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Abstract

Competitiveness has become one of the key concepegdional

policy in the last two decades in the EU. It haddmee the received
view by the 1990s that in an age of globalizatioe previous one-
sided approach could no longer be relied on to amplwhat

development factors are responsible for succesbennterregional
competition. Economic output (GDP/inhabitant), thate of

economic growth, export market shares and balahtede do not
show how competitive a given country or region rhigé.

This study will review the conceptual background! aome
special aspects of regional competitiveness anddalgb look more
closely at one of the basic models, so called pydal-model’ of
measuring and enhancing regional competitivengsshit paper |
am going to analyze what characteristics do hawe @bonomic
growth and catching up of Hungary and the spatifferénces
among its regions. Then | will examine key indicatomf the
competitiveness of Hungarian regions between 19@52805. After
outlining the basic background information this @aprovides a
review the types of development strategies, basethe pyramidal
model.

Keywords: regional competitiveness, competitive regional
development strategy

1. Transformation of the Hungarian economy and reginal policy

It is well known that the change in Hungary’'s poél and economic system took
place in 1990, a long process where the transftiom the socialist planned economy to a
capitalist market economy accelerated spectaculdrhe transition first brought about
significant economic fallback, the manufacturinglustry formerly exporting goods to the
socialist countries and mainly to the Soviet Unliost its markets, the heavy industry (and the
war industry) receded and the large extent of pgation resulted in mass lay-offs and an
increase in unemployment.
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In 1993 the GDP per capita fell back to 82% offigare in 1989 and returned to its
ratio preceding the change of the political systerty in 2000. In 1996 real income was only
85% of the figure in 1989, exceeding the ratiohaf 1980’s only in 2002. The transition from
the planned economy to a market economy is a highigplex process in Hungary as well,
with three major phases:

- The first phase ended in 1995, by when the ingtitgtof the market economy had been
established as a result of the passed laws andestat

- The second phase lasted from the 'budgetary shibelt’ occurred in 1995 (from the
'Bokros package’ named after the Finance Ministethat time) until the country’s
accession to the EU in 2004,

- The third phase started with Hungary becoming bffiediged member state of the EU
in 2004 and an organic part of the single market.

The changes in the Hungarian regional policy brpddliowed the above-mentioned
phases of the transition. The Act on Local Govemmisigassed in 1990 granted significant
freedom to towns and villages, also part of themfar state property (schools, hospitals,
municipal flats, etc.) was transferred to them alh they received hardly any budgetary
sources for the maintenance of these ([1]). Onather hand, the power of counties was
remarkably reduced, which practically made the aegi level disappear and Hungary
consisted of 'the alliance of 3200 settlements’nare precisely, 'the central power and its
3200 subjects’. The regional level was further vezadd by the fact that larger cities (24) as
cities of county rank are not members of the cowotyncils, consequently, they often do not
harmonize their development ideas with the countyncil representing the other cities of the
given county.

Table 1.Territorial levels of Hungary after 2004

Level of territorial units Number of territorial il
NUTS 2 =region 7

NUTS 3 = county 19 + Budapest (capital
LAU 1 = subregion 167 + Budapest (capital)

In Hungary the Act on Regional Development, desigoe the basis of the EU’s
regional policy and institutions, was passed inGl9%ach of the 19 counties established a
"Territorial Development Council’, whose membersalinclude the representatives of the
larger cities Table ). These Territorial Development Councils coordintte development
concept and the development programmes of thereiffecounties in compliance with the
expectations of the EU’s regional policy ([2], [3])he establishment of regions and Regional
Development Establishing Councils for neighbourmognties also became possible although
their operation was formal since no institutiond &ndget belonged to them.
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Figure 1Regions and counties in Hungary
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Presently, Hungary has 7 NUTS-2 level statisticaresg, each consisting of 3 counties
(Figure 1):
- Central Hungary region (Budapest and Pest county)
- Central Transdanubia region (Fejér, Komarom-Esptargnd Veszprém counties),
- Western Transdanubia region (@&@yMoson-Sopron, Vas and Zala counties),
- Southern Transdanubia region (Baranya, Somogy afrthcounties),
- Northern Hungary region (Borsod-Abauj-Zemplén, Hesad NOograd counties),
- Northern Great Plain region (Hajdu-Bihar, Jasz-NagySzolnok and Szabolcs-Szatmar-
Bereg counties),
- Southern Great Plain (Bacs-Kiskun, Békés and Csahgpunties).

The third phase of the transition, after 2004 ipested to bring about significant
changes: planning and programming regions with ddision-making power must be
created in Hungary as well, which means that poéslecentralization must be started. This
is required by the EU’s regional policy and theerta of assistance available from Structural
Funds, but it is also needed for the economic mxE® Today there is still debate on how
regions should operate.

The EU’s Structural Funds provide significant assise for the development of
Hungarian regions between 2007 and 2013 sincexinegiions the GDP per capita does not
reach 75 % of the EU average, they are ‘convergeagens’ and Central Hungary is
‘phasing-in region’. One of the EU’s fundamentahttgic goals is also defined by the Lisbon
decree: to make the EU the most competitive anduaiyn knowledge-based economy in the
world. In supporting the underdeveloped regions, ittajor goal of the EU’s regional policy
is to improve the competitiveness of these regiarthe short or long run. In 2004 Hungary
also began designing its national development plaoluding the preparation of the
development concept and strategic programmes afriierdeveloped regions.

After reviewing the most important features of glbbompetition, the present paper
provides the standard concept of territorial contipeness and gives the pyramidal model
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serving the improvement of regional competitiven®&ssed on this model it also outlines the
development ideas aiming to improve the competiégs of regions with different
development levels.

2. Definition and modeling of regional competitiverss

In the economies developing and transforming, itee EU in 2004 and 2007, as a
result ofglobalisation processesncreasing localisation represents one of thetmagked
processes: while the importance of national ecoesmiirelatively) is decreasing, the
economic role of regions and cities seems to gfelbal competition has intensified also in
these countries, especially with the growing imaoce of knowledge-based economy.
Territorial competition, which means the competitiof regions and cities for scarce
resources, global aims and so on, is increasingdygbent. The economic characteristics of
territorial competition differ form those of the mapetition of companies or on the labour
market; consequently, the improvement of competitess can be described differently in the
case of regions. Global competition processes umddly define the economy of less
developed countries including the economic strgciarthe regions of transition countries (so
Hungary as well).

The results of regional competitiomre similar to those of the competition among
countries: in the region successfully competing favel (living standard) improves,
employment and incomes (wages) are high, new imesds take place, talented young
people and successful businessmen move therg[44td5]). Naturally, in the less successful
regions just the opposite occurs: welfare (livingnslard) deteriorates or stagnates, incomes
fail to increase, there is a reduction in the nunddevork places, no new investments occur,
unemployment increases, talented young people awedessful businessmen leave, the
population grows older, etc. So the less favouregions must work outompetitive
development stratedgr improving their economic situation (Porter 200.

Successfulness in competition, or in other wonisnpetitivenesbas been one of the
key concepts often used and quasi 'fashionableiany areas of economics over the past two
or three decades partly due to the acuminationadfad competition ([6]). It is a fashionable
term the use of which seems nowadays to be nedtigatory. In lain Begg's ([7]) apt
formulation: “improved competitiveness, as we albWw, is the path to economic nirvana”.
Competitiveness as eollective notionhas been in use for long, although it is diffictdt
define. It basically means the inclination and Iskal compete, the skill to win position and
permanently stay in the competition, what is margacharily by successfulness, the size of
market share and the increase of business sug¢8ss (

Two major issues emerged in the debates aiming hat interpretation of
competitiveness: on one harthw to define regional competitiveness and whatatdrs to
measure it witA On the other handhow can regional competitiveness be improwehdich
governmental interventions may be regarded as ssftd@ These two questions usually lie in
the background of other professional debates tobilewrepresentatives of academic
economics concentrate on the first one, expertegbnal policy tend to focus on the second
one. Questions of interpretation, measurement agwbmal policy related to the concept of
competitiveness receive much attention in countaresregions as well.

There were a number of attempts to define the n@wem of competitiveness according
to new global competition conditions in the mid @89The most important findings of the
abundant literature dealing with the competitivene$ countries may also be applied to
interpret the competitiveness of regions ([4], [68], [9], [10]). Particularly important
examples include the proposals put forward by tlke@dmpetitiveness Council, the OECD
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and the European Union. | am also going to relyttmese suggestions when defining and
developing a suitable model of regional competitegs below.

The standard notion of competitivenessthe Sixth Regional Periodic Report of EU
([11]): ‘The ability of companies, industries, regs, nations and supra-national regions to
generate, while being exposed to international aitipn, relatively high income and
employment levels’. In other words ’high and risistgandards of living and high rates of
employment on a sustainable basis’ ([12]). In theopean Competitiveness Report ([13]):
“Competitiveness is understood to mean high andgistandards of living of a nation with
the lowest possible level of involuntary unemploymen a sustainable basis.” In the report
of Regional Competitiveness Indicators of UK ([14Regional competitiveness describes
the ability of regions to generate income and nanemployment levels in the face of
domestic and international competition’.

This standard definition refers to “relatively highcome”. This can be measured by
means of the per capita GDP and the GDP growth fatégh employment level is in turn
indicated by the rate of employment. These twodatdirs can be measured independently
from one another, but as is well known the pertea@DP can also be expressed as follows
([11], [15], [16]):

GDP __ GDP N employment xworking—age[pop
total Cpopulation employment working—agelpop  total Cpopulation

The first fraction on the right-hand side of th@nfula is approximately equal to
labour productivity and the second to tta#e of employmentThe third fraction, the age
distribution of the population only changes slowtycan nevertheless play an important role
in some regions with smaller populations.

Given the standard definition of competitiveness, unique indicator of regional
competitiveness can be found. It is interpretetielats a combination of closely connected,
well-measurable and unambiguous traditional econ@maiegories:

— per capita GDP of the region (otherwise regionaigh),
— labour productivity of the region,
— employment rate of the region,
economic openness (international competition) efrégion (exports and FDI).

Hence thesubstance of regional competitivenefge economic growth in the region,
which growth is generated by bothhayh level of labour productivitand ahigh level of
employment In other words, competitiveness meamsonomic growth driven by high
productivity and a high employment rafehe standard concept of competitiveness basically
expressebalanced regional economic growtti the employment rate is high, then sooner or
later the living standard will also increase.

Measuringrevealed regional competitivenesss been traced back to four related
economic categories: income generated in the redmmour productivity, employment rate
and the openness. The notion of competitivenesair@at in this way cannot be used,
however, to identify factors responsible for regiboompetitiveness or areas which are to be
strengthened or developed by regional developmelntigs and programmes for improved
competitiveness. Since the notion of competitiverem be seen as refining that of economic
growth, it can often be observed that proposalsif@oroved competitiveness combine
traditional means of economic development with mdghbased on endogenous development.

The pyramidal model of regional competitivenesseks to provide a systematic
account of these means and to describe the bamctasof improved competitivenessgure
2). ‘This model is useful to inform the developmenthe determinants of economic viability
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and self-containment for geographical economiel7](jp. 26). ‘This is an aggregate notion,
.., In a regional context, labour productivity isetibutcome of a variety of determinants
(including the sort of regional assets alluded love). Many of these regional factors and
assets also determine a region’s overall employnmratg#. Together, productivity and
employment rate are measures of what might be tkfregealed competitiveness’, and both
are central components of a region’s economic padace and its prosperity (as measured,
say, by GDP per head), thought obviously of thewesethey say little about the underlying
regional attributes (sources of competitivenessybith they depend’ ([10] p. 1049).

Figure 2.The pyramidal model of regional competitiveness

Target Quality of life
Standard of living

Regional performance
Gross Regional Produc

Basic Categories

Labour productivity =—  Employment rate

¥ A ¥ Y -

Research and — Small and

Development factors technological Infrastructure and | Foreign direct medium-sized Institutions and

development human capital investment enterprises social capital

Economic ) - Regional Skills of
Success structure Innovative activity accessibility work force
determinants
Social structure Decision centres Environment Regional identity

Source [15], [16]

The standard of living, prosperity of any regiapdnds on its competitiveness ([18],
[19]). Factors influencing regional competitiveness be divided into two groups direct
andindirect components. Of particular importance are progrargnactors with a direct and
short-term influence on economic output, profitdyaillabour productivity and employment
rates [16]). [20]). But social, economic, enviromitad and cultural processes and parameters,
the so-called ‘success determinants’, with an eujrlong-term impact on competitiveness
are also to be taken into account ([21], [22]).

Three levels can be distinguished with regard he wDbjectives of regional
development programming and the various charattsisand factors influencing
competitivenessHigure 2):

— Basic categorieof regional competitiveness, so callesealed competitivenegex
postindicators; measuring competitiveness): thesegoaites measure competitiveness
of regions and include income, labour productiveyployment and openness.

— Development (programming) factois regional competitivenesseX ante factors;
improving competitiveness): factors with an immeeliampact on basic categories.
These can be used to improve regional competitegeiy means of institutions in
short-term programming periods.
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— Success determinant®f regional competitiveness (social and environtalen
conditions; explaining competitiveness): determteamith an indirect impact on basic
categories and development factors. These detentsirtake shape over a longer
period of time and their significance reaches beyaconomic policy-making

When characteristics determining competitivenesspdaiced on a chart one obtains
the ‘pyramidal model’ of regional competitiveneise components of long-term success (or
‘fundamentals’) are to be found in the base, thaldhei layer is constituted by the
development (programming) factors or ‘key driver$he basic categories included in the
standard definition of competitiveness are located level higher, while the standard of
living and welfare of the region’s population, thkimate objective, forms the peak of the
pyramidal ([23] p. 67).

Competitiveness depends on a wide range of facémd conditions. The five
programming factors underlying competitiveness uded in the Sixth Periodic Regional
Report of the EU ([11]), however, exceptionally réfggant (Figure 2. research and
technological development (RTD), small and mediured enterprises (SME), foreign direct
investment (FDI), infrastructure and human capitadtitutions and social capital. Improving
individual programming factors forms the object ofgional policies and regional
development strategies. They are likely to imprtve competitiveness of regions directly
and in the short run by means of regional partriecs) institutions.

There is abundant literature on competitivenesk wéttain well-known approaches, out
of which especially the concept of standard conipetiess common in the European Union
seems adequate in case of the regions not onlgcientific analyses but also for economic
political applications. The concept of standard petitiveness is partly linked to the thought
of economic growth; therefore, it also leans orothcal economics, although it also has
strong regional political and economic developnaapgects that bring it close to the questions
of business sciences as well. For the interpretatioregional competitiveness a pyramidal
model was established that offers a complex frasneéhfe measurement and improvement of
regional competitiveness.

3. Economic growth and competitiveness of Hungariaregions

The basic categories can be used to measure régmmaetitiveness: GDP per capita,
labour productivity, employment and openness. Tleeeseven NUTS-2 regions in Hungary
(Figure 1). Regional GDP at purchasing power parity (PPS)leen recorded since 1995 in
Hungary.

Since 1995, the beginning of the second phase efttansition, Hungary has
experienced significant economic growth; the averade of growth is 4 % per yearaple
2). This rate of growth exceeds that of the annuatage in the EU-15, which between 1995
and 2001 was 2.5 %. Owing to the fast developmemigdry’s GDP per capita (PPS) reached
62,3 % of the EU-27 average in 2003.

The regional distribution o&DP per capitahas been strongly unequdlaple 2and
Figure 3. Three regions (Central Hungary, Central Transba Western Transdanubia)
actually began to reduce the gap between themhemdWestern European counterparts with
a dynamic growth of approximately 4-5% a year bef@000. These three regions with
dynamically growing economies constitute one blsitkated in the northwest of Hungary
between Budapest and the Austrian border. The @eHingarian region with Budapest
almost reaches the EU-27 average since in 200301 per capita was 101,3 %. After 2000
the economic growth of the other two regions (Canfransdanubia, Western Transdanubia)
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is slowly. The economic growth of the other fougioss remained at a yearly 1.6-3%, which
is more or less around the EU average or fallingh8ly below. These regions are situated
south and east of this area. Regional data cledubyv that in Hungary there are great and
constantly existing territorial differences amorig tregions, and only one region, Central
Hungary has continuous and fast growth.

Table 2The purchasing power (PPS) adjusted GDP per cagldtive to the EU-average in %

Region EU15=100 GDP growth EU27=100

1995 2001 (annual 2003 2004 2005

average %

change),

1995-2001
Hungary 46.0 51,5 4.0 62,3 63,9 65,1
Central Hungary 66.4 94,1 5.2 101,3 101,6 106,3
Central Transdanubia 41.6 56,3 4.6 59,2 61,1 61,2
Western Transdanubia 474 63,1 4.3 69,0 66,8 64,6
Southern Transdanubia 37.6 44,0 2.6 45,6 45,6 45,2
Northern Hungary 33.5 38,8 2.3 40,9 42,5 42,9
Northern Great Plain 32.8 39,6 3.0 41,8 41,9 41,4
Southern Great Plain 38.3 42,3 1.6 43,2 44,2 44,1

Source Eurostat

Figure 3.Regional per capita GDP in PPS (EU-27=100)
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Source:Eurostat (http://epp.eurostat.ec.europa.eu.pprtal/

Regional competitiveness depends on a combinaifoemployment rateand the
labour productivity In Hungary theemployment situatiorhas improved parallel to the
economic growth beginning in 199%gble 3. However, in 2004 the employment rate of 56.8
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% shows considerable lag behind the EU-15 rateldf % and the EU-25 rate of 62.8 %. The
regional differences within the country were simitathe case of employment as in terms of
economic output (GDP per capita). In the three kgeal regions employment rate reached
60-63 % in 2005, while the same figure was 49-5h%he four less developed ones. In the
developed regions the rate of unemployment wasoappately 5-6 % while in the less
developed areas it is 8-10 %.

Table 3Employment rate and unemployment rate of the reggio
Regions Employment rate Unemployment rate (%)
(population aged 15-64, %)
1998 2005 Differences 1998 2005 Differences

between 2005 between 2005

and 1998 and 1998
Hungary 53.6 57,1 +3,5 7.8 7,2 -0,6
Central Hungary 57.3 63,3 +6,0 5.6 5,2 -04
Central Transdanubia 55.7 60,2 +4,5 6.7 6,3 -0,4
Western Transdanubia 61.6 62,1 +0,5 6.1 5,9 -0,2
Southern Transdanubia 51.6 53,4 +1,8 9.4 8,8 -0,6
Northern Hungary 46.5 49,5 +3,0 12.0 10,6 -14
Northern Great Plain 46.7 50,2 +3,5 10.8 9,1 -1,7
Southern Great Plain 54.2 53,8 -0,4 7.0 8,2 +1,2

Source Eurostat

Figure 4FDI and industrial export per inhabitant (thousatidi-, 2005)
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Source:own construction based on [24]

After 1995Ilabour productivityimproved in all of the regions, almost paralleltbe
growth rate of the GDP per capita. Between 1995 20@b Central Hungary experienced a
growth of 70 %, while in the Southern Great Pldis tvas 29 % and in the rest of the regions
35-52 %. So this growth was almost twice fastethiea developed regions than in the less
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developed ones. Consequently, the territorial tifiees apparent in labour productivity are
rapidly increasing in Hungary.

Competitiveness is tied up with economic perforneairt the international (global)
competition. The ‘openness’ (internationalizati@mf)regions is best expressed in terms of
foreign direct investmen$EDI) andexportsfigures indicating the extent to which companies
situated in the region have been able to produobafly marketable goods and services
(Figure 4. Exports, which have greatly contributed to thid growth of the Hungarian
economy, have been produced almost exclusivelyhmeet developed regiondNestern
Transdanubia, Central Transdanubia and Central &yngn 2005 the three developed
regions produced 80 % of Hungarian manufacturingoes, while the contribution of the
Southern Great Plain region was only 2 %. In shbese three regions are well ‘embedded’
in the European economy, while the other four negjicater mainly for domestic demand.

The four basic figures of regional competitivenedsow that the growth and
competitiveness of Hungary’s economy depends arethegions and mainly on the economy
of the capital. The growth of the other four regds slow; their employment and labour
productivity is equally low. And internationalizati of the economy of these underdeveloped
regions is weak.

Figure 5.Employment rate and GDP per capita (PPS) in th EMUTS-2 regions
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The competitiveness of the regions of the new EWnber states are the similar to
Hungarian regions. The economic development of ldtiag regions (GDP per capita) is in
harmony with the size of employment rate, all afrthare situated close to the regression
curve Figure 5. Except for the Central Hungarian region the o#ie regions are among the
EU’s less developed regions with relatively low déoyment rate. Competitiveness of the
capitals is strong, for instance, the GDP per eafftPS, 2004, EU27=100) 129,3 % and
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employment rate (2005) 69,6 % in Bratislavsky ragfkraj), 157,1 % and 71,3 % in Praha,
106,3 % and 63,3 % in Budapest. Without Pest cotlhysituation of Budapest is to similar
to Bratislava.

In sum, there are significant differences in thenpetitiveness of Hungarian regions:
three regions can be said to have displayed impgovdompetitiveness, whereas the
economies of the other four have stagnated. Bathatisolute value and the growth rate of
employment and labour productivity have contributedeveraging the competitiveness of
the three rapidly developing regions. They havesamly become an integral part of
international trade, while the other four continaexport at relatively low levels.

Figure 6.Employment rate and GVA per employment of the sedons (LAU 1)
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In Hungary territorial differences among regiong @reat and stable. But every
NUTS2 region is heterogeneous, it has developednudistricts and underdeveloped rural
ones. Compared to regions in case of a transitiomahtry’'sLAU 1 sub-regionglifferences
in terms of development, especially those amongisoand villages are obviously larger. In
terms oflabour productivity(GVA per employment) anémployment ratethe two basic
indicators of competitiveness, a distinct picturdolds Figure 6. The employment rate of
the 168 sub-regions has an almost totally balamtstibution between 30-55 %. On the
contrary, considering the values of GVA per empleyinsub-regions show a special picture:
about three-fourths of them have identical values neaching 1500 thousand HUF. The
remaining one-fourth represented by the small regaf larger towns has strong variance.

The special features of the structure of settlemarg also shown by the differences of
sub-regions in terms gfersonal income per capitéFigure 7). In the capital, in regional
centres and some county towns incomes are highe whother areas they are almost equally
low. The difference between the Western and Easegions is traceable among sub-regions
too: in the capital and its surroundings and in ¥#esHungary incomes are higher, while
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South of Lake Balaton and East of the Danube theysanificantly lower. Continuous
regions with especially low incomes are situatedngl the Hungarian-Romanian and
Hungarian-Ukrainian borders.

Figure 7. Personal income per capita by sub-regions (20@®oisand HUF)
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The differences of regions, counties and sub-regexperienced continuous growth
from 1996 until 2000, and then this process slod@an Figure 8. This means thato signs
of convergencean be noticed on any of these territorial levElere is development in each
region, county and subregion, incomes are incrgadmut in a particularly unbalanced
manner.

Hungary’sstructure of settlements characterised by the fact that except for Bedap
having 2 million inhabitants together with its datent area (together about 3.5 million
habitants), no other large town exists; regionaltres are towns with 150-200 thousand
residents (Debrecen, Miskolc, Pécs, Szeged). Coesdly, half of the population live in
rural areas, villages or small towns. And the catitigeness of these rural subregions is poor.

We have analyzed the competitiveness of Hungaegions on NUTS-2 and LAU-1
level. The most important findings have been tiha économy of the Central Hungarian
region has developed faster than the EU-averageoffter two regions (Central and Western
Transdanubia) have been found to catch up moreramd with their Western counterparts.
The economies of the other regions have stagn&edsequently, statistical findings on
Hungarian regions make it clear that the high enooagyrowth of the Hungarian economy
has been generated exclusively by the improvingp@tic performance of one region. Only
this region can be called competitive with a pegriteaGDP growth above the EU-average and
labour productivity and employment rates exceedhmy national average. After 2000 the
economies of other two Transdanubian regions amgnated, with strong figures. The
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remaining four regions cannot be said to be comipetgiven their economic stagnation,
insignificant growth rates, low levels of employmeand labour productivity and exports.

Figure 8.Standard deviation of GDP/GVA per capita

0,4000 15
0,3500+
+ 1,45
@ 0,3000 o
© 114 ©
E 0,2500+ E
ks ks
& 0,2000+ T1,35 3
© ©
B B
S 0,1500 @
c +13 2
8 8
© 0,1000+ o
+ 1,25
0,0500+
0,0000 1 1 1 1 1 1 1 1 1 1,2
1996 1997 1998 1999 2000 2001 2002 2003 2004 2005
= =regions (GDP) = = =counties (GDP)
= sub-regions (GVA) == = sub-regions without Budapest (GVA)

Source Lukovics
Note by natural logarithm

4. Enhancing regional competitiveness on differertypes of regions

As we note, two major issues emerged in the delmtesmg at the interpretation of
competitiveness: on one hardhw to define competitiveness and what indicatonnéasure
it with? On the other hantipw can competitiveness be impravétis not enough to measure
the competitiveness of regions, but we also needuttine what can be done to improve
competitiveness.

Measuring regional competitiveness has been tréee# to four related economic
categories: income generated in the region, lalppaductivity, employment rate and the
openness. The notion of competitiveness obtaingthignway cannot be used, however, to
identify factors responsible for regional compegtiess or areas which are to be strengthened
or developed by regional development policies antbgm@mmmes for improved
competitiveness. Theyramidal model of regional competitivenesseks to provide a
systematic account of these means and to deschbe basic aspects of improved
competitiveness of the different types of regifit§, [15], [16]).

Different 'market places’ also occur in the glolsaimpetition of countries, regions and
cities. Todtling and Trippl([25], p. 1209) describe three types of regiongplgblem areas
and regional innovation deficiencies: peripherabioa (organisational thinness), old
industrial regions (lock-in), and fragmented metidan regions. In 2003 one of the research
project of EU analysed factors influencing regionampetitiveness and how dominant the
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elements determining competitiveness are in differegion types in order to create the
foundation of regional policy between 2007 and 20D8ring the research four region
'theoretical’ types were distinguished based on tivoensions, density of population and the
growth rate of GDP ([26] p. 6-23): non-productivegions, regions as production sites,
regions as sources of increasing returns, andmsgie hubs of knowledge.

Based on the characteristicscoimpetitive advantagePBorter distinguishes three phases
in the development of countries built upon one heo{[27]). According to the amount of
specific GDP and the competition strategies of glabdustry branches these aFegure 9:
factor-driven, investment-driven and innovationvén phases. The three phases of
competitive development designed for countries @an be applied in the case of regions
([28]). And these types are very useful to unddHhie bottom-up local development strategies
of the subregions.

Figure 9 Stages of competitive development of countrigsdires
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Today, knowledge-based economy strongly transfothes specialization among a
country’s regions with different development levalso changing the former characteristics
of territorial competition. Based on the differea@mong regions it is good to differentiate
where knowledge is produced and where it is onlgpéetd (([29]). ([30]). In the case of
competitive regional development only in the innowadriven phase can it be stated
definitely that competitive advantages derive frdmowledge creation, while in the
investment- and factor-driven phases they origifiaten the mere adaptation of knowledge
([27]). Less developed, lagging regions are in gaposed situation, certain features of the
knowledge-based economy are present, but neofaftgsticteristics are decisive ([R1]

In harmony with the phases of competitive developintaree types of postfordist
reglons must be distinguished ([28], [32], [33]):
Neofordist regionfactor-driven phase (regions with low income amglt cost),
- Knowledge transfer regiorinvestment-driven phase (regions with medium meoand
efficiency) and
- Knowledge creation regioninnovation-driven phase (regions with high incomed
unique value).

Neofordist and knowledge transfer regions diffemirknowledge creation regions not
only in terms of the sources of competitive advgesa but also because they are
economically exposed and fragile. The decisionresndf global companies hardy occur in
less developed regions, so they demand knowledge ather the executive type activities of
global companies are present here. Besides ass@hablg, units of global companies selling
products and performing service activities on theal market, local branches of international
banks and insurance companies, and sometimes gulesdengaging in minor research
activities also operate here. Naturally, most regiare 'mixed’, but while neofordist and
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knowledge transfer activities and companies alsster knowledge creation regions, the
number of firms based on knowledge creation isectoszero in neofordist regions.

Concerning the three region types reviewed aboiféerent development strategies
must be applied, which means thhe improvement of competitiveness demands differen
measures based on the different types of regidhsse steps correspond to the phases of
competitive regional development and at the same tndicate that competitiveness can be
improved only with the help of complex programmBse pyramidal model systematise those
economic development priorities that adjust to thal social-economic situation and the
achievable aims of the different region types. Thprovement of regional competitiveness
depends on the consistent realisation of thesel@lmvent strategies.

Most important conclusions of the empirical anaysand discusses on the
competitiveness types of the Hungarian regitias there are three types in Hungary ([34]):

- Central Hungary (Budapest}ransition from knowledge transfer to knowledge

creationregion,

- Central Transdanubia and Western Transdanupensition from neofordist to

knowledge transferegion

- Southern Transdanubia, Northern Hungary, Nortl@&mat Plain, and Southern Great

Plain areneofordistregions.

During another empirical analysis, theeasurement antypisation of competitiveness
in LAU-1 level subregionss performed with a complex system of indicatoj&3]j. In
choosing indicators we follow the logic of the pyiidal model and perform a complex
analysis with the help of multivariate data analgsiethods. According to our expectations
the statistical data base defined by basic categjobasic elements and success factors can be
used to analyse the complex competitiveness ofl sewbns.

Figure 10.Types of sub-regions by MDS
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We attempt to use pyramidal model and describe basic category, development
factor and success determinant with at least tlre®ur variables. Date collection was
performed using the Hungarian Central Statisticliic®s database. The favoured indicators
of the basic categories and the indicators of agreent factors and success determinants
were selected based on the concept of standard etitivgness, what resulted i63
indicatorsby subregions.

In the next step of the analysis, using the systénmdicators we organized the 168
Hungarian sub-regions in homogeneous groups base¢dear competitiveness level. Out of
the available statistical multivariate analysis ht@ques two methods were applied:
multidimensional scalingndcluster analysis

Using multidimensional scaling, regions above axiare capable of fast catch-up,
while the ones below axix do not have this potentialFigure 10. The geometric
representation established by MDS may include thsipility to identify groups and types.
In the two-dimensional chart Budapest in itselfnfisra group positioned quite far from the
other two types. Examining the final coordinategath object shows that knowledge transfer
(medium developed) regions are concentrated onigheside of axigy in the first and fourth
quadrants. In terms of competitiveness these sgib#re lag behind Budapest, but are ahead
of relatively underdeveloped (neofordist) regiomgithermore, they also carry catch-up
potentials. The third (neofordist) group is situate the second and third quadrants, as the
concentration of the regions ranking lower in temhgompetitiveness. Part of these (above
axis xX) carry catch-up potentials, while going down fraxis x the danger of further lag
increases.

Figure 11.Hungarian sub-regions by competitiveness types
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We classified sub-regions by 63 figures and basethe three region types above and
on urban-rural aspects within each typEigure 11). Out of the 110 sub-regions falling in the
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neofordist region type according to the above, diF-regions (15,4%) may be regarded as
urban, out of the 57 sub-regions classified indaegory of knowledge transfer this number

is 35 (61%), while the only sub-region (Budapest}hie knowledge creation region type is

urban. Consequently, in more developed region tyjpeproportionate share of urban regions
is higher; while that of rural regions filling thess developed space among them is lower. It
Is also noticeable that the more developed regipe & sub-region is classified in, the more it

fulfils out of the four above mentioned criteriacessary for the classification as urban.

At the same time, it is not enough to measure trmapetitiveness of regions, but we
also need to outline what can be done to improvepstitiveness. As shown, according to the
theory of regional competitive development, todag tegions and subregions participating in
global competition can be classified in three typesofordist, knowledge transfer and
knowledge creation. Based on these three typesnggian also be classified in groups.
Furthermore, a special version of the pyramidal ehgdn be designed, the elements of which
are built upon the real opportunities of the givegion type and may contribute to improving
the competitiveness of the region. Specifying tii@amidal model by region type three ’sub-
pyramids’ can be established based on the competitvelopment: thmastabas(Mastaba
an ancient Egyptian mudbrick tomb, the pyramidsettgyed form the mastaba.) In each
region type the basic categories and success $aat@ompetitiveness are the same, however,
the elements of the basic factors are differemich sub-type.

Figure 12 Enhancing competitiveness: the mastaba of neistaiehion
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The neofordist regionis underdeveloped, it corresponds to a semi-penphthe
generated income (GDP/habitant) is low, and thenewety is typically in the factor-driven
phase. The development of infrastructure is ineidfit, the education level of the labour
force is low, the members of company managementareompetitive internationally and
part of the qualified labour force and talented ny@people leave the region. The major goal
focuses on developing the technical infrastrucim@nsportation network, energetics, etc.)
and attracting the sites of global companies witppred industrial areas, low local taxes,
low wages, etc.

Local companies do not needsearch and technologocal developmanineofordist
regions, but as already mentioned, all of them lpase older technologies from abroad
(Figure 12. Therefore, these companies do not have R&D uwaniid they are not closely
linked to development institutions either. Sinceréhare no local company assignments, local
university research and the related laboratoried eguipment must be financed from
governmental funds. In such regions support shtarget basic research, especially at local
universities, and certain outstanding researchrébdes to solve minor applied R&D tasks.

Regarding the elements offrastructure and human capitals development factors,
such regions should concentrate on developing rdresportation networks that are usually
less established and of low quality. Mainly motoysaairports, railroad systems, ports,
logistic centres must be created that are essefdralmaking the divisions of global
companies targeting cost advantages settle. lisis advisable to design industrial areas
(industrial parks) containing concentrated infrasture, partly owing to environmental
reasons. Vocational training cannot be transforfbagsed on special company needs, but
rather the quality of task-oriented schemes oftgfinde basic training in existing institutes
must be improved.

In the case oinvestments coming from outside the regitve divisions of companies
must be attracted that are able to generate rdgioméiplicator effects by establishing a new
activity. In the region these divisions and act@st can work as the starting points of a
structural change, which the local economic sphsreinable to achieve by itself. The
embedment of global companies’ divisions, the dgwelent of local business and personal
relations must be encouraged with the help of warievents, forums to enable information
flow that can also be followed by business tranieastlater on.

In neofordist regions very feamall and medium-sized enterprises (SM&g) present
in the traded sector, neither the business envieowmor the preparation level of these
companies is enough for global competition. SMEsehasufficient international knowledge;
therefore, the wide dissemination of modern enaepureal skills and enterprise culture is
essential for their development. This should beewstdod as #&arning processSMEs can
learn not only at courses but also from one anahdrfrom global companies too. One of the
most important objectives is for SMEs to becomelthsiness partner or contracted supplier
of settled global company units, because this weay tcan win a stable market and gain
modern knowledge and business experience.

In a neofordist region thiastitutions and social capitare not market-friendly enough.
Public administration organisations must be madéhdue ’enterprise-friendly’ customer
services. As for training programmes availableighlr education institutions, the technical,
business, economic training necessary for the ssf@ideoperation of enterprises is either
missing or is of poor quality, so support must &et Ito launch, strengthen and disseminate
these programmes, so that modern business trag@ingoecome part of the curriculum in
each higher education scheme.

Knowledge transfer regiorsre usually medium developed, the most importaat gf
economic development lies in continuing the strradtahange by keeping existing companies
and creating work places with higher added valles€ regions are in the investment-driven



Technical University of KoSice, Faculty of Econonas

2" Central European Conference in Regional Scier€ERS, 2007 —605 —

phase, they have traded large companies with Ibealdquarters, which already have a
network of local SMEs as their contractors. Tramggimn infrastructure is developed,;
therefore, themprovement of the local business environmeim focus. The education level
of the labour force and the training structure adsecorrespond to the needs of the economic
sphere, retraining programmes and courses to inepr@anagerial skills are frequent.

Figure 13.Enhancing competitiveness: the mastaba of knowle@dgesfer region
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In knowledge transfer regions the needriegearch and technological developmbas
already emerged, local traded companies also crdatelopment units assigning an
increasing number of applied research part-taskdotal development companies and
research institutesF{gure 13. In the course of economic development, the harseal
research and development activity of companiesiastitutes must be encouraged. In order
to assist smaller companies the establishmentafags, institutes and other bodies dealing
with technology transfer must be facilitated.

Infrastructure and human capitaére relatively developed and the transportation
network has been established. Support must focuthennstitutions and agencies of the
business infrastructural background (training tm&bns, consulting companies, etc.) that
satisfy actual company expectations. In harmony wie emerging R&D needs, institutions
contributing to the improvement of innovation capa@nnovation centres, incubators) must
be created. Strengthening local strategic induségtors can define their needs precisely
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concerning the qualification of the labour force, special training programmes related to
these must be developed.

Among theinvestments coming from outsi#teowledge transfer regions, only those
need promotion, whose activities are in harmonyhwitie developing regional strategic
industry sectors already present. The embedmetwrapanies with bases outside the region
must be encouraged by increasing the circle of Skiffsg as local contractors. This way
more and more elements of the global companiesievahain can be present in the region,
what not only stimulates the economic growth, bsb &elps to improve employment.

In knowledge transfer regions more and memall and medium-sized enterprises
(SMESs) operate in the traded sector, and are pedpfr global competition. In order to
strengthen these SMEs, the development of theiizdwtal networks, clusters must be
helped. The formation of start-up companies relatethe activities of developing strategic
industry sectors must also be encouraged mainly buisiness incubator programmes.

In these regions the role wistitutions and social capitas increasingly important. Fast
and reliable public services are essential forsinecessful global competition of developing
strategic industry sectors and strengthening SM&var&s. Therefore, it is necessary to
decentralise administration, since only regional &tal governments present in the region
can take measures effectively and flexibly. Locghkr education must be encouraged of
design training modules corresponding to the labmuce needs of strengthening local
strategic sectors this way ensuring the prepatsabliaforce supply for companies.

Concerning the three region types reviewed abovta@dwt knowledge creation region),
different development strategies must be appliedichv means thathe improvement of
competitiveness demands different measures baseheodifferent types of region¥hese
steps correspond to the phases of competitive mafidevelopment and at the same time
indicate that competitiveness can be improved ovitiz the help of complex programmes.
The pyramidal model and the mastabas systematase taconomic development priorities
that adjust to the real social-economic situatiod the achievable aims of the different types.
The improvement of regional competitiveness depamdghe consistent realization of these
developments.

The economic development strategy of Southern G?&ah region between 2007 and
2013 was established by element of pyramidal mddehis region there are two knowledge
transfer urban subregions, others are neofordistruor rural subregions.

5. Summaries

The present paper reviewed the most important mumsstrelated to regional
competitiveness. Globalisation processes, theiritagal characteristics and global
competition lead to the development of a 'new ecoieospace’. With the emergence of the
knowledge-based economy the international divisiblabour also transforms and the role of
regions in the postfordist economy must be recamsdl Three basic region types can be
distinguished that participate differently in theternational division of labour. The
acceleration of global competition has resultethmincrease of competition among regions,
or more precisely, territorial units.

Due to the special characteristics of global comtipat the concept of territorial
competitiveness must also be defined. There is ddninliterature on competitiveness with
certain well-known approaches, out of which esgicidhe concept of standard
competitiveness common in the European Union semtaguate in case of the regions not
only for scientific analyses but also for regioeabnomic political applications. The concept
of standard competitiveness is partly linked to ttin@ught of economic growth; therefore, it
also leans on theoretical economics, although sb dlas strong regional political and
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economic development aspects that bring it closthéoquestions of business sciences as
well. For the interpretation of regional compettness a pyramidal model was established
that offers a complex frame for the measurementigptdovement of competitiveness. It not
only makes a proposal concerning the indicatordicgpe for measuring competitiveness,
but also systematises economic development idggendang on the types of regions.

In the period of transition from a centrally pladneconomy towards the market
economy and under the pressure of globalizationEamdpeanization, the Hungarian system
was restructured not only in terms of linkages imitthe production system, but also in
relation to its relevant environments. During thiscess the internal linkages were weakened
and external linkages asynchronously reinforcedlapest and the north-western part of the
country could find a way to the European marketareasily than the eastern part.

In sum, there are significant differences in thenpetitiveness of Hungarian regions:
three regions can be said to have displayed impgovdompetitiveness, whereas the
economies of the other four have stagnated. Bathatisolute value and the growth rate of
employment and labour productivity have contributedeveraging the competitiveness of
the three rapidly developing regions. They havesamly become an integral part of
international trade, while the other four continaexport at relatively low levels.
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