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Executive Summary

Central and Eastern Europe has been swept by a wave of reforms since 1989
and is still in a state of profound transformation. While the region is today one
of the fastest growing in the world, it is facing some tremendous challenges.
The extensive restructuring of the economy has created large scale
unemployment in some regions while in others, the emerging private sector
lacks the labour and skills it needs to grow. Many of those who have lost their
jobs have been unable to qualify for the new employment being created and
are affected by financial hardship and the erosion of public support.

This difficult situation has led to important movements of labour, as
many have left their countries of origin in search of a better life. Migration,
combined with a declining fertility rate and a rising mortality rate, has been
an important phenomenon since the beginning of transition, with a number
of countries losing significant shares of their population. This has led to
soaring wages in some areas. Conversely, in areas in which private sector
investment is slow, skilled workers are performing jobs that do not reflect
their levels of education. Labour is thus used inefficiently and skills are
becoming obsolete. Internal labour mobility could be expected to offset such
problems, but it is often hampered by an underdeveloped housing market and
an ill-adapted transport infrastructure. These factors have contributed to a
worsening situation for large swathes of the population and the widening of
regional disparities.

A more sustainable track

These conditions explain why the countries of Central and Eastern Europe
have for some time been seeking to put economic development on a more self-
sustaining track, counting more on their local assets than on foreign capital to
stimulate local growth. Policies are increasingly being formulated so as to
encourage the effective implementation of integrated development strategies
which take into account the economic, labour market, social and
environmental dimensions of development. These strategies are designed to
build on local assets and competitive advantage, to take a long-term
perspective and to make use of resources and expertise from all sectors of
society (government, the private sector, civil society) and at all levels (local,
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regional and national). They promote the drivers of growth on which local
stakeholders can have an impact: skills, innovation, entrepreneurship and
social cohesion.

Many such initiatives have been performing well by all standards. They have
succeeded in fostering the development of SMEs, contributed to specialising
or diversifying their industrial base, recycled the skills of laid-off workers,
promoted social inclusion to share more evenly the benefits of growth and
tackled market failures in the financing of small scale economic development
initiatives, thereby leveraging economic activities locally.

These achievements have had to overcome significant obstacles, which are
not necessarily different from those encountered in advanced economies: lack
of financial resources, lack of capacity and leadership, reluctance to work in
partnership, centralisation and compartmentalisation of policies, lack of
disaggregated data to guide decisions, lack of evaluation to avoid repeating
failures, and several other practical problems in the implementation phases of
local development strategies. The region has been a formidable laboratory for
economic development since the beginning of transition. Other emerging
economies - in Latin America, Africa and Asia - as well as advanced
economies can benefit from this experience.

Nearly 20 years after the fall of the Berlin Wall, it is timely to learn the lessons
from the experience of Central and Eastern Europe in local economic and
employment development. How do successful initiatives overcome the
current challenges that local development faces in Central and Eastern
Europe? What can government do to facilitate the process by which localities
respond to the challenges of globalisation and seize the opportunities it
offers?

Establishing local development structures
and mechanisms

The book first looks at the governance structures that have been set up to
foster local economic and employment development. It examines the
experience of selected countries (Croatia, Poland, Serbia and Slovenia) in
restructuring their institutional framework and compares this with similar
initiatives in Canada, Finland and Ireland. The analysis shows that the
regional and sub-regional institutional landscape is marked by considerable
diversity throughout Central and Eastern Europe, especially in terms of
administrative arrangements.

Self-governing units, at regional or sub-regional level, can act as a catalyst for
economic and social development. To play this role fully they need to work
towards building a consensual development strategy that can give orientation
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to central government policy as well as to local actions. The size of such
administrative units may influence this capacity. As the situation in both
Croatia and Slovenia indicates, overly small areas lack the critical mass
needed to have any influence on national policies and local action. The size of
administrative structures should ideally reflect the interdependencies
between cities and rural areas and the need to link them. This would help to
determine the specialisation of regions and stimulate their capacity for
innovation.

The problem of size and the comparison with advanced economies suggest
that much can be done by introducing new forms of governance, such as
partnerships or regional strategic platforms. The partnership structures that
have been set up in rural counties and broad urban agglomerations have made
it possible to reinforce the complementarities between urban centres and
their surrounding areas and to overcome the difficulty introduced by
administrative boundaries. Partnerships have also been active in these
countries in building capacity for local economic and employment
development.

The examination of many countries in the region signals that the potential
benefits from establishing multi-sector partnerships are considerable. They
can provide solutions to burning development issues in local communities
while also bringing about welcome transformations within and across sectors
by expanding access to resources, encouraging service-focused leadership,
building participatory and inclusive decision-making practices, and achieving
results that build on synergies.

Building trust and capacities

Partnership development in Central and Eastern Europe is constrained by a
low level of trust between stakeholders of different sectors (public, private and
civil society) that also inhibits collaboration across policy areas. Bridging the
various organisations and linking the various stakeholders is a central subject
of concern in the region and specific action needs to be undertaken to develop
participatory democracy. There is an overall lack of resources and expertise in
local development in Central and Eastern Europe, and a contribution from
each sector of society is required to ensure success. In particular, an active
civil society can put forward its own initiatives to complement or modify
existing ones. This appears to be particularly important in poor communities
in rural areas, which face multiple disadvantages.

Analysis shows that recognition that local and regional authorities are a vital
element in a sound democratic state structure conditions the development of
participatory democracy in Central and Eastern Europe. Local government can
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provide guidance to the community, create an enabling environment and
facilitate fund raising and institutional support. Also, the studies show that
mobilisation works best if it is institutionalised within local government.

Local government officials can usually play this role effectively provided that
their capacities are enhanced to the required level. Training should be targeted
towards the staff involved in planning and decision making on local
development initiatives, and should include advice on accounting procedures.
It should aim to strengthen transparency and accountability, better define the
responsibilities of each stakeholder, increase the capacity and the
professionalism of local authority officials, provide training on how to
communicate effectively with citizens and take their initiatives into account,
and promote the core values of citizens’ participation in local community
affairs.

The need to build capacities locally and to provide a link between government
and stakeholders from the private sector and civil society in the
determination of strategic objectives are key aspects of successful local
initiatives for growth. Partnerships are a standard feature of modern
governance in advanced economies and their establishment is generally
conducive to better outcomes if implemented with care. However, as the
experience of advanced economies suggests, partnership and new forms of
governance are only part of a broader picture.

Adjusting the national policy framework

The analysis indicates that not all can be achieved by local initiatives. National
governments have a strong role to play in making things happen locally. This
involvement mainly concerns national policy coherence and flexibility in the
management of programmes. Not much can be expected from partnership
development at a local level if a similar partnership approach is not taken at
the national level. To open up possibilities locally, national government
departments and social partners should, as in Ireland, first agree on what they
expect from joint action at local level, and establish a joint strategic
framework for these activities. Instead of fuelling the proliferation of
fragmented local initiatives in various policy areas, making an integrated
approach almost impossible, they should allow for the development of
consistent initiatives associated with long-term strategic priorities. This can
be achieved by the adoption of more flexible policy frameworks enabling
policies to be adapted to local conditions. The analysis also suggests that the
establishment of integrated regional government departments, as in Finland,
can make a positive contribution to the promotion of the regional consistency
of policy initiatives.
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Overall it is well worthwhile to devote significant attention to reducing the
complexity of the institutional landscape, avoiding the proliferation of new
statutory or governance structures. Participatory democracy should not be seen
as a tool to change power relations, as this risks diverting the focus away from
the implementation of strategies with the consequent loss, of credibility and
accountability. A more realistic goal is to set up a process through which diverse
interest groups reveal problems, various experts propose potential measures,
and administrators implement policies in the most effective manner, possibly
with the support of elected officials and within a transparent framework.

Fostering entrepreneurship is a useful case study for understanding better
what the respective role of central government and local initiatives should be
in promoting local economic and employment development. Given the critical
local dimension of entrepreneurship, policies must, to be effective, take into
account various location-specific factors and tailor business assistance
schemes to local conditions. Local and regional governments, business
organisations, training service providers and economic development
organisations are useful partners for governments in this endeavour.

The challenges associated with the governance of entrepreneurship have been
particularly wide-ranging in the case of Central and Eastern Europe. One of the
key roles for the state has been to develop a well co-ordinated relationship
between the various actors involved in promoting and regulating enterprise
creation and development at the national, regional and local levels. Analysis
shows that more remains to be done on these aspects.

Setting the local finances right

More specifically, government should undertake action to provide local
administrative units with the capacity to support economic development
strategies financially when they are appraised positively and judged relevant.
Local government can do much to finance entrepreneurship and SME
development, notably in partnership with the private sector and financial
institutions, as well as drawing on the non-profit sector fully to tackle market
failures. This does not imply further subsidising local projects or enhancing
government transfers. It rather consists in providing a clear and transparent
framework for raising and allocating funds, supporting a broad strategic
development process that can provide clear guidelines for the support of local
development projects, and providing financial guarantees where needed. As
case studies in Poland, Hungary and the Eastern Linder of Germany reveal, this
would facilitate the establishment of public-private partnerships to finance
SME development and the involvement of the non-profit sector in tackling
market failures for small loans.
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This in turn calls for greater autonomy in local financing so that local
authorities can play an effective role in supporting local development. The
analysis of the experience of Croatia, Belarus and Bulgaria shows that local
and regional governments everywhere face the same problem of inadequate
financing. The main revenue source for financing local development projects
is locally raised budgets, and the funding sources for capital investment are
limited. This reveals a problem of capacity as it is the responsibility of local
authorities to identify and analyse technical and financial options and show
investors that they have adequate and reliable revenues to meet their debt
service obligations. Municipalities should also be able to define strategic
orientations for economic development, which can in turn provide a rationale
for the joint funding of relevant projects that meet strategic objectives.

Fiscal decentralisation can enhance the capacity of local governments in
financing local development. In many countries of Central and Eastern
Europe, there is a mismatch between the responsibility of local authorities in
terms of service provision and the share of local budgets in the state budget.
Fiscal decentralisation can contribute to the development of a favourable
investment climate and foster sustainable development. A gradual devolution
of taxation power to local authorities as well as the development and
adoption of a stable legal framework for the principles and mechanisms of the
intergovernmental transfer system would contribute to greater financial
independence of municipalities.
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