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This paper examines the interrelation between functional transformation and demographic 
change in small towns in Serbia, focusing on temporal and spatial disparities and uneven 
development trajectories. Small towns are identified according to Eurostat methodology and 
its adaptation for Serbia (Degree of urbanisation (DEGURBA) level 2). The analysis adopts a 
longitudinal perspective spanning four decades, based on the Census data for three selected 
years: 1981, the peak of industrial development; 2002, marking industrial collapse and tran-
sition; and 2022, which illustrates the current state. Functional transformation is explored 
through thenar diagrams, which capture employment shifts across the main economy’s sec-
tors, harmonized and categorized in line with the official Classification of Activities. Results 
revealed a significant correlation between functional shifts and demographic trends, as well 
as the fact that functional transformation does not lead to uniform demographic outcomes 
across the small towns, but rather produces divergent development trajectories. Negative 
functional shifts associated with severe demographic decline are common for the small towns 
with a strong orientation toward the industry sector. Also, some of the small towns that faced 
a significant shift to the service economy experienced a pronounced demographic decline. 
Conversely, some towns demonstrate positive adjustment by restructuring their economies 
towards specific service activities and redefining their roles in the local development and 
settlements network. The findings challenge the assumption that tertiarization represents 
a sustainable development path for small towns. By linking long-term demographic change 
with functional restructuring, the paper contributes to a deeper understanding of small-town 
development in post-socialist contexts.
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1	 Introduction

Small towns have undergone significant changes since the time of industrialization 
and the early phases of urbanization, inducing diversity in life quality and causing various 
challenges. They are placed between villages and large cities on the urbanization trajectory 
(Spasić, 1984; Spasić et al., 2005; Academy for Spatial Research and Planning [ARL], 2019; 
Steinführer, 2021; Bański & Mazurek, 2025), with a tendency to move into the category of 
medium-sized towns offering the high “quality” of living, or drop to the rural category due to 
incapability to overcome structural problems. Smaller urban centres are losing their functions, 
being incorporated into rural areas, and evolving into geospatial complexes with multifunc-
tional characteristics and mosaic landscapes (Drobnjaković, 2019). On the other hand, certain 
small towns grow and develop into medium-sized towns, offering a certain quality of living 
conditions. Small towns are often presented as the counterpart to large cities, benefiting and 
losing from this association (ARL, 2019), which depends on the broader context and a range 
of complex factors. The development trajectory of small towns is preconditioned by various 
factors, determined by the historical and social context and globalization, and expressing 
different patterns of spatial, functional, and demographical transformation or even stigma-
tisation (Steinführer et al., 2016).

The issue of small towns defining and determining their role in the settlements network 
is an under-researched topic with little systematic research focusing on a “small urbanity” 
(Steinführer et al., 2016; Bell & Jayne, 2009). The determination and differentiation of urban 
settlement based on population size was one of the earliest attempts to deal with this issue 
in the world, until the first population census and the development of modern statistical 
services (Vresk, 1979; Drobnjaković, 2019). Due to the increasing attention that large cities 
attract, medium-sized cities and small towns are neglected in international and national con-
texts, professional or academic circles, and often viewed through the lens of urban research 
(Steinführer, 2021; Kokotović Kanazir, 2016). Therefore, it is not surprising that the criteria 
and thresholds for defining small towns vary between countries (Ljubenović et al., 2025). 
Small towns’ differentiation could be based on various approaches and factors, mostly of 
population size, historical town privileges, urban fabric, centrality functions, and economic 
or social structures (ARL, 2019). Recent attempts, however, require more detailed, in-depth 
and complex approaches and analyses.

Some experiences among European countries indicate the variety of definitions of 
small towns. Today, there is not one generally accepted definition of “small town”, and their 
determination is based on demographic, administrative, functional, or complex indicator 
sets. The population size of small towns varies. Recently, European Observation Network for 
Territorial Development and Cohesion [ESPON] (2024) established a small-town definition 
that considers small cities as settlements with the population exceeding 50,000 inhabitants 
and exposed to similar socioeconomic challenges. In Germany, the threshold for small towns 
is 5,000 inhabitants (Steinführer et al., 2016; ARL, 2019), just like in Russia, where the thresh-
old for the small town category is up to 5,000 inhabitants (Spasić et al., 2007). In Central 
Europe, the definition of small towns relies on a comprehensive understanding, involving 
the micro-regional centres in rural areas that attracts the surrounding villages (Jousseaume 
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& Talandier, 2016; Malý, 2016; Kokotović Kanazir, 2016). Small towns are usually associated 
with stereotypical representations as compact, comfortable, or cramped settlements or 
environments (ARL, 2019; Bański & Mazurek, 2025). They often represent symbolic centres 
in regional contexts, and structural nodes in the settlement network due to the capacity to 
provide basic services, economic, social, cultural, etc., and to link rural with highly urbanized 
areas (Pirisi & Trócsányi, 2014; Steinführer et al., 2016; Bański, 2021). This ‘bridging’ role was 
depicted dually by Malý (2016), using the concept of “borrowed size” and the “agglomeration 
shadow” effect. According to Marinović-Uzelac (1999), “a small town is an urban agglomeration 
that meets the minimum population requirements, in which the representation of the primary 
sector of activity within the urban corpus is reduced, and which has a minimal gravitational 
impact on its environment.”

Despite limited studies on social life and the economy of small towns, their economic 
diversity and characteristic social structures have been confirmed (ARL, 2019). Diversity and 
heterogeneity are common for small towns in European countries, determined by the level 
of functional diversification of their surroundings and their proximity to metropolitan areas 
(Bański, 2021). The specific functions in small towns have usually been reinforced in order 
to achieve independence and determine a role in regional development. They could be 
recognized as mining towns, spa or residential towns of rural-to-urban commuters, nodes 
of transmission or small administrative and cultural centres (Steinführer et al., 2016; Stoica 
et al., 2020).

The functional development of small towns has been examined insufficiently and 
attracts little attention among geographers, spatial planners, economists, and sociologists 
(Stafford, 1963; Rondinelli, 1983; Tacoli, 2017; ARL, 2019; Bański, 2021). The focus has shifted 
from agriculture toward service activities, supported by the metropolization processes that 
affect their transformation and induce different development trajectories (ESPON, 2024). The 
functional development trajectories of small towns can be interpreted within the broader the-
oretical framework of sectoral transformation, grounded in Clark-Fisher’s three-sector model 
(Fisher, 1939; Clark, 1940), which focuses on the need for economic sectoral transformation. 
The three-sector model proposed a way of understanding a rapidly modernizing and glo-
balizing economic activity beyond agriculture, mining, and manufacturing, and conceptualizes 
economic development as a structural shift from the primary sector, with low productivity of 
labour, to the secondary and subsequently tertiary sector, with high labour productivity. The 
classical theory established the basic, remarkable, resilient division by which economic struc-
ture is still understood (Schafran et al., 2018). This framework is widely used for examining 
structural transformation of national economies, illustrating changes in the sectoral composi-
tion of employment that reflect deeper socio-economic restructuring processes. It highlights 
the influence of the services sector beyond industrial or sectoral economics elaborated in 
studies of urban and regional development, and spatial inequalities (Hamnett, 1994; Taylor 
& Walker, 2001). The three-sectoral model provides an analytical basis for understanding the 
functional transformation of small towns, particularly in the post-socialist contexts marked 
by deindustrialization and the expansion of service activities.

There is no consensus on this issue in Serbia either (Kokotović Kanazir, 2016; Ljubenović 
et al., 2025). To this day, small towns in Serbia have most often been defined as small urban 
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settlements with up to 20,000 inhabitants (Spasić, 1984). Small towns are represented by a 
highly heterogeneous group of settlements in functional and morphological terms, and by the 
urbanization degree (Spasić & Petrić, 2006; Filipović et al., 2016; Kokotović Kanazir, 2016). In 
Serbia, small towns could be understood as an important bond between large cities and rural 
areas, and often represent administrative, economic, and cultural centres of municipalities 
(Spasić, 1984; Spasić, 1995), potential sub-regional centres, and individual mono-functional 
developed settlements like spas, industrial, and mining settlements (Kokotović Kanazir, 2016). 
The role of small towns in achieving balanced development is highly significant, as well. Al-
though small towns have not been in the spotlight of scientific research in Serbia in previous 
decades, certain studies have been done, which shed light on the demographic potential of 
small towns (Kokotović Kanazir, 2016), their development potential (Spasić & Petrić, 2006; 
Filipović et al., 2016), or their shrinkage and identification of the driving factors and impacts 
that affected their transformation (Ljubenović et al., 2022; Ljubenović et al., 2025).

The most recent definition of small towns underpins this research. It is based on a novel 
understanding of small towns that emerged from the recently established differentiation of 
settlements conducted by the Statistical Office of the Republic of Serbia (SORS) (Drobnjaković 
& Kokotović Kanazir, 2025). Small towns are recognized as settlements within the urban type 
of area and represented by a category of towns and suburbs. The second level of classification 
involves the typology of small spatial units according to the population participation of more 
than 50% in the corresponding cluster (Eurostat, 2021), which gradually distinguishes urban 
settlements within this type of area. This classification involves adjustments of the Eurostat 
methodology to the specificities of the settlements’ system in Serbia by creating a set of in-
dicators that imply the degree of socio-economic transformation and current demographic 
trends, reflecting the relationships in the settlements network (Drobnjaković & Kokotović 
Kanazir, 2025).

Based on the assumption that there is a general lack of knowledge about this type of 
towns (ARL, 2019) and their role in the settlement system in Serbia, this research aims to 
highlight the necessity of evidence-based research on small towns. It hypothesizes that the 
direction and intensity of demographic change in small towns in Serbia during the period 
1981–2022 were significantly associated with the type and degree of their functional trans-
formation, resulting in differentiated development patterns. The authors wanted to examine 
the interconnection between functional restructuring and demographic change, in order to 
identify development trajectories of small towns and their spatial and temporal dimensions. In 
line with that, the research encompasses an analysis of the shifts in the sectoral employment 
structure across the selected Census years; examination of demographic dynamics through 
population change indices, age structure, and economic activity indicators; assessment of 
functional and demographic changes through the intersection of the tertiarization index and 
population change index; and recognition and interpretation of the development trajectories 
typical for the small towns in Serbia.
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2	 Methodology and data

The research focuses on small towns in Serbia identified based on the second level of the 
Degree of urbanisation (DEGURBA) methodology (Eurostat, 2021) and adapted to the Serbian 
perspective and settlements’ network in order to capture the urban-rural continuum (Drob-
njaković & Kokotović Kanazir, 2025). According to this typology, small towns are recognized 
within an urban cluster, in a type of town and semi-dense areas, which embed a series of 
transitional forms of settlements. This settlement type is characterized by moderate population 
density of at least 300 inhabitants per km2 and population size of at least 5,000, with a distance 
of more than 2 km from a dense urban cluster or an urban centre (Eurostat, 2021). There are 
78 small towns in Serbia identified, represented by a group of settlements heterogeneous in 
population size, functional orientation, and role in the local and regional settlement network.

The differentiation of small towns was made according to the economic composition 
of the active population by activity sector, which was used for determining the directions of 
their socio-economic transformation (Miletić & Drobnjaković, 2015). Following a pioneering 
research project on functional typology of cities (Nelson, 1955), this research identifies dom-
inant economic functions in small towns based on the population’s employment and activity 
structure. Functional transformation of the small towns has been assessed using Fehre’s 
model of thenar diagram, which has found wide application in spatial planning and geogra-
phy of settlements (Grčić, 1999; Tošić, 1999; Veljković et al., 1995). The model is presented 
by an equilateral triangle as one of the graphical methods of the functional types’ and their 
subtypes’ allocation, interpreted through variations in the share of employed persons across 
primary, secondary and tertiary-quaternary sectors. Three relevant years have been chosen 
for the research time section: 1) 1981, when the most favourable parameters of the func-
tional capacities of small towns were recorded and when they acquired the functional role 
that marked their development; 2) 2002, which was marked by a critical development phase 
caused by decline in industrial production and preparation for the transition phase; and 3) 
2022, which represents the current functional role of small towns and the end point on the 
functional transformation trajectory. The research is limited in terms of non-comparability 
through time, due to definitional or statistical modifications and changing methodologies 
for data collection. In order to accurately group activities into sectors, the current Decree on 
the Classification of Activities (Uredba o klasifikaciji delatnosti, 2010) and its harmonization 
with the previous ones were used. The data from the Census of Population, Households 
and Apartments in 1981, 2002, and 2022 were used pertaining to the economic activity of 
the population by activity sector. Methodological adjustments between the Census years 
address the classification of economic activity in agriculture, which induces variation in the 
primary-sector employment. The individuals engaged in subsistence farming are considered 
economically inactive (Statistical Office of the Republic of Serbia [SORS], 2022). On the other 
hand, the Agriculture census under labour force in agriculture considers only the persons 
who performed farming and are over 15 years of age (SORS, 2023b). Different data sources 
affect employment in this sector. In this study, the authors capture the changes in functional 
development following the census data on population per activity sectors, avoiding different 
types of data to provide the comparability of the sectoral data across the Census years.
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The shifts in the demographic basis of small towns in the 1981–2022 period were an-
alysed using the population change index. A comparative analysis of the demographic and 
functional characteristics of small towns was performed through their distribution in the 
quadrants representing the category and level of small towns’ transformation. The quadrants 
were determined by the intersection of the population change index and the tertiarization 
index, calculated based on changes in the active population engaged in tertiary and quater-
nary activities for a selected year.

One of the model’s limitations is related to the aggregate observation of the tertiary and 
quaternary activities. The ‘three-sector’ model remains as the dominant paradigm despite 
the attempts of economists and geographers to introduce the quaternary sector in order to 
crystallise the Clark’s messy tertiary category (Foote & Hatt, 1953). In this regard, the study 
relies on the analytical approach that aggregates tertiary and quaternary sectors of activities 
and allows data comparability and consistent longitudinal monitoring of functional transfor-
mation. The qualitative differences within the service sector of the settlements examined 
may exist; however, further sectoral disaggregation may reduce statistical reliability due to 
the absence of a commonly adopted conceptualization of a model based on the four-sector 
division (Schafran et al., 2018).

While this approach allows a consistent longitudinal perspective based on relevant 
Census years, it captures structural change exclusively through a relative redistribution of 
the active population.

Applied methodological framework does not account for qualitative dimensions of eco-
nomic restructuring or the effects of tertiarization. The structural changes do not necessarily 
imply economic strengthening or decline. These limitations were taken into consideration 
during the interpretation of the results.

3	 Results

3.1	 The Role of Small Towns in the Urban-Rural Divide in Serbia

The largest number of small towns is located in the Vojvodina Region (30). Although the 
Region of Šumadija and Western Serbia and the Region of Southern and Eastern Serbia are 
characterized by a significant number of small towns (23 and 20, respectively), their share 
is negligible considering the large number of settlements identified in these regions. On the 
other hand, only five small towns were identified in the Belgrade Region, which is determined 
by the strong influence and dominance of the capital city.

The average population size of the small towns is 10,623, which is significantly low-
er than the average size of cities and medium-sized towns; however, these are still more 
populated than suburbs and rural settlements (Drobnjaković & Kokotović Kanazir, 2025). 
Observing the population density, it is evident that small towns are lagging behind all urban 
types of settlements (Figure 1a). The recorded population density is 236.8 inhabitants per 
km2 on average, which is approximately 100 inhabitants/km2 less than in the suburbs and 
medium-sized towns, as well as several times lower than in cities. Small towns are more pop-
ulated than rural areas and above the republic’s average, indicating a certain demographic 
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potential of these settlements. A similar pattern could be observed in the population change 
for the 1981–2022 period. Small towns experienced a slight population decline, similar to 
medium-sized towns; however, with favourable dynamics compared to rural areas and the 
republic’s average (Figure 1b). In this regard, the demographic profile of small towns falls 
between the densely populated towns and suburbs marked by expansive development on 
one hand, and rural areas facing continuous shrinkage, on the other.

The economic indicators clearly pointed out to a gradual decline of small towns in eco-
nomic terms, making them less attractive places for living, which affects the demographic 
trends. The employment rate in small towns drops below the republic’s average and ap-
proaches the values for rural areas, which indicates deteriorating economic conditions and 
employment opportunities (Figure 2a). Lagging behind the cities and medium-sized towns 
triggers population outflows and induces a negative demographic dynamic. The economic de-
pendency ratio expresses a favourable relation between the dependent and active population 
(Figure 2b). With a value of 134, small towns are close to the republic’s average. However, the 
economic dependency ratio indicates a high dependency of the local population since almost 
a third of the population is dependent. Since an active person has to “support” him/herself 
and the average of 1.34 other dependents, the quality of life is not satisfactory. This imbal-
ance mirrors the deteriorated population structure and scarce labour force in small towns.

Figure 1. Positioning small towns in the settlements’ network according to the selected demographic indi-
cators: a) Average population size; b) Population density.

Figure 2. Positioning small towns in the settlements’ network according to selected economic indicators: 
a) Employment rate; b) Economic dependency ratio.
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Small towns recording the highest shares of the employed population are predominantly 
located in the Belgrade Region. In 16 small towns, the employment rate exceeds 90% (Figure 
3a). The average share of employed persons across all small towns amounts to 83.2%. In 
contrast, the lowest employment levels are observed mainly in small towns situated in the 
Southern and Eastern Serbia Region, such as Bujanovac (67.8%), Vladičin Han (67.1%), Preše-
vo (56.5%), Surdulica (50.7%) and Kuršumlija (41.3%). These findings indicate that certain 
small towns can be characterised as demographically vital (Bujanovac and Preševo), where a 
substantial underutilisation of the working-age population could be observed. Despite their 
relatively young age structure and favourable demographic potential, these municipalities ex-
hibit low employment rates, pointing to structural weaknesses in the local labour market. Fur-
thermore, Figure 3b shows this relationship, indicating that small towns with lower shares of 
employed population simultaneously record the highest proportions of unemployed residents.

3.2	 Demographic development of small towns

Demographic changes in small towns reflect long-term structural processes shaped 
by socio-economic dynamics such as industrialization, migration flows, and subsequent 
functional transformation (Atkinson, 2019; Kokotović Kanazir, 2016). Analysing demographic 
trends in small towns over an extended period provides insight into the transformation of 
development phases, as well as into the key moments at which significant changes have 
occurred. In demographic terms, this refers to the transition from population growth to the 
phase of depopulation. In this paper, demographic indicators, including total population 
size, age structure, and measures of economic activity, are examined simultaneously as both 
outcomes and signals of broader social and economic restructuring. This approach provides 
a basis for understanding divergent development trajectories among small towns in Serbia.

The period from the 1960s to the 1980s is considered the most favourable in terms of 
demographic indicators in small towns. The average value of the population change index 
(Table 1) amounted to 126 in the period 1961–1971 and 121 in the period 1971–1981. Pop-
ulation growth was recorded in as many as 72 settlements, while in 13 small towns the pop-
ulation size doubled (e.g., Bajina Bašta, Ivanjica, Kladovo). Population decline was observed 
in only five settlements, predominantly in small towns located in the Vojvodina Region (Novi 
Kneževac, Senta, Srbobran).

Figure 3. Top five small towns with the biggest employed (a) and unemployed (b) share, 2022.
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Table 1. Population change index in small towns, 1948–2022.

1948/1953 1953/1961 1961/1971 1971/1981 1981/1991 1991/2002 2002/2011 2011/2022

Small towns 109.7 119.2 126 121.5 110.7 100.3 94.1 93.4

Source: Comparative overview of the number of population in 1948, 1953, 1961, 1971, 1981, 1991, 2002, 2011 and 
2022, database, SORS, 2023a.

The 1980s marked a slowdown in demographic growth and, in certain small towns, 
predominantly in the Vojvodina Region, an actual decline in population size. In the intercen-
sus period 1981–1991 (Table 1), the average population change index amounted to 110.7, 
while population decrease was recorded in 15 small towns (e.g., Bačka Topola, Kovin, Kan-
jiža). During this period, the most intensive population growth was observed in towns with 
predominantly Muslim and Albanian populations (such as Tutin and Bujanovac), in small 
towns located in the vicinity of Belgrade (Lazarevac), and small towns with merging tourism 
development potential (Zlatibor).

By the late 1990s and the early 2000s, small towns in Serbia experienced a more 
pronounced decline in population. According to the 2002 census, the average population 
change index amounted to 100.3 (Table 1), while the number of towns recording population 
decrease almost doubled compared to the 1981 census, reaching 34 settlements (Figure 4). 
In this period, several small towns lost 10% or more of their population, e.g., Majdanpek (85), 
Lapovo (85), Ada (88), etc. On the contrary, more significant population growth was recorded 
in Zlatibor (139), Čajetina (122), Sremski Karlovci (117), and Surčin (115.8).

Figure 4. Number of small towns with population decline 1981–2022.
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The latest 2022 Census indicates unfavourable demographic trends in small towns in 
Serbia. The average population change index is 93.4, while population decline is recorded 
in 70 small towns. This represents almost 90% of the total number of small towns in Serbia. 
In 15 settlements, the population decreased by more than 15%. The lowest population change 
index was recorded in Palić (70%), Senta (77.3%), Ada (77.6%), and Mol (80%). On the other 
hand, the highest population change index is recorded in a couple of small towns in Serbia, 
such as Zlatibor (131), Surčin (113), Tutin (110), and Ub (108).

The analysis of the average share of age groups according to the size categories of small 
towns (Table 2) reveals pronounced differences in their demographic profiles and reflects 
their current demographic condition, indicating future demographic prospects. In the smallest 
population category (up to 2,000 inhabitants), a relatively high share of children aged 0–14 
is observed compared to other categories, alongside a notable proportion of the population 
aged 65 and over (16.3%). In the size categories ranging from 2,001 to 5,000 and from 5,001 
to 10,000 inhabitants, the process of population ageing is evident, with the share of the el-
derly reaching 29.8% and 28.5%, respectively. At the same time, the proportion of children 
and younger working-age population remains low, indicating a long-term unfavourable trend 
in natural population change. These categories also record slightly higher dependency ratio 
values, consistent with the observed age structure.

Table 2. Average share of Age groups according to the population size of small towns, 2022.

Population size 0–14 25–34 15–64 65 Total dependency 
ratio

< 2.000 21.7 15.7 61.9 16.3 0.6

2001–5.000 9.9 10.5 61.1 29.8 0.8

5.001–10.000 11.7 9.5 60.4 28.5 0.7

10.0001–15.000 10.5 10.7 60.3 29 0.7

15.001–20.000 11.7 9.8 57.2 31 0.8

>20.001 12.4 11.5 62.9 24.6 0.6

Source: SORS, 2023b.

The category of small towns with up to 20,000 inhabitants is characterized by pro-
nounced unfavourable age-structure conditions, with the share of elderly of up to 31%. 
The dependency ratio of 0.8 indicates an exceptionally high burden on the working-age 
population, rendering this group of small towns particularly demographically vulnerable, 
especially in the context of future demographic development. By contrast, a small number 
of towns with more than 20,000 inhabitants stand out with a relatively more favourable age 
structure. In this group, the share of the working-age population is the highest (62.9%), while 
the proportion of the elderly is lower (24.6%). The higher share of the younger working-age 
population (11.5%) indicates greater economic development and a stronger position within 
the labour market.



T
H

E
M

A
T

I
C

 
S

E
C

T
I

O
N

STANOVNIŠTVO, 2026, 64 (1), 49–70

V. Kokotović Kanazir, M. Drobnjaković, M. Panić  | 59

3.3	 Functional Transformation of the Small Towns

The functional features of the small towns are very heterogeneous, and their develop-
ment is marked by different dynamics and patterns. Certain settlements in Serbia acquired 
the small town status based on the specific functions developed in the settlement. However, 
the development trajectories of the small towns indicate that this status was not supported 
continuously by financial and institutional capacities, and most of the small towns experi-
enced demographic shrinkage and economic decline.

In order to determine the development trajectories of small towns, their functional 
orientation has been observed in the period 1981–2022. It has been noted that their devel-
opment is shifting towards specialization, pronounced in the service sector, while production 
and industry, including agriculture, are gradually declining.

The functional orientation of small towns in Serbia was diverse during the 1980s (Figure 
5a). The agriculture and primary sector play a marginal role in shaping their development. 
There was no small town with the dominant agrarian function, and several settlements ex-
press some of the functional variety with the presence of the primary sector. Agriculture, as 
a primary activity, has been identified mostly in small towns located in the Vojvodina Region, 
associated with the industry sector (Mol) or service activities (Srbobran, Rumenka, Kać). Sec-
ondary role supported by industry was recorded in a number of Vojvodina’s small towns 
(Crvenka, Titel, Palić, Novi Bečej), while in Preševo and Tutin it represents a complementary 
activity to the service sector. In the 1980s, the dominant activity in small towns was industry, 
since the majority of these settlement types have been grouped in the industry section or 
variety (Figure 5a). Some of the small towns represent strong industrial centres (e.g., Sevojno, 
Trstenik, Kostolac, Priboj, Majdanpek, Aleksandrovac, etc.). Industry as a dominant activity 
complemented by services is represented in 24 small towns with dispersive spatial distribution 
(Temerin, Vrbas, Bačka Topola, Vladičin Han, Sjenica, Raška, Požega, Smederevska Palanka, Ča-
jetina, etc.), while the secondary role in the corpus of service-industrial activities is evident in 17 
small towns (Grocka, Kovin, Velika Plana, Svilajnac, Bujanovac, Stara Pazova, Sremski Karlovci, 
Lazarevac, Ćuprija, Ivanjica, etc.). Orientation toward service has been recorded in small towns 
with specific functions, e.g., Zlatibor, Vrnjačka Banja, Sokobanja, Banja Koviljača, Surčin, etc.

Figure 5. Functional orientation of the small towns, 1981 (a), 2002 (b), and 2022 (c).

Note: 1 – agrarian; 2 – agr.-industrial; 3 – agr.-service; 4 – industrial; 5 – ind.-agrarian; 6 – ind.-service; 7 – service; 
8 – service-agrarian; 9 – service-industrial type
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A subsequent functional shift has been observed in the 2000s, commonly a transfer 
from the agrarian and industrial sectors toward services and mixed functional types (Figure 
5b). Agriculture and industry faced decline, reflected in the decreased number of small towns 
with functional orientation in this activity sector. Agriculture dominantly shaped the econo-
my only in Srbobran, while in Mol, its influence is associated with industry. The economy of 
small towns was marked by the process of deindustrialization. The industry has remained 
the most important activity in Lazarevac, Majdanpek, and Kostolac, while other small towns 
faced a serious decline at the beginning of the 2000s, with the prevailing service sector. 
Industry associated with services kept the important role in the small towns’ economy for 23 
settlements (Sevojno, Ivanjica, Svrljig, Crvenka, Vladičin Han, Knjaževac, Nova Varoš, Trstenik, 
Kuršumlija, Aleksandrovac, Apatin, Vrbas, etc.), and in 30 small towns it has been replaced 
by services and quaternary activities due to intensive decline and economy transformation 
(Priboj, Lapovo, Velika Plana, Grocka, Bačka Topola, Titel, Smederevska Palanka, Obrenovac, 
Mladenovac, Surdulica, Požega, Stara Pazova, Dimitrovgrad, etc.). A significant number of 
small towns have economies that rely dominantly on services and other non-productive ac-
tivities. This group of small towns encompasses not strictly mentioned touristic settlements 
but also underdeveloped small towns (Bela Crkva, Petrovac, Tutin, Negotin, Šid, Preševo, 
Svilajnac, Raška, Ćuprija, Bujanovac, Ub, Aleksinac).

The recent period shows that the economy of small towns has shifted toward a special-
ization in the service sector and pronounced quarterly activities in underdeveloped munic-
ipalities. The functional orientation of small towns has been marked by three types, where 
services participated dominantly or complementarily (Figure 5c). Agriculture, as an activity that 
shapes the functional profile of small towns, has been absent, and the industry minimized. 
Deindustrialization is a continuing process which has resulted in a drop in industry produc-
tion and its significance. Industry has persisted as a primary activity, associated with services 
and quarterly activities, in eight small towns (Kostolac, Majdanpek, Arilje, Lazarevac, etc.) and 
marginally supports the economy of 28 small towns next to the service sector (Srbobran, 
Bačka Topola, Vladičin Han, Svrljig, Sevojno, Aleksinac, Trstenik, etc.). The remaining 42 small 
towns rely on services and dominantly quarterly activities due to shrinkage and a continuous 
negative economic trend.

4	 Development trajectories of the small towns in Serbia

Small towns in Serbia have undergone a serious transformation and faced demograph-
ic shrinkage; however, they still have favourable living conditions (Zavodnik et al., 2008; 
Ljubenović et al., 2022). Their capacity represents a certain reservoir of demographic and 
developmental potential, facilitating better territorial cohesion, which could reduce negative 
demographic and migration flows in their surroundings (Pirisi & Trócsányi, 2014). These po-
tentials offer a favorable living “quality” despite the restructuring of small towns’ economy 
and mostly negative demographic trends (Bański & Mazurek, 2025).

The demographic development of small towns in Serbia during the second half of 
the 20th century, did not follow a linear trajectory but was significantly shaped by political, 
socio-economic, and functional changes. In the post-war period, small towns in Serbia expe-
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rienced intensive demographic growth, largely driven by industrialisation and rural–urban 
migration (Kokotović Kanazir, 2016). Their average population size had an increasing trend, 
positioning them as local employment centres. The most pronounced population growth 
was recorded in towns with highly developed industrial or administrative functions, while 
slower demographic dynamics were present in more isolated, or functionally less developed 
towns (Miletić, 2008). Demographic growth combined with a favourable age structure further 
strengthened the role of small towns within the settlements network, making them key drivers 
of local development in this period.

Between 1981 and 2022, the majority of small towns experienced a decline in process-
ing activity sectors and population shrinkage. From the late 1980s onwards, small towns 
faced an intensive population decline, due to out-migration towards larger urban centres 
(Lutz et al., 2001; Pirisi & Trócsányi, 2014). Previous studies indicate a direct relation be-
tween the mentioned demographic trends and changes in the functional structure of small 
towns, which were reflected through labour market contraction and reduced migration 
activity (Spasić, 1984; Filipović et al., 2016). Industrialization, development of services, and 
metropolization ensured that many of the functions typical of small towns were being taken 
on by large centres (Bański, 2021), which caused their gradual shrinkage. Deagrarization and 
deindustrialization marked the economy of these settlements. Agriculture was marginalized 
in the development of small towns, while industry remained important only for a few small 
towns in the industrial regions that successfully underwent the transition period. A contin-
uous decline was pronounced in agriculture. This activity maintained employment levels at 
approximately the same level in 1981 and in 2002 for small towns in the Vojvodina Region, 
reflecting the advantage of the processing sector over the services. However, agriculture 
in these towns faced a rapid decline in the engaged active population, which reflects the 
prevailing services sector. On the other hand, the industry underwent a serious transfor-
mation. This activity faced a significant drop, expressed through a rapid decline in the share 
of the active population in this activity sector, where the number of active people in the 
majority of small towns has been halved. The most intensive decline has been recorded in 
mono-industrial small towns (e.g., Trstenik, Priboj, Prijepolje, Sevojno, Smederevska Palanka, 
Aleksandrovac, etc.) and small economies (Raška, Aleksinac, Futog, Mladenovac, Bela Crkva, 
Nova Varoš, Čajetina, etc.).

The turnover was identified during the transition period, when these small towns 
failed to reorganize and restructure their economy, which is typical for “loser” regions and 
declining economies (Gorzelak, 1998). By the late 1990s and the early 2000s, the majority 
of small towns entered the phase of depopulation, while they were simultaneously under 
the severe influence of deindustrialization, economic crisis, loss of former development 
functions, and subsequent privatisation processes. During this period, they were strongly 
affected by the collapse of industry, leading to a sharp reduction in employment opportu-
nities. Only 17 small towns did not face shrinkage of the industrial sector in the observed 
period (Obrenovac, Grocka, Ivanjica, Beočin, Lazarevac, Lapovo, Rumenka, etc.). The serious 
drop in the agrarian sector and decline or stagnation in the secondary sector caused econ-
omy’s restructuring and pronounced tertiarization, illustrated by the “transformation of the 
economic system, transition from industrial production to development and diversification 
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of tertiary activities” (Miletić, 2008, p. 55). Consequently, migration flows were redirected 
towards larger urban centres (medium-sized and large cities), while small towns gradually 
lost their role as key drivers of local development.

The development trajectory of small towns in Serbia was dominantly determined by 
the increasing service sector. The tertiarization of small towns’ economy associated with 
population change has been expressed dually. Four types of small towns have been identi-
fied based on the intersection of the population change index and the tertiarization index 
(Figures 6 and 7).

The growth of services between 1981 and 2002 has been identified in 69 small towns 
(Figure 6). In 1981, only 15 small towns recorded dominance of the processing sectors, while 
in 2002, 40 small towns’ development relied on services. Small towns have largely been char-
acterised by an ageing population and a reduction of the working-age contingent, particularly 
among younger age groups that represent a crucial development potential (Drobnjaković 
et al., 2022; Marinković & Galjak, 2025). Introducing a demographic trend, a differentiation 
of this group of settlements could be observed. It has been confirmed that small towns can 
have various demographic structures, patterns, and trends (ARL, 2019), which induce dif-
ferentiation in this settlement type. The negative population and service trend is identified 
only in Ada, whose economy has been shaped by the secondary sector, which recorded a 
slight growth, and the relative relation has affected service decline. Demographic shrinkage 

Figure 6. Development trajectory of the small towns based on population change index and tertiarization 
index, 2002/1981.
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dominantly marked small towns in the Vojvodina Region, and Ada is one of those that have 
faced the most intensive decline. Negative population change associated with the increased 
service sector marked 14 small towns. Bela Crkva is one of the small towns that have ex-
perienced the expansion of the service sector, since its functional orientation has been 
determined by tourism and complementary activities. On the other hand, the majority of 
small towns in the Vojvodina Region have faced the depopulation process, which shaped 
their development trajectory.

Eight small towns recorded a population increase accompanied by a decrease in service 
participation in their economy. Most of these small towns are located in the Belgrade Region, 
and have thus become absorbers of the population flows and growing industry concentrated 
in the capital city (Nova Pazova, Surčin) or with a strong orientation toward the secondary 
sector (Lazerevac, Obrenovac, Majdanpek). It underpins the similar development pattern 
which is recognized within the successful small cities in the vicinity of the regional centres 
in Poland (Bański & Mazurek, 2025). The fourth group of small towns has been experiencing 
population growth as a result of internal migration and population redistribution, with a si-
multaneous growth in the service sector (Figure 6). This group involves various settlements, 
from small towns oriented toward tourism (Zlatibor, Čajetina, Banja Koviljača, Sokobanja) to 
those that replaced processing activities with the quaternary sector, caused by certain un-
derdevelopment and industry decline (Kovin, Surdulica, Vladičin Han, Raška, Aleksandrovac, 
Tutin, Preševo, etc.).

Figure 7. Development trajectory of the small towns based on population change index and services change 
index, 2022/2002.
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The period 2002–2022 brought significant changes (Figure 7). Today, the population in 
small towns in Serbia is in the final phase of demographic transition, characterized by low 
reproductive rates, i.e., low birth rates and high mortality rates, pronounced population 
ageing, and increasingly evident spatial disparities (Kokotović Kanazir, 2016). This period 
represents a turning point in which demographic trends began to follow a downward tra-
jectory, migration inflows weakened, and consequently, the functional structure of small 
towns started to erode, signalling the onset of adverse trends in the years that followed. On 
the other hand, the process of tertiarization has been in continuous progress. The growth 
in the tertiary-quaternary sector has been identified in 71 small towns. The small towns are 
dominantly classified in the category marked by population decline and rapid tertiarization 
(62 small towns). This settlement group encompasses various types of small towns. It has 
included settlements with an economy oriented toward services (Bela Crkva, Palić, Sokobanja, 
Vrnjačka Banja, Sremski Karlovci), continuously shrinking industrial small towns (Majdanpek, 
Trstenik, Priboj, Smederevska Palanka, Aleksandrovac, Vladičin Han, Bačka Topola, Sevojno, 
etc.), and small towns with weak economy that rely on services and quaternary sector (Bečej, 
Bujanovac, Sjenica, Tutin, Bajina Bašta, Ćuprija, Lebane, Odžaci, etc.). The most intensive 
population decline and rapid shift from secondary to the services sector has been identified 
in Majdanpek and Mol (Figure 7).

The Kostolac and Grocka recorded the emphasized service growth associated with a 
slight population decline. The second settlement group, marked with a negative population 
change index and service decline, includes six small towns. The extreme represents Vlasot-
ince, a small town with the most intensive decline of the service sector, accompanied by a 
slight population decline. Functional orientation in this small town is driven by entrepreneur-
ial activities in the secondary sector, which has undergone restructuring. The remaining five 
small towns have recorded a slight oscillation in the services sector associated with different 
intensities of demographic decline (Figure 7). Only one small town, that of Zlatibor, is placed 
in the group marked by population increase and service decline. This small town has recorded 
continuous population growth, while oscillation occurred in the tertiary-quaternary sector, 
caused by services stagnation after rapid growth in the previous period and a slight decline 
in quarterly activities.

Growth in both variables has been recorded in nine small towns (Figure 7). The fourth 
group functionally encompasses various settlements with different drivers of population 
increase. Small towns that have managed to redefine their economic structure through spe-
cialisation or by orienting towards services, tourism, or other activities have demonstrated 
greater demographic resilience. On the other hand, in towns that have remained without a 
clear functional profile, unfavourable demographic trends are expected to continue, mani-
fested through further out-migration, loss of working-age population, and the deepening of 
population ageing (Drobnjaković et al., 2022; Kokotović Kanazir et al., 2024). Six of them are lo-
cated in the vicinity of big cities, which attracts population influx. Migration represents one of 
the key phenomena that has a significant influence on the development and transformation 
of small towns (Bański & Mazurek, 2025). Traditionally, migration in small towns has followed 
two patterns: first, movement from the rural surroundings towards small towns, which has 
been an important channel for modernization and urbanization of the rural population, and 
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second, migration from small towns towards larger urban centres (Trócsányi et al., 2018). 
These two processes resulted in a positive migration balance and enabled population growth 
in a considerable number of small towns (Drobnjaković et al., 2023). However, these small 
towns differ in their functional orientation. Mladenovac and Lazarevac recorded the most 
pronounced service growth, however, with a different background. The economy of Lazare-
vac is dominantly shaped by industry. In the 2002–2022 period, the service sector recorded 
a slight increase, however processing sector was prevalent. On the other hand, Mladenovac 
underwent a serious transformation of the economy with its industrial activities halved. The 
activity shift involved increasing services and particularly quaternary activities. Population 
growth in Preševo and Tutin relies on ethnic composition, while service growth is based on 
quaternary activities due to the weak economy. Despite mostly unfavourable trajectories and 
population decline caused by deindustrialization and function losses, small towns in Serbia 
have remained valid nodes in the settlement network, which could be recognized in other 
post-socialist countries, as well (Novotný et al., 2016).

In many Serbian small towns, the observed tertiarization trend does not necessarily 
correspond to enhanced economic capacities in terms of productivity, income generation, or 
value-added creation. Schafran et al., (2018) raise questions regarding the role of the service 
sector in shaping urban development and rebuilding of cities, and how helpful this sector is 
under the current economic conditions. The observed restructuring often does not reflect 
economic upgrading, but an internal redistribution of employment. Although employment 
data indicate a growing share of tertiary-quaternary activities, available income statistics at 
the municipal level (SORS, 2004; referring to 2002 data) suggests that the secondary sector 
generated substantially higher income compared to the service sector, despite employing 
fewer people. While these data are not available for later years and therefore cannot be 
systematically integrated into the longitudinal model, they provide indicative evidence that 
sectoral expansion does not automatically correspond to increased economic capacity. On 
the other hand, the growth in the service sector could be dominantly assigned to quaternary 
activities. It may indicate the strengthening of institutional and public-service capacities in 
small towns, but it does not necessarily translate into a broader economic expansion or en-
hance their role within the settlement network. The expansion of quaternary employment 
reflects the concentration of administrative and social services serving local populations 
rather than indicating formal tertiarization. That indirectly indicates that the transformation 
may be interpreted as quasi-tertiarization. This is a process of a quantitative shift in sectoral 
structure that suggests functional change rather than a qualitative enhancement of economic 
capacity and developmental resilience of small towns. This divergence between formal ter-
tiarization and limited economic expansion explains why demographic stabilization does not 
follow the growth of service activities.

5	 Conclusion

The presented longitudinal analysis suggests a strong structural association between 
the demographic development of small towns in Serbia and their functional transformation. 
These processes should not be interpreted as a strictly linear causal sequence. The interac-
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tion between economic decline and demographic out-migration operates through cumulative 
feedback mechanisms, in which functional weakening accelerates population decline, while 
demographic shrinkage further limits the economic base of small towns. Functional transfor-
mation has been the most significant driver of demographic change, providing the basis for 
the analysis of functional restructuring and development trajectories. Periods of demographic 
growth coincide with phases of industrial expansion and functional consolidation, while phas-
es of depopulation accompany deindustrialisation, labour market contraction, and the loss 
of leader roles in local, regional, and consequently national development. These processes 
should be interpreted as mutually reinforcing and historically conditioned and overlapping 
rather than as a simple one-directional causal sequence. The results presented in this paper 
highlight the development trajectories of small towns through the identification, analysis, 
and explanation of the demographic and functional features, which could be considered 
as relevant not just in the scope of Serbia, but also in the wider region. Considering all, the 
current demographic situation in small towns is not exclusively the result of demographic 
factors such as depopulation, emigration, and population ageing, but also reflects levels of 
demographic resilience and the capacity to adapt to newly emerging socio-economic changes. 
Functional diversification has primarily manifested through changes in local labour markets, 
deepening the differences among small towns.

Between 1981 and 2022, it was observed that the majority of small towns experienced 
negative shifts in functional transformation. The most intense changes were observed in 
small towns with dominant industrial orientation (Majdanpek, Priboj, Vladičin Han, Trstenik) 
and in those that faced extremely negative demographic trends, resulting in a reduction of 
the labour force and consequently underdevelopment (Knjaževac, Kuršumlija, Dimitrovgrad, 
Svrljig). Negative development changes can also be seen in small towns with weak economies 
(Bela Crkva, Ćuprija, Tutin, Bujanovac, Preševo, etc.). In such small towns, a gradual increase 
and dominance of the quaternary sector can be observed, which, due to the economic de-
cline, assumes a leading role in the employment of the local population. The weakest trans-
formation was recorded in the majority of small towns in Vojvodina and in those that already 
had a defined economic profile (Zlatibor, Surčin, Vrnjačka Banja, Negotin, Kostolac). Certain 
positive transformations were recorded in small towns, functionally oriented towards specific 
activities that redefined their functional role (Palić, Arilje, Čajetina, Lapovo, Futog, Rumenka, 
Mol, Lazarevac, Srbobran).

Small towns represent a distinct settlement type that requires transdisciplinary research 
formulated into a comprehensive theory and research approach that integrates spatial, so-
cial, cultural, political, and other aspects of their development. In this regard, future research 
should incorporate the qualitative dimension of functional restructuring to better distinguish 
between formal sectoral shifts and substantive economic transformation. Such an approach 
would provide a deeper understanding of the developmental capacity and long-term resil-
ience of small towns in Serbia.
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