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1 ABSTRACT 

Serbian medium-sized cities went through dramatic changes in the last two decades. From national and 
regional centres of industrial productions in 70s and 80s, became cities with economical and demographic 
recession. They have lost their regional and, in some cases, even national competitiveness, as well as 
previously created advantages and networks. The process of transition from planned to market economy and 
privatization of state companies in the last decade, did not give the expected results in the cities development 
stimulation. A delayed entrance of the cities into global competition for mobile capital, after political and 
economic sanctions in the  90s, made their attempts for positioning in urban networks even more difficult. 
The rise of foreign investment inflow in 2002, which was seen as a cure for the degradation of the cities, was 
interrupted by the global economic crisis. 

New challenging circumstances have put stress on new strategies and anticipatory plans for Serbian medium-
sized cities development. This paper explores competitive potentials of medium-sized cities for their 
introduction in specialized global urban networks. It also analyzes the enhancement of their position in 
knowledge and innovation based economies, and applies them to chosen, case study Serbia. The aim of the 
paper is to present the approach to strategic planning of Serbian cities, which could withstand global 
economy changes; long-term plans relying on their inner resources, the existing and potentially created ones, 
which will reinforce the cities and make them competitive. 

2 INTRODUCTION  

In the previous three decades cities have gone through major changes at the global level. They have become 
centres of global and economic power, nodes through which capital flows in global networks (Sassen, 2001, 
Castells, 2000, Purcell, 2003). Globalization and mobility of capital and people have made cities replaceable 
entities, which are in constant competition for the global capital (Lever and Turok 1999). They compete to 
attract high rates of investment and tourists, expend their markets and attract highly skilled labour (Turok, 
2004). The transformation of the global system from industrial to post-industrial, from manufacturing to 
knowledge society, has emphasized new challenges for cities. Competition is increasingly becoming the 
competition for innovation, knowledge and creativity (Hall, 1998, Florida, 2002). 

Cities are regarded as privileged places for concentrating knowledge resources and promoting creativity and 
innovation (Jacobs, 1961). Being the core of creativity and therefore more competitive, large and high 
positioned cities are seen by researchers. This, as a result, leaves other cities on the periphery, outside global 
urban networks. As Castells (2000) says, a city does not exist by itself, because it is determined by its 
networks. To develop in the global knowledge and innovation based society, medium-sized cities also have 
to be included in global networks. Since there are different and specialized networks, medium-sized cities 
can integrate into those which are adequate for their possibility and path. 

Medium-sized cities in Serbia are in a complex and difficult position. As in other post-socialist countries, 
globalization has significantly changed their position and development. Due to the international sanctions 
during the 90s, the transition from planned to market economy and the delayed involvement in international 
networks put additional stress on Serbian cities. Rapid changes in economic, social and political conditions 
created the climate for which medium-sized cities were not prepared. Previously regional and national 
industrial centres in the 70s and 80s, they lost most of their factories and entered strong economic and social 
decline. The attraction of foreign investment and privatization of state companies have not given the 
expected growth and rise in competitiveness since the year 2002. The global economic crisis decreased 
investment and a struggle of Serbian medium-sized cities for survival in this changed economic landscape 
continued. 

Major changes and challenging conditions ask for the ‘reinvention’ of the cities in Serbia. Medium-sized 
cities need to develop new strategies and anticipatory plans to enhance their competitiveness in global 
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networks. Futhrermore, it is necessary for them to integrate in knowledge and innovation based economies 
adequately. To enhance competitiveness, cities must be careful not to force ‘the best practice models’. 
Different national and local conditions, in terms of institutions, organization and resources, and less-favoured 
regions, ask for specific development and competitiveness enhancement strategies. This paper will try to 
analyse possible approaches to strategic planning of Serbian medium-sized cities, long-term plans relying on 
their inner resources, the existing and potentially created ones, as well as development paths which could 
withstand global economic changes. The paper will try to give a new approach to medium-sized Serbian 
cities development in the context of knowledge society and urban global networks. 

3 COMPETITIVENESS OF CITIES IN GLOBAL NETWORK-THEORET ICAL FRAMEWORK 

Understanding the theoretical framework behind successful city development strategies in the era of 
globalization and knowledge economy will help cities to build their own approaches, adequate for the local 
context. It will also enhance competitiveness. Having been isolated from international events for several 
decades, Serbian cities are now under stronger pressure to compensate for the late entrance in the race, as 
well as to understand the principles of competing for a position in global networks. 

3.1 Competitiveness in global urban networks 

Competitiveness between cities is not a new phenomenon. Through centuries cities have been competing for 
power in hierarchy. What is different in contemporary context is intensity, complexity and global wideness 
of competition (Sassen, 2002, p. 25). Competition, which was previously primarily between cities of the 
same nation or same region, has expanded to the global level. Involvement in global capital flows and 
concentration of global control functions became the element that now determines the importance of a city 
and its power, and consequently intensiveness of its development. A possibility for easy and fast travel 
resulted in geographic location becoming less important, and involvement in different types of networks 
more influential. As Castells says, ‘Highways are replaced by information flows’ (Castells, 2000, p. 425). 

Information society is determined by space of flows. The flow goes through the set of nodes-cities, which are 
connected to the other nodes in the global network of functions (Castells, 2000, p.407). Places are not 
disappearing, but the logic of their existence and importance is reinvented and absorbed in networks. A city 
does not have importance, it cannot rely on development unless it is in the network. The power of city is 
demonstrated by the number of networks present. Looked at a broader level, where the lowest unit is a city, 
different specialized networks can be clearly seen -IT, high-tech, cultural, health, education, production and 
other forms. In his last book, Richard Florida determines the existence of specialized networks of different 
creative people and specialized global urban hierarchies (Florida, 2008). 

Today it is difficult to find isolated national markets which are not under the influence of global networks. In 
1999 Evan World Bank indicated the significance of competition in global urban networks, saying that cities 
which manage to use their comparative advantages in global markets will prosper, and those that stay 
isolated will fight for survival. Reconfiguration and rescaling of cities and states does not just take place on a 
global but also on a regional scale (Brenner, 1999), and it is not only important for big, but also for small and 
medium cities. 

When competing, cities use different approaches and concentrate to attract international companies, 
investment, tourists or/and highly skilled population. Cities try to improve their ‘industrial productivity’ 
or/and innovation (Jacobs, 1969), information (Castells, 2000), knowledge (Hal, 1998), culture (Scott, 2000) 
or/and creativity (Florida, 2002). 

3.2  Knowledge and creativity as the core of cities competitiveness  

In knowledge society, creativity and knowledge are seen as the frontiers of economic development, as 
producers of highest values. 

Landry and Florida introduced the concept of the creative city, a strategy that cities aiming to enhance their 
development and competitiveness should implement. According to Landry and Florida, cities need to 
compete with each other in order to to attract and retain investment and creative human capital.  Landry 
(2000) stresses the importance of creative city management, the potentiality a city gets from talents and 
creativity of residents’ business, as well as from the city authorities and citizens. Florida (2002) underlines 
the importance of ‘creative industries’ such as IT, design and art, which cities should concentrate on. Since 
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the carriers of creative industries are people, the assumption is that all cities are competing for creative 
people, ‘the creative class’. To be able to attract dynamic and mobile individuals of ‘the creative class’, cities 
need to offer attractive living conditions, e.g. urban buzz, varied cultural life, diversity and tolerance. The 
concentration of creative people will attract companies. A creative city could be defined as city that promotes 
creativity through creative, cultural and artistic activities and has a diverse dynamic ‘creative milieu’. 

However, the arguments about the creative city concepts have been challenged. There is no straightforward 
evidence of the connection between ‘being creative’ and ‘being successful’. Creative cities cannot be created 
from scratch (Hall, 2004), they need history development paths. Not all cities can become creative only in 
the way Florida suggests. Perhaps modern competitive cities should be referred to as knowledge cities. 

‘Economic development in a knowledge society is associated with individual and group learning processes 
capable of spreading both explicit, encoded knowledge and the sort of tacit knowledge that can be conveyed 
only by means of direct exchanges’ (Menez and Moral, 2010, p.2). The concept of knowledge city focuses 
on the research and development, and its transfer to companies and production (OECD, 2001). Cities 
develop strategies to encourage and nurture locally focussed information, science and creativity, with the aim 
of expanding knowledge economy and society. Storper (1997) stresses the importance of the transfer of 
specific knowledge between related firms. The main characteristics of knowledge city are accessibility, 
cutting edge technology, innovation, cultural facilities and services, and quality education, as well as world 
class economic opportunities. 

3.3 Innovation and productivity as the core of cities competitiveness  

Cities are privileged places for the concentration of knowledge resources and promotion of innovation. Jan 
Jacobs (1984) makes a forceful argument that it is cities that are the main players in the world economy, not 
nation states. Furthermore, they are carriers of national wealth. Taking into consideration Jacobs’ 
assumption, the position of a city in urban networks affects its region and nation, so the importance is even 
more stressed. In order to have a successful economy and be competitive, cities need to be innovative. Cities 
must have the ability to create mixed economies that will replace imports with local production. In other 
words, they should lower import and become exporters of goods. Prosperity or stagnation of cities is based 
on their ability to continue the import/export cycle, on their resources, and capacity to come up with 
innovative response (Jacobs, 1984). 

Building development strategies for cities upon creative class is limited, according to Alan Scott. The mere 
presence of ‘creative people’ is certainly not enough to sustain the urban creativity over long periods of time. 
Creativity needs to be mobilised and channelled, to emerge in practical forms of learning and innovation 
(Scott, 2006). He points out that the transfer of ideas in production happens when there is spatial proximity 
and specialization. In production networks, companies profit from each other by exchanging information and 
knowledge about certain products. The networks of complementary and specialised producers generate 
additional opportunities and economic development. Scott concludes that if a city wants to create successful 
development strategy in global knowledge economy, it needs to combine creativity with local production 
system. The city needs to train and attract relevant labour force, ‘appropriate programming of urban space, 
and ensure that all different elements involved work more or less in harmony with one another (Scott, 2006, 
p.11). 

Competitiveness of cities is generated through interaction and cooperation of R&D and production. This is 
accelerated by the proximity of institutions and companies, adequate framework for knowledge exchange 
and the importance of social capital. ‘It is assumed that innovation generation proceeds most efficiently 
either in specialized clusters, where inter-firm links play a part, or in areas where industry, academia and 
other regional actors collaborate with each other, which results in innovative solutions that subsequently 
trickle down to other entities/regions via knowledge spillovers’ (Zeintara, 2008, p.62). 

3.4 Medium-sized cities competitiveness in urban networks 

Medium-sized cities have not been excluded from the competition for a position in urban networks. Smaller 
cities face natural competitive disadvantage. A city’s size logically affects its critical mass of economic 
actors, workforce, number of innovators, and the ability to attract companies and new residents. The popular 
concept of the creative city has been copied from large cities by a number of medium-sized cities, based on 
the vision that any city can become creative and frightened by the ‘do it or else’ imperative (Peck, 2007). 
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These strategies are not ideal for many of these cities, and for some they are even impossible and dangerous. 
Mimicry without adjustment to local conditions will not give the desired growth and sustainability, but rather 
deplete their financial resources. 

Although smaller cities do not have the same capacities as the large ones, they still have resources to be 
creative, innovative and productive. ‘In addition, not all creative industries or creativity in general requires 
highly urbanised and mixed centres – numerous examples can be given of innovative developments in more 
homogeneous, less urban environments...’ (Musterd and Murie, 2010, p.21). There is empirical and research 
evidence that, in some types of creativity, knowledge and innovation, smaller cities are more productive than 
large urban agglomerations. Small urban regions have a higher share of innovating, knowledge intensive 
firms. The innovation patterns of firms are quite similar, irrespective of location.  Large, heterogeneous cities 
tend to have more radical innovation and smaller, specialized cities, higher implementation of technological 
innovations. The product and process innovation rates in the knowledge-intensive industries are higher in 
small urban regions. Cooperation and co-development of innovations is higher between enterprises in 
smaller cities. 

Empirical research gives support to Alan Scot’s concept of cities competitive enhancement when it comes to 
medium-sized cities. Its adjustment to the specific city could give adequate results. But the other concepts 
should not be disregarded, but rather reinterpreted to fit the city size and potentials. 

4 PRESENT SITUATION IN MEDIUM-SIZED CITIES IN SERBIA 

4.1 Present situation in medium-sized cities in Serbia 

Historically, Serbian economy was largely agricultural, and industrial revolution had relatively little direct 
impact on the cities in Serbia. Some industrial plants have been present, and some of them have induced the 
creation of small industrial cities, but overall, the country stayed agricultural. The character of cities was 
dominated by trade and craftsmanship. The industrialization of the country began after the World War II, 
with the establishment of the communist regime. In the period between 1945 and 1960, the country went 
through intensive industrialization. The main centres were the capital of Serbia-Belgrade and other major 
cities like Niš, Novi Sad, Kruševac, Subotica and Kragujevac. The period from the 1960s to the mid 1980s 
witnessed a considerable emphasis on small towns in national and regional development. Medium cities were 
industrialized with the aim to induce even more development and industrialization, and reduce the migration 
pressure on big cities. The capital city, Belgrade, received around half a million of immigrants from other 
cities and rural areas in Serbia and Yugoslavia in the period from 1945 until 1980. 

The economic transformation that began in the 1980s, the creation of global economy and the rise of global 
cities, did not influence the cities in Serbia. This was because of the closed communist system in Yugoslavia. 
The process of deindustrialization and transfer to post-industrial cities, which was happening in the west 
European cities, was not present in Serbia. The beginning of 1990s brought disintegration of Yugoslavia and 
national war. In the year 1990, the communist regime fell, and the precondition for market opening was 
created. But the ongoing national war and international sanctions introduced by the United Nations in 1992 
disabled that process. The transition from planned to market economy, characteristic of all post-communist 
countries, was even more complicated in Serbia. The isolation prolonged the transition and it actually started 
in 2001, after the abolition of sanctions and creation of new democratic political conditions. 

Serbian cities entered the competition for global capital and position in urban networks with great delay. 
Large parts of manufacturing industry were not competitive at the global level. Outdated technology and lost 
productivity during the sanctions resulted in a decrease of production and intensive job losses. Consequently, 
national and local governments saw foreign investment as the way out of the situation but also  as a stimulant 
for cities development. The inflow of foreign investment was rising between 2001 and 2008 from $64 
million to $4.264 billion. This, however, was not sufficient to recover the cities. Privatisation of state owned 
companies did not go as desired, and many privatizations ended up with the closure of factories and layoffs 
of workers. 

The rebuilding of industrial production by foreign investment and import of technology was mainly directed 
towards lower-tech manufacturing. Therefore, endogenous development and innovation was rarely present in 
Serbian cities. The outsourcing of higher and more high-tech activities that began in the east European 
countries in the late 90s, still did not happen in Serbia (Pickles, 2002). The late transition and the financial 
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crisis in 2008 could be the reason. Medium-sized cities in Serbia lost their industry and, in addition, did not 
show signs of transfer to post-industrial cities. The number of industrial medium-sized cities in Serbia shrank 
from 17 to 4 in 2008 (Zeković, 2010 p.29).  Only two major cities in Serbia have shown the transfer to 
service and knowledge sector, Belgrade and Novi Sad. The inadequate transition has been most damaging for 
medium-sized cities, which have witnessed tremendous loss of production, jobs and workforce. The 
workforce is migrating to large cities, mainly to Belgrade and abroad to west Europe, Australia and America. 
Losing the workforce, especially the high-skilled one, is the disadvantage for future development. 

4.2 Critical review of present strategies for medium-sized cities development in Serbia 

Capitalist transformation comes with the cost of urban change, as well as with high disparities between 
capital cities and periphery, in relation to work opportunities, labour market, work-poverty and potentials for 
development. In the last decade the government of Serbia and local governments of municipalities have 
brought documents and strategies to tackle these problems, and used different mechanisms in practice. 
Unfortunately, most of them have not given the expected results. 

Serbia presented a new Strategy for Regional Development (2005) and adopted new Spatial Plan of Republic 
of Serbia (2010), which showed renewed interest in the role of small towns in regional development and the 
positive role they can play in spatial development, poverty reduction as well as the achievement of an 
equitable development. The economic development model presented in Spatial Plan shows the understanding 
of present global economical trends and knowledge society. But, since it is completely new, its enforcement 
is yet to be seen. The previous Spatial Plan of Republic of Serbia (1996) more reflected outdated economical 
concepts. Economic development models, strategies and practices pursued by the local and, in part, by the 
central government, still reflect past experiences and are inappropriate or fail to obtain the development 
needed in complex present environment of integration into global networks. ‘Creative knowledge industry 
has different needs than manufacturing industry and within the creative sector there is a range of distinctive 
demands’ (Musterd and Murie, 2010, p.241). The old economic model for attracting foreign investment in 
manufacturing and industry does not function in new economy. Still, it is implemented in most local 
municipality development strategies and spatial plans. 

The way of enhancing competitiveness of cities in Serbia during the previous decade has been by attracting 
foreign investment. The way to be attractive is done by two methods - development of new industrial and 
economic zones, and subsidies for investment in less developed regions. In attempt to compete for foreign 
investment, local jurisdictions set up a large number of development zones for industrial and commercial 
uses. Although first zones were established with the help of central government, very soon local 
governments started setting up their own development zones. They were typically located at the edge of 
urban area of a medium-sized city and induced expansion of urban boundaries. 23 commercial zones were 
planned and 4 were set up. National investment plan of Serbia has supported the building of 64 new 
industrial zones only in the last 3 years (Zeković, 2010, p.29). Many of the planned industrial and 
commercial zones have never received any investment-no funds to justify their establishment and reduction 
of agricultural land. With the global economic crisis, these zones have a tendency to remain undeveloped 
sites for long. On the other hand, the lack of central control resulted in the creation of the same zones with 
the same functions in many locations. This, however, does not help the creation of a recognizable picture and 
involvement in specialised global networks. 

The strategy based on the attraction of foreign investment has shown to be vulnerable and not sustainable in 
the long run. Much of the FDI in Serbian medium-sized cities has involved branch-plant multinational 
manufacturing operations characterised by low-skill assembly and low-wage workers. Post-socialist 
countries can easily lose those companies to Asian and African countries, due to the rise of global economic 
crisis. Moreover, foreign investments have been nearly absent from the innovation (Costa and Filippov, 
2008). They are weak, with spill-over effects of knowledge and know-how, and do not induce innovation and 
creativity in the city. Investment in human capital is more a long-term strategy than the attraction of FDI, as 
the cases of Finland and Ireland demonstrate. The strategy of spatial connection, creation of specialized 
cluster, concentration of research and production in spatial proximity, which is present in many successful 
city developments, is not evident in Serbia. The main disadvantage of medium-sized cities in Serbia lies in 
the lack of educated workforce. However, decentralization of high education and research institutes is not 
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part of national strategies, despite the fact that it helps the concentration of high-skilled workers and 
competitiveness of cities in urban networks. 

What can be concluded is that most strategies of local and central government present optimistic economic 
targets and aspirations of officials, but lack spatial methods that would support them. 

5 PROPOSITION FOR ENHANCEMENT OF SERBIAN MEDIUM-SIZED  CITIES 
COMPETITIVENESS IN URBAN NETWORKS 

Serbian cities, which have been cut from global restructuring process, have to ‘re-invent’ themselves. The 
competitiveness of cities needs to be built from the ground and accommodated to the new, creative and 
knowledge economy, despite the deficiency of capital, institutions and supporting policies. However, not all 
medium-sized cities in Serbia can become creative cities, nor should they. They need to be creative and 
innovative at the level that is adequate to their existing and desired strength and position in urban networks. 
Creativity is not only connected with art and design, but it can also be connected with production of R&D 
intensive industries. Serbian medium-sized cities should not concentrate solely on policy towards the 
creative class, but develop broader policies which would affect different scales of workers. Integration of 
innovation and production enables highly skilled workers to come and stay in the city, and at the same time 
provides rezones for ordinary households from the city to stay. 

The proposed approaches for enhancement of competitiveness of Serbian medium-sized cities have to be 
reshaped and adopted by each city in order to fit its context and aims adequately. 

5.1 Creation of import-replacing cities 

Serbian development strategies concentrate on enhancement of export. Although export-oriented economic 
theories have long been the mainstream of the development theory for local economies, economic 
development in import-substitution industries is more desirable (Markusen and Schrock, 2006), since this is 
the era of knowledge/ information-based economies. This brings back the theory of Jan Jacobs (1969, 1985) 
on import-replacing cities. 

Serbian cities are predominantly import cities. Most of the goods needed in its medium-sized cities are 
imported from abroad and, in smaller amounts, from major national cities. The production which would 
satisfy the city’s needs does not exist and neither does the production for region or specific global networks. 
The main economic sectors in Serbian medium-sized cities are import and trade. Cities do not invest in 
innovation and production of their own products, which would replace import goods. According to Jacobs, 
this is a sign of decline of cities, and the way for starting their development lies in the creation of a process 
of import-replacing. Cities need to bust innovation. Therefore, the first step should be replicating import 
products, and the second one improving the products and becoming exporters. This requires that medium-
sized cities invest in education of citizens and research and innovation. Cities should not only concentrate on 
one product, but rather be flexible to changes. 

In the globalising world, import-replacing is becoming more important when it comes to knowledge and 
services. The creation of one’s own technologies, knowledge and innovation is crucial, giving independence 
by foreign investment and import of know-how and technologies. Depending on foreign transfer of 
companies does not give cities sustainable development. The solution is building cooperation between 
research and production, based on Alan Scott’s theory (2006). 

To be able to start the process of an import-replacing and transferring city to an exporter city, it needs to be 
part of the global network. For medium-sized cities, which cannot offer a wide range of services and 
products, belonging to specialized global networks is crucial. Medium-sized cities cannot compete with 
metropolitan regions. But with the aim to become as competitive as possible, they should interconnect. Each 
city should have specific sector specialization and be connected in regional urban network, so that it can 
create competitive advantages. The overall production will then be diverse enough for import-replacement. 

5.2 Creation of local networks of knowledge 

In contemporary knowledge society, competition between cities is becoming more and more competition for 
people. EU countries not only compete with non-EU countries/regions, but they also compete among 
themselves in order to attract and maintain sufficient flows of highly skilled labour. Richard Florida says that 
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‘the key factor of global economy is no longer goods, services or flows of capital, but the competition for 
people’, creative people (Florida, 2007. P.16). Taking into consideration Florida’s perspective, the question 
that arises is - how can Serbian medium-sized cities attract the highly-wanted, creative and knowledge class? 
Serbian medium-sized cities have a problem to keep the existing workforce from migrating. If they cannot 
attract highly educated and creative workforce, they could consider producing them. Education, too, is a 
fundamental, yet an over-looked building block for creative and knowledge potential. This aspect is more 
sustainable than merely importing educated and talented individuals into medium-sized Serbian cities. 

A lack of social capital diminishes a region’s ability to capture the gains of economic growth (Putnam, 
1993). Human capital theorists argue that the concentration of educated individuals, along with training, will 
produce high levels of long-term economic growth. ‘Intellectual capital’ is correlated with density of 
institutions such as universities, which produce and attract educated population. It leads to clusters of human 
capital. Besides traditional ‘hard’ conditions, availability of highly skilled labour attracts firms to places. 
Glaeser and Saiz (2003) found that more educated cities grow more quickly than comparable cities with less 
human capital, because they become more economically productive. 

In this respective, the necessity for growth and development of medium-sized cities in Serbia is the creation 
of high education facilities. Finland is a great example of successful implementation of this strategy. From 
the 1960s to 1980s it expanded its university system all over the country from three to twenty universities. In 
the period of three decades, Finnish economy turned from the rural to high-tech. Serbia, on the other hand, 
has 6 public and 7 private universities. They are concentrated in three major cities, Belgrade, Novi Sad and 
Niš. In the recent years two more cities have built university centres, Kragujevac and Novi Pazar. Taking as 
an example Finland’s strategy, according to its number of inhabitants, Serbia should have about 28 
universities. Public universities have their branches in 10 smaller cities, but they are not effective and have 
the character of displaced classes of the central university. What is also apparent is the non-existent 
correlation with production character and market needs. 

What medium-sized cities in Serbia should consider is opening universities, high education centres which 
would specialise in the knowledge correlated to the production paths of the city. High education centres 
would help keep the workforce in their productive age in the city, attract new, and produce highly skilled 
social capital. In city regions, about 80% of young creative and knowledge workers have been educated 
within the region, and very often the first reason for being there relates to the presence of a good university 
(Musterd and Murie, 2010). 

Human capital and education institutions provide opportunities for development of research centres. Local 
governments need to determine strategic sectors and lobby for the transfer of research institutes of 
importance to the city. The role of the public sector is to create conditions for innovation, to work as a 
moderator or initiator of companies-research cooperation and companies’ investment in R&D. With time, the 
role of government diminishes. Spatial proximity to the recipients of innovation and knowledge fertilises the 
idea transfer and better relationship between R&D and companies. The existing problem with the transfer of 
scientific discoveries from research institution to production systems could be overcome by integration in the 
same cities. 

For the competitiveness of cities personal links and networks are also important. Most highly skilled workers 
in cities have had previous links with the city, either through family networks or the networking established 
during their studies. Most of them were born in or near the city, or have studied there. The presence of high 
education institutions gives opportunities to establish those links with medium-sized cities in Serbia. Here 
lies a big possibility for medium cities in Serbia to retain the existing population. On the other hand, personal 
links with highly educated emigrants present a comparative advantage of Serbian medium-sized cities. They 
could stimulate innovation and development, and enhance their position in global networks. 

The effects should not be expected to be visible immediately. They require decades. Human resources can be 
fully activated only if a city’s economic base permits the generation of quality jobs. ‘That is why achieving a 
smooth integration between the supply from the education system and employers’ demand becomes an 
essential objective for every city.’(Mendez and Moral, 2010, p.5) 
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5.3 Creation of local development-production clusters 

In the present economic conditions marked by the global economic crisis, relying on foreign investment is 
not productive. Instead, Serbian medium-sized cities should concentrate on intensification of relationships 
among the existing firms, and seeking the establishment of new firms. Relationships among dynamic firms 
stimulate the circulation of knowledge and the improvement of innovation and competitiveness. To achieve 
this improvement, a possible strategy is to create development-production clusters. Innovation decreases 
when the distance from the R&D institutions holding patents increases. The cluster strategy became one of 
nine components of Union-Wide Innovation Policy of EU in 2006 (EU Commission, 2006). Serbia, 
especially its medium-sized cities, is lagging behind the European Union in strength of clusters from the 
regional, innovation and industrial perspective, and needs to put strength on the development of innovative-
industrial clusters.   

‘[E]nduring competitive advantages in the global economy is often heavily localized, arising from 
concentrations of highly specialized skills and knowledge, institutions, rivalry, related businesses, and 
sophisticated customers’ (Porter, 1998, p.90). Porter defines cluster as ‘a geographically proximate group of 
interconnected companies and associated institutions in a particular field, linked by commonalities and 
complementarities’. Clusters have several benefits-they save on transportation costs, create pools of 
specialized workers valuable to firms, exchange information and knowledge. The prerequisites for the 
emergence of clusters are qualified labour and strong networks between actors, the existence of universities 
and research centres. Cluster oriented policies increase the likelihood of becoming innovators in the target 
industries by 4.6 to 5.7 per cent. At the same time, R&D expenditures decrease by 19.4%, while the access to 
the external know-how, cooperation with scientific institutes and availability of suitable R&D personnel 
increases (Falck, Heblich and Kipar, 2010). 

In order to get the most out of the cluster concept, firms with similar or closely complementary capabilities 
should be concentrated. In the creative economy, the carriers of city development are small and medium-
sized businesses. In order to survive on world markets, it is imperative for these industries to cooperate with 
each other. Transfer of knowledge through face to face contact is of most significance (Pratt, 2004).   

The proposition for medium-sized Serbian cities should be the creation of specialized clusters which would 
incorporate research and innovation with production and industry. Furthermore, their specialization should 
use the potentials of the cities, their history and development path most adequately. The spatial proximity 
will help the transfer of knowledge among firms and bust innovation, and at the same time reduce costs. The 
lack of investment capital for starting up the production-development clusters can be exceeded by large and 
strategically vital international enterprises, but as catalyst of development by relationship with research 
universities and institutions. There are attempts for this in medium-sized cities, for example in Kragujevac, 
where Fiat branch has been opened. The spillover effects are yet to be seen, since the connection with 
universities, research and education is missing.  

Governments cannot force firms and other participants to cooperate, but they can provide them with 
favourable conditions. Unfortunately, nothing guarantees that strategies for fostering the development based 
on the cluster concept actually will have the desired results. For example, Gibney et al. (2009) have argued 
that in the knowledge-based economy, leadership of place involves leading and holding together a 
consortium of potentially separate interests that shape place. This represents a challenge for local 
governments of medium-sized cities. 

5.4   Competitiveness of Serbian medium-sized cities in the global urban networks 

The establishment of the socialist regime in the 1940s in Serbia destroyed much of the previous ties and 
networks of cities. As a result, cities lost their natural development path and artificial industrialisation came 
to reactivate development. The collapse of the communist regime did not bring the return to natural process 
of development of Serbian cities, but put them on hold instead. The transition and reestablishment of 
network connections started in 2000, but only for the major cities. Medium-sized cities, the leaders of their 
regions in the pre-war period, have stayed completely excluded from the global urban networks and are now 
witnessing a severe decline. The situation requires reinvention of cities and their integration in regional or 
global urban networks. That to establish, cities need to enhance their competitiveness.  
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Cities outside the flows of global information, networks and capital do not exist. To be able to survive and 
develop Serbian medium-sized cities, they need to be included in networks and compete for their position. 
Since medium-sized cities cannot expect to enter global networks in the same way as metropolitan ones, their 
chance for grasping part of the global capital is in integration in specialized networks. In his last book 
Florida (2008) underlines the existence of concentration of a certain type of people and professionals in some 
cities and the existence of specialized nodes and networks between them.  The opportunity for medium-sized 
cities to position themselves in global networks is in careful developing of the unique character by 
segmentation and specialization. Cities should direct their policies towards strategic sector.  R&D funding 
can be more easily tailored in medium-sized cities with sectoral specialization (Duranton and Puga, 2002). 

Specialization in one sector, on one product, makes cities vulnerable to market shocks and changes. To be 
able to withstand the unexpected economic crises in the future, the strategy needs to be adjusted. Cities 
containing disparate but complementary industries with common science base have higher rates of 
production than cities that specialize in one industry. So, medium-sized cities in Serbia need to build a 
science core according to the dominant industry and then expand to related sectors. The needed 
specialization for recognition in global networks will be kept, while at the same time the risk of economic 
shocks reduced. 

Cities enter the global urban networks through companies’ connections, but also through networks of 
professional workers. Links of companies, research and education institutions with other companies and 
institutes determine the network level - regional, national or supranational. Like cities, companies in modern 
information society need to be part of a network to exist and produce. A company location is very often 
determined by personal links with the city of managers (Mustared and Murie, 2010). Educational institutions 
create these attachments and increase opportunities for the establishment of international headquarters and 
branches, i.e. new companies.  Florida (2007) stresses the importance of urban atmosphere and quality of 
urban life for cities development. But the resent research by Mustared and Murie (2010) shows that highly 
educated workers are attracted to a particular city primarily because of job opportunities, affordability of 
living space and existence of personal links. Although the urban atmosphere and cultural institutions are not 
attractive, medium-sized cities in Serbia have one advantage compared with large cities. That is the real-
estate price. In order to exploit the price advantage more, medium-sized cities in Serbia need to broaden the 
types of housing, improve its quality and create a pleasant urban atmosphere. The most important thing for 
the competitiveness of medium-sized cities in Serbia lies in creating diverse job opportunities. The creation 
of jobs is based on the creation of development-production clusters.  

Competitiveness of cities is not based on one thing only. It is complex and many different levels are 
interwoven. The strategy for enhancing competitiveness of medium-sized cities in Serbia cannot be a linear 
process based on a one-thing improvement. It has to be multisectoral and coordinate the development of 
many elements with one clearly defined goal-to enhance cities competitiveness in global networks. 

6 CONCLUSION 

Drastic changes in cities functioning can often be triggered by critical incidents. Unfinished transition from a 
planned control system to an open, liberal one, interrupted by the global economic crisis, can be seen as a 
needed critical incident that will initiate the process of restructuring and reinventing of medium-sized cities 
in Serbia. Medium-sized cities in Serbia need a transformation from a factory- and resource-driven to 
innovation and import-replacement driven economy in a short period of time. They need to adapt to a new 
knowledge society and, with a very late start, enter the race for position in urban networks. They need to 
make up for the lost time they have spent in isolation, outside the global events. 

The creation of an import-replacing condition, knowledge links and development-production systems should 
be a bottom-up, local-level activism, rather than a central government. Medium-sized cities need to show 
initiative and pursue their own strategies and development. They need to create approaches unique to their 
characteristics, not replicate the existing patterns. To succeed, it is necessary to develop the awareness on the 
importance of process and common consensus among citizens.  The restructuring needs to be supported by 
all the key players in the society: the government, municipalities, universities and businesses. They have all 
been invited and are willing to join major strategic policy meetings and invest in putting the economy back 
on its feet together (Holstila, 2007). This is difficult to achieve in Serbian unregulated and chaotic system. 
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However, the difficulties that the social and economic crisis has brought can develop a common 
understanding and cooperation for the implementation of new development strategies of medium-sized cities 
in Serbia. 
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