative restructuring, with profound implications both for socio-economic
sustainability and for the distribution of jobs and incomes.

3.1. Deindustrialization waves and unstable economic growth of towns

An important issue affecting the structural re-balance of the urban economy is re-
lated to the delayed restructuring of state-owned enterprises (SOEs). The initial condi-
tions of Romania were particularly difficult compared to other transition economies,
and delays in restructuring and privatization during the 1990s left the country with
a larger number of enterprises to be privatized or liquidated than in all other CEECs
combined (World Bank, 2004). The onset of privatization of large-scale industry in
early 1990s led as a rule to a reduction in the number of jobs and to an increase of
unemployment. Undoubtedly, the slow progress in restructuring the large scale state-
owned sector implied substantial fiscal costs and impeded the functioning of other
branches of the economy, thus risking the hindering of growth potential over the me-
dium to long term. After a short rebound, generated by strong gains in industry, the
economic slowdown in the mid-1990s was strictly related to the start of the second
wave of privatizations of large SOEs, which had been heavily subsidized by the gov-
ernment. Additionally, the 1997-1999 sharp decline in industrial employment was due
to the shock policy of the mining sector. Approximately, 72,000 miners were laid off
in two-month span of time (August-September 1997) and other 25,000 during 1998-
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1999 (Popescu, 2000). In total, the industrial shrinkage of almost 100,000 miners has
played an important role in the poverty increase, especially among population living
in rural areas and small towns. Other population sub-groups were severely hit as
well, mainly urban unskilled workforce. The recession of 1997-1999 was characterized
by a particular deep weakening of industry which generated a dramatic reversal in
rural-urban migration. In 1997 the urban out-migration, never encountered in modern
history before (Benedek, 2006), triggered urban depopulation at various rates. With
only minor exceptions, towns lost population and the rate was more intense in the
case of medium sized towns. The town to village migration was the primary factor
of demographic change, while welfare suburbanization of more developed regions
(Nicolae, 2002) came as a secondary factor.

Growth in 2000-2001 was generated by the export sectors, which, on the one hand,
showed that the economy was starting to exploit its competitive advantages and, on
the other hand, showed the effects of internationalization of production and capital
flows mainly across Europe. During the period of economic recovery it was mainly
skilled workers that benefited from growth, while part of the unskilled labor force
managed to find jobs in the booming services sector, leading to a slight improvement
in the poverty and unemployment level. The second economic rebound started as late
as 2000 and paved the way for a relatively robust economic surge up to the fall of 2008.
From the early 2000 onward, Romania relaxed its FDI policies and therefore, invest-
ment flows have increased, placing Romania on the second position in 2006 among
the countries of Central and Eastern Europe. The largest single beneficiary in terms of
FDI stocks remains the manufacturing sector, which held more than one third of the
inward investments in 2006. Besides the location of many multinational corporations
(MNCs), lately the country has witnessed a high birth rate of domestic manufacturing
firms which, together with the relatively stable employment and increasing shares of
total exports, shows significant gains of productivity and competitiveness. Industrial
production growth rate has recorded positive values all along the 2000s, culminating
with a two-digit figure in 2008 (10.6%) (CIA World Factbook). A slight stratification
resulting from the establishment of a middle class and the emergence of some new
categories, such as entrepreneurs, was visible in the last decade.

The retrenchment of manufacturing caused the erosion of job and employment se-
curity around what was once the core of the income distribution. The services sector is
more skill-intensive than manufacturing and it is associated with a bipolar growth pat-
tern in the form of both wages and job quality. Low-paying jobs mushroomed in the
1990s due to the growing retailing sector and other services of the kind, as an easy and
fast way of industrial workforce reconversion and small investments with rapid re-
turns. In contrast, the 2000s saw the emergence of polarization trends in employment.
High-paying jobs resulted from the new growing sectors and required skill and train-
ing levels that placed them beyond the reach of most workers who were displaced by
job loss. The sustained economic expansion of the 2000s suggested that, either way,
the benefits of growth were flowing to an increasingly narrow sector of the income
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spectrum. ‘Urbanization of poverty’, the fact that both poverty rates and income in-
equalities continued to rise even in the midst of the 2000s economic recovery resulted
in class segregation of formerly socially integrated urban neighborhoods. Ongoing
job retrenchment in the industrial sector is centrally implicated in the continuing pro-
cesses of uneven growth and wage polarization. Particularly, industrial small and
medium sized towns came to be places of conflict between community and capital.

3.2. The regional pattern of industrial decline

Towns with above average LQ of industrial employment belong to different re-
gional settings. Highly specialized regions are more vulnerable to asymmetric shocks,
since industry shocks may become region-specific shocks as, for instance, in the case of
former mining regions. The level of industrialization at the beginning of the transition
period, in 1992, plays a significant role in explaining the different paths of evolution
taken by regional economies. In stronger industrialized regional economies, the indus-
trial loss has largely exceeded the total employment loss showing a better capacity of
services to expand and absorb the workforce released by the industrial sector. A closed
related factor is the large-scale urban economies that enhanced the economic potential
of regions to grow. The weaker industrialized economies, on the contrary, seemed
to be deprived in terms of endogenous potential to replace the industrial loss. Here,
the ratio between the industrial and total employment loss is reversed and regional
economies are prone to long term decline. The positive correlation between the initial
level of industrialization and the path of transition is a legacy of the socialist era when
the progress to economic development was almost entirely based on manufacturing
growth (Popescu, 2008). The transition period added new determinants of change as
the political control of the economy was gradually replaced by market forces. In other
words, the role of the state as industrial owner and industrial location regulator had
been substantially curtailed under the regime of liberalization and structural reforms.
As aresult, the state-owned industrial system had been gradually dismantled, while
the emerging spatial pattern of industry was led by private investments which were
demonstrably averse to lagging regions. Therefore, with the increasing dominance of
private sector industrialization, industries would be more spatially concentrated in
leading industrial regions. In the same time, economic restructuring had a hazardous
impact upon one-company towns, thus deepening regional disparities. Either MNCs
location or domestic entrepreneurship create new firms and jobs but do not generate
growth of industrial employment within the context of deindustrialization. They only
contribute to the slowdown of job loss.

Under these circumstances, the deindustrialization is the driving force of the post-
1990 spatial pattern of industry. The loss of more than half of the 1990 industrial em-
ployment had a significant spatial impact at the national level. Data on employment
at county level show a more even distribution across regions. To provide visual evi-
dence of the degree to which industry locations are clustered over the national space,
Lorenz curve and Gini Index are used. The Gini Index of industrial employment re-
cords decreasing values all along the 1990s and the 2000s (Figure 2).
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Figure 2: Gini Index and Lorenz Curve in 1992-2000-2008

Source: Population Census 1992, Statistical Yearbook 2001, 2009,
National Institute of Statistics, author’s own calculations

The decline of industrial employment is positively correlated with the inherited
dispersed pattern of industry. Therefore, the tendency towards a more even distribu-
tion of industry is driven by two major factors: the initial level of industrialization
and large-scale urban economies. The former assumption is based on the shape of
the Lorenz curve significantly altered in the middle and upper side. The stable shape
at the bottom of the curve shows that the least industrialized regions suffered only
minor losses of industrial jobs as compared to the national average. On the contrary,
the decline seems to be related to the scale of industrial activities at the beginning of
the transition period whereas the regional mix of industries is almost irrelevant in ex-
plaining the deindustrialization pattern. The latter assumption is related to the role of
large-scale urban economies. As industrialization has been deeply interwoven in the
urban fabric during the socialist period, the highly industrialized regions of the coun-
try stood for the highly urbanized as well. The Lorenz curve shows, implicitly, the
magnitude of the tertiarization process of the biggest urban centers at national level.
The metropolitan economy of Bucharest plays a distinctive role. The deindustrializa-
tion of Bucharest is substantial for determining the spatial deconcentration of the Ro-
manian industry. In the upper side of the Lorenz curve the contribution of Bucharest
to the spatial pattern of industry is evidenced by the visibly flattened shape in 2008 as
against 1992. The contribution of Bucharest to the total labor force in manufacturing
went down from 12.64% in 1992 to 8.56% in 2008. A similar above average drop has
been recorded by all higher industrialized and urbanized regions. Deindustrialization
has normalized in many cases the relation between urban scale and functionality by
shifting the labor force from manufacturing to services. Regions lagging behind seem
to suffer from a uniform employment gap across sectors, suggesting the lack of em-
ployment opportunities and attractiveness in these regions.
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Significant constraints for regional development resulted from urban deindustrial-
ization. The most striking one refers to the decreasing socio-economic polarization of
towns and cities. On one hand, the economic restructuring of big cities reduced their
role over adjacent territories and regions, while small and medium sized towns, espe-
cially mono-industrial ones, severely hit by deindustrialization and cumulative social
threats, suffered a loss of urban functions (Government of Romania and UNDP, 2008).

4. Shrinking cities

According to the recently released preliminary data of 2011 Census, urban popula-
tion numbers by 2.8 million people less than in 1992. The onset of deindustrialization
in early 1990s opened an era of deep transformations and deindustrialization itself
turned to be a more socially complex, geographically diverse and politically contro-
versial phenomenon than previously thought. The social costs of deindustrialization
include the loss of jobs, homes and health care; reductions in the tax base, which in
turn lead to cuts in necessary public services and undermine the cities capacity to cope
with dereliction, deprivation and pollution; decaying local landscapes; family vio-
lence and depression; declines in nonprofits and cultural resources; and loss of faith
in institutions such as government, business, unions, and traditional political organi-
zations. Lost jobs in a major industry ripple through the community, affecting other
businesses, and communities lose the essential resources that allow them to function.
Looking at the consequences, these cities seem to develop inner-city peripheries: areas
of disinvestment — whether in the form of industrial brownfields, neighborhoods in
decay, or clusters of abandoned houses. The social and technical infrastructure be-
comes underused. Under these circumstances, deindustrialization leads to popula-
tion declines, both immediately after major job losses and in subsequent years, as
some displaced workers move in search for work. While such moves may or may
not provide workers and their families with more secure futures, their departures
undermine the effectiveness of the communities they leave behind. Especially in cities
where many people work for the same company or industry, shared work contributes
to the sense of belonging, and social networks in one-company or mining towns be-
come especially strong. When people leave these areas, the loss involves more than
simple numbers. When factories and blocks of flats are torn down or allowed to decay,
communities are deprived of motivation and means of effective action. At the same
time, the altered landscape creates a new sense of place, and living in a deteriorating
environment reinforces feelings of insecurity that often accompany job loss. Further,
this response affects not only displaced workers but the community as a whole and
cities get ambushed into a ‘development trap’.

4.1. Population loss

Urban shrinkage is wide-spread across all the hierarchical levels of the urban net-
work. Few small towns make an exception favored by their location close to the capi-
tal city. All the others have lost population at various rates. Towns with below aver-
age LQ of industry at the beginning of the transition period, mostly small-sized, lost
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population due to locational disadvantages and lack of attractiveness for economic
diversification. The agrarization of local economies was a short term solution for laid
off former employment in industry which became self-employment and low revenues
resulted from subsistence agriculture ended up in rising poverty. The most numer-
ous group of shrinking cities is made up of above average LQ towns. They belong to
all categories of demographic sizes, but medium small towns are prevalent (Figure
3). Population losses for most of them account for 20 to 40% of the 1992 number of
inhabitants. In these towns, as in all formerly above average industrialized towns,
the retrenchment of mining and/or manufacturing is associated with a ‘disappearing
middle’ phenomenon, leading to the erosion of jobs and employment security around
the former mainstream of the income distribution. Employment in services tends to
be associated with a bipolar growth pattern in the form of both wages and job quality.
The dismantling of basic industries seems to be particularly severe in single industry
resource towns. Remote, specialized outposts comprising populations with limited
social and economic options and vulnerable to the destructive forces of deindustrial-
ization, these towns had to cope with nationally based restructuring or local resource
exhaustion or both. Industry resource towns represent export-based forms of indus-
trialization, thus, they are largely exposed and vulnerable to exogenous forces. Their
viability is also intricately affected by ‘resource cycles’” defined as inevitable long run
patterns of resource exploitation and collapse.

While industry, once the backbone of urban economy, suffered severe losses in the
1990s, the sector also contained pockets of resilience. By the end of the growth period,
in 2008, the downsized but also reorganized and restructured industrial sector was
rooted in towns privileged by labor market characteristics and business opportuni-
ties. Nevertheless, only few urbanization economies could pursue a strong tertiariza-
tion shift and balance their employment structures.
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Source: Population Census 1992, 2002, 2011, National Institute of Statistics, author’s own calculations
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4.2, Industrial towns

Towns with above average LQ of industrial employment in 1992 have lost 654,224
jobs during the first decade of transition. Given the high level of industrialization at
the beginning of the 1990s, the drop of industrial labor force has had a direct influ-
ence on the total employment mainly engaged in industry-related sectors. Long term
effects of deindustrialization are mirrored by the population loss which reached 1.3
million inhabitants from 1992 to 2011% In total, they lost more than one quarter of
1992 population number, significantly higher than in towns with below average LQ
of industrial employment (Table 2).

Table 2: Location quotient of industry and percent change in population of towns by demographic size

D hic S % Change of Population 1992-2011
emographic Size
e LQ below average in 1992 LQ above average in 1992

Small (<20,000 inhab.) -19.62 -21.71
Medium-small (20-50,000 inhab.) -24.16 -25.42
Medium-big (50-100,000 inhab.) -25.20 -30.25

Big (>100,000 inhab.) -19.21 -27.33

Total -20.22 -26.69

Source: Population Census 1992, 2002, 2011, National Institute of Statistics, author’s own calculations

By size classes, the evolutionary paths display different contexts of demographic
change. Small towns are severely damaged by the population loss. In either mining
or single industry towns, ageing and out-migration reduced the population by more
than one third. Especially former mining small towns were vanquished by dereliction
and deprivation and ‘left to die quietly” (Satmari, 2009). In towns like Balan, Anina,
Moldova Noua, Uricani, Victoria, Agnita and Gaesti poverty was one step away from
deindustrialization and depopulation came “naturally” after. A quarter of medium
small towns with above average LQ score population reductions of 30 to 40%. Mining
towns (Motru, Lupeni, and Vulcan) as well as one-company towns (Turnu Magurele,
Fagaras, Buhusi, Campulung, Bals) are critical examples for this category. Medium
big towns with population losses of more than one third are first and second tier
towns within the county level (Resita, Petrosani, Roman, Onesti, Barlad, Hunedoara,
Medias) undermined by their strong specialization in mining, metallurgy or chemical
industry. Illustrative is that all of them were home to big SOEs with more than 5,000
employees in 1992 and, hence, higher social costs of deindustrialization. Big cities
generally regarded as the “winners’ of transition (Benedek, 2006) followed a smoother
evolutionary path unless their over-industrialization would not have prompted them
into the same difficult and painful economic restructuring.

2 Population data are preliminary data released by the National Institute of Statistics at www.
recensamantromania.ro/wp-content/uploads/2012/08/TS2.pdf
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5. Policy response

Small and medium-sized towns represent a special concern for spatial planning
and development strategies at the European level. EU-based spatial policies (Euro-
pean Commission, European Spatial Development Perspective, 1999; European Com-
mission, 2010) grounded on a large number of ESPON (European Observation Net-
work for Territorial Development and Cohesion) projects build on major concepts
such as polycentricity, accessibility, competitiveness, cohesion, integration, regional
specialization and others alike. They argue that less dynamic towns should be ad-
dressed through a policy aimed to diversify their narrow economic base and enable
them to complement each other and cooperate. Complementarity has to be expanded
to all urban functions (culture, education, knowledge, and social infrastructure) in or-
der to enhance the role of small and medium-sized towns as focal points for regional
rural development and promotion of their networking. Spatial policies in Romania
are convergent with the European ones starting from the same conceptual founda-
tion and promoting economic diversification and urban regeneration of local poles
(Ministry of Public Works and Housing, 2008). At a large extent, the mix of urban,
regional and industrial policies failed to reduce the social costs of deindustrialization.
The policy response of spatial strategies while avoiding the “one size fits all” perspec-
tive, should be focused on place-based approach and should build on economic di-
versification, complementarity and cooperation within the specific territorial context
of small and medium-sized towns (at the fringe of a large urban agglomeration, in a
network of small and medium-sized towns or local poles in rural areas).

5.1. Spatial policy vs. urban policy

Urban policy is the main strand of spatial policy in Romania (ESPON and European
Institute of Urban Affairs, 2011). Explicit urban policies are targeted to big cities in par-
ticular as one of the weaknesses of the recent urban evolution is the over-polarization
of Bucharest with its highest FDI attraction and lowest unemployment rate (Govern-
ment of Romania and UNDP, 2008). Major cities are widely acknowledged as engines
of growth that will “spill-over” into the rest of the country. Following this assumption
and heading to polycentric structures within large urban regions, seven big cities have
been assigned the role of ‘growth poles” (Government Decision no. 998/2008) in the
sense of Perroux theory. National and EU funding would be channeled towards these
cities in the attempt to enforce the growing potential of city regions and to counterbal-
ance the dominance of Bucharest (Iasi, Constanta, Ploiesti, Craiova, Timisoara, Cluj-
Napoca, and Brasov). Functional specialization and strengthening the second tier of
cities worked to develop alternative nodes of growth and to produce more even access
to services across the national territory. To this aim, a number of 13 towns have been
chosen to act as ‘urban development poles’. They have a balanced geographical cover
and lead the urban systems at the county level (Arad, Baia Mare, Bacau, Braila, Galati,
Deva, Oradea, Pitesti, Ramnicu Valcea, Satu Mare, Sibiu, Suceava, Targu Mures). The
urban policy is based on positive measures solely, but in order to reduce the domi-
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nance of capital city, negative measures or policies of constraint might be simultane-
ously used aiming to discourage growth in the congested city region of Bucharest.
Small and medium-sized towns have been a major concern of the regional policy due
to their strong decline and loss of functions. The strategic concept of territorial de-
velopment (2008) identifies industrial small and medium sized towns as ‘territorial
actors’ playing a crucial role for the polycentric development.

5.2. Regional policy

The main objective of the regional policy is to reduce inter and intra-regional gaps
in socio-economic development. The policy became more geographically sensitive
with the adoption of the Less Favored Areas including both mining and manufac-
turing towns. This was aiming at the diversion of jobs to the assisted areas but had
a relatively low impact on industry relocation in particular regions. Policy was most
active in the late 1990s and primarily focused on declining industrial towns. Mostly
small and medium sized towns specialized in declining industrial sectors as metallur-
gy, textiles, chemicals, wood processing were towns requiring priority aid (Popescu,
2006). After the ‘shock’ restructuring of mining, 26 less favored areas completed the
list of “hotspots” of social and economic crisis. These were identified on the basis of
several criteria. First, over half of the employment would be in the mining indus-
try; secondly, unemployment rate would be more than 25% the national average; and
thirdly, poor infrastructure. A wide range of incentives were made available to firms
willing to relocate or start business in assisted areas. These include: grants, loans, tax
allowance, labor subsidies which together with training programs attempted to raise
the local entrepreneurship and attractiveness for investments. Urban blight moved
the attention of policy-making to the inner city areas and the inventory of brownfields
at the national level made clear that their regeneration encumbers the achievement
of a sustainable urban environment. Nevertheless, their approach is erratic and slow
progress has been made so far in designing a coherent plan of action. In the same time,
recognizing the role of technological change, the regional policy focused on industrial
parks as ways to solve the problem of growth by attracting growing industries and
firms. Industrial parks policy offers special grants for activities like administration
offices, R&D laboratories and training offices that create additional employment and
enhance territorial cooperation. Response to the scheme of less favored areas and in-
dustrial parks was poor and the number of jobs created by firms encouraged to locate
in peripheral ‘development’ areas was rather low. Relation between new jobs cre-
ated and regional policy cost raises the question of effectiveness, especially if regional
differences in economic wealth have not been significantly reduced (Popescu et al.,
2003). At least partially, the answer refers to the concomitant application of positive
measures to relocate in less developed areas and to enforce growing potential of city
regions which undermined the effect on the poorer regions in their way to catch up
with the richer ones. As such, spatial outcomes of the national policies are question-
able as the inter-regional gaps show a tendency to grow. The ratio of GDP of the rich-
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est (Bucharest-Ilfov) and the poorest region (Northeast) grew significantly showing
that the regional policy was inappropriate to even out the development disparities
and to expand growth from the core regions to the peripheries (Popescu, 2006).

5.3. Industrial policy

Fast trade liberalization in early 1990s led to the massive exit of firms from the
market, not allowing technological learning and capability formation to take place.
Successful catch-up in industries where international trade is considerable requires
some kind of industry protection or other modes of support. Lacking protectionist
measures, the industrial policies designed so far (2001 and 2005) were weak to address
market failures and to kick-start growth. They basically built on the location advan-
tages of the country missing the variation in time of these comparative advantages
within the globalized economy which underscores the capability to cope with com-
petitive pressures and market forces on medium and long term. Industrial policies
express the way in which the government aimed at achieving the fast-tracking process
of structural change. The 2001 industrial policy relied heavily on natural resources and
in situ production infrastructure in the attempt to develop comparative advantages of
the entire manufacturing sector and avoid ‘selective” interventions. The policy lacked
strategic schemes showing rather a random pattern (Croitoru ef al., 2002) which even-
tually supported inefficient industries and delayed the structural adjustment. Indus-
trial structural weaknesses were amplified by policy weaknesses resulting in slow
privatization, bottle-necked restructuring and unfriendly business environment. The
2005 industrial policy showed a different approach guiding the governmental inter-
ventions to selectively promote certain manufacturing sectors. ‘Picking winners’ to
enhance competitiveness, in fact making an extended list of ‘successful” industries,
raised doubts on the governmental capability to identify the sectors that may have a
latent comparative advantage. In both instances, public measures avoided to use the
‘live and let die’ principle showing a weak political will to end support to failing firms
and industries, and thus contributed to persistent decline. A new industrial policy is
under way to be designed and, hopefully, it will tackle with the national specificities
as well as the new challenges of the international framework: the increasing globaliza-
tion of the world economy and the rise of global production sharing; climate change
and the technological innovation required to reduce industrial emissions; and the rise
of the knowledge-based ‘entrepreneurial economy’ (Naudé, 2010). Given the large
share of the private sector within the national industry, the forthcoming policy would
stem from the dialogue between the state and the private sector aiming to identify and
remove binding constraints on development.

6. Conclusions

Deindustrialization is the result of a complex set of factors including radical change
of the property regime, dissolution of traditional markets, fast trade liberalization,
globalization, offshoring, deregulation, downsizing and technological change that are
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inherently interconnected. More than 1.5 million industrial jobs were lost in the last 20
years, and recent trend of reindustrialization does by no means imply ‘job-loss recov-
ery’. The industrial sector is still losing jobs very slowly but it gains strength to sup-
port exports and attract further investments. Industry has been following a long-run
decline in employment and has triggered a combined and cumulative restructuring
across economic sectors, revealed by the corresponding shrinkage of the total employ-
ment in economy. Due to deindustrialization, income inequality began to increase and
cities as the major places of industrial decline turned socially polarized. Population
change is an important consequence of urban conditions, especially the availability of
economic opportunities. Loss of population has certainly caused wider economic and
social problems for cities by changing the demand for consumer goods and services
and influencing further investment decisions.

Small and medium-sized towns predominantly with a former industrial back-
ground suffer from the legacy of obsolete structures or their setbacks and from a de-
velopment gap in their tertiary market sector, especially enterprise services. Structur-
al changes, mainly the shift from manufacturing to services, caused a downturn due
to the de-connection of local activities. Therefore, these towns often have weak links
with each other due to the post-1989 deindustrialization which undermined the pro-
duction-based economies and social fabric of local communities. Losing their produc-
tion functions, many former industrial towns, mostly small and medium-sized, were
choked off from the mainstream flow of labor, products, and knowledge. Competing
for aids and investments, these towns would draw more benefits from networking
and cooperation and would consequently make up for their lack of high level services.

Planning strategies need to address the management of shrinkage implying a spe-
cific agenda for action. First, the social costs of deindustrialization ask for a place-
based development strategy and a long term vision. Second, addressing the social
costs of deindustrialization and preventing further industrial losses will require a dra-
matic rethinking of the nature of the economy as well as the re-enforcement of urban
polycentricity.
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