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1  Introduction: Addressing 
globalization locally

Cities represent the driving force of development in economic, social and cultural life and reflect the 

spatial organization of human society. Today’s global cities have new challenges ahead; they are no longer 

self-sufficient, but embedded in broader, global developments. Furthermore, the city or strategic urban 

regions are becoming increasingly important players in the global economy, as the impact of national 

states decreases while the impact of cities and urban regions is increasing. The process of globalization 

is reflected in the tendency for gaining competitiveness and efficiencies of global trends.

Spatial and organizational effects of globalization show the concentration of financial and other 

specialized services in cities, deindustrialization, land use change and the importance of information 

and communication technologies. The last two hundred years of civilization defines an extensive variety 

of city visions. Our relationship with the city extends towards the environment, as well as the economy 

and quality of life. Technology, globalization and the growing complexity of life set cities in the centre 

of economic development and social progress. Cities are becoming centers of innovation, globalization, 

urbanization, scientific discoveries and dissemination of information and by the “natural structure” on 

the other hand also an optimal social unit to implement change and improve people’s lives. Although 

small, because they posses sufficient community cohesion for approval and adoption of new programs, 

yet large enough to display demonstration effects; they represent messengers of the future in terms of 

“change cities, change the world”.

In a large number of countries, and especially in the EU itself, there is growing interest in the economic 

contribution cities can make to the GNP. Of course, cities remain enormously diverse. There is not a 

single model of an urban development and the challenges are not the same in every city. Important 

differences shape the challenges that cities face: social composition, their economic structure and 

functions, geographical location and size. Simultaneously, national differences in cultures and traditions, 

institutional arrangements, economic performance, and government policy have an important impact 

upon cities, too. The problems of global cities like New York or Berlin or Brussels are far from those in 

medium-sized cities. Declining large industrial cities with less skilled work force, substantial immigrant 

communities and exhausted manufacturing economies, face very different dilemmas from fast growing 

cities based upon high-tech industries. Cities in the periphery face different social, economic and 

environmental challenges than those in the core.
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Nevertheless, despite the differences between them, cities are affected by many common trends and face 

common challenges. In particular, the key challenge they face is to develop new models of decision-

making which will increase their economic competitiveness, but at the same time reduce social exclusion. 

The size of a city does not matter here. Cities face this dilemma whether they are at the core or periphery, 

growing or declining economically, large or small. And the challenge confronts decision-makers at all 

government levels – supra-national, national, regional and local – and in all three sectors – private sector, 

government and civil society. 

Despite the challenges presented by globalisation, institutional change and economic restructuring, 

many cities have substantial social, economic and cultural assets – and potential. Many of the factors 

which attract investment, people and events to particular places – education and training, the cultural, 

residential and physical environment, the quality of labour, the communication and transportation 

infrastructure, the planning and fiscal regimes, remain under the influence – if not control – of cities. 

They can be affected by urban strategic management, city policies, although increasingly in particular 

with other actors. And there are very many examples of successful responses to the new challenges 

throughout the world.

Many cities have achieved substantial physical regeneration, especially through the renovation of 

their city centres, which offer impressive retail, cultural, commercial and residential facilities. Many 

have concentrations of intellectual resources in knowledge hubs – universities as well as research and 

innovation institutions which encourage high level of innovation. Many cities play important roles as 

centres of decision-making, communication and exchange. Many have substantial cultural resources, 

which are increasingly the source of economic growth and job creation. Cities also have enormous 

integrative potential with the capacity to encourage community participation and civic identity. And 

many cities remain social and ethnically diverse and offer vibrant cultural opportunities which attract 

residents (especially creative class) and visitors.

Contemporary society is characterised by what might be described as “extraordinary global change” 

(Learning City Network, 1998). Globalisation – the “economic and cultural linking of diverse societies 

across large distances” (UNCHS 2001) – is occurring now with greater scale, scope, speed and level 

of complexity than ever before. A worldwide mobility of labour, the growth of the knowledge-based 

economy and information society, and the pervasion of information and communication technologies 

throughout all aspects of life mean that change is not only extent but ongoing.

Download free eBooks at bookboon.com



Cities in the Global Economy

10 

Introduction: Addressing globalization locally

Linkages at national and international levels are having significant economic legal, social, technological, 

cultural and political effects locally and regionally within cities and urban regions. Institutions, 

organizations and Individuals – indeed, entire communities – need to develop adaptability and resilience 

if they are to be able to function socially, politically and economically on a continental and/or global 

stage. Thus “…as the constraints of geographical distance are becoming less important, the specific 

features of particular locales are becoming more important…” and cities are constantly challenged to 

maintain skills, knowledge and systems that are relevant and competitive. The global phenomenon of 

the Learning City has evolved in response to this challenge. “A Learning City is any city, town or village 

which strives to learn how to renew itself in a time of extraordinary global change. Using lifelong learning 

as an organising principle and social goal, Learning Cities promote collaboration of the civic, private, 

voluntary and education sectors in the process of achieving agreed upon objectives related to the twin 

goals of sustainable economic development and social inclusiveness…” (Learning City Network, 1998).

Rapidly changing modern cities are creating a need for strategic development that offers constant a 

renewal of processes, innovation and peoples’ attitudes. It is important that a city’s management are able 

to see processes and events in a new way. An intelligent city has to be able to see what happens through 

time. An intelligent city needs to analyse, reach conclusions and define its present reality. They need to 

develop their strengths and eliminate their weaknesses by using out opportunities and reducing threats. 

That is how we create visions, ideas, and a strategy. This is how we create and prepare for the future. It 

is essential that a city management has the power to implement all this. Some city managements stay 

in the analytical phase and never move on to formulating and implementing their visions and dreams.

Strategic intelligence and social analysis involves learning from the past but, most importantly, 

understands trends and principles of development in the future. Social intelligence is an area of high 

importance related to city intelligence, being a substantial part of strategic urban management.

City managements leading a city towards an uncertain future are like the captains of a ship. The passengers 

and crew comprise their customers, employees and citizens. In this way, navigation is very similar to the 

management of a large organisation or a city.

City governments are highly complex organisations. They need to manage the allocation of resources 

between different, competing claims and respond to the demands of several different groups at the same 

time. To make sure that cities reach their development goals they need to be aware of their starting 

position. City managements need to ask themselves some important strategic questions, identify their 

strengths and work towards eliminating weakness. Once cities have identified where they are, they need 

to decide where they want to be in the future. And to reach the destination, they need to understand the 

significant trends that will influence the direction in which the future unfolds. On that journey, cities 

need to manage properly their assets by taking a holistic approach. Each asset depends on the others, 

that’s why the holistic approach in urban management is so important. The necessity of taking a holistic 

emerges particularly strongly from the knowledge-based economy.
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These issues have been dealt with in this book through six chapters.

Chapter 2 (Concept of urban competitiveness) starts with a general introduction to the concept of 

competitiveness. After that, the concept of urban competitiveness is examined in more detail by having 

a closer look at the determinants that have been identified by modern literature to have a major impact 

on the development of a city’s competitiveness potential. At the close of this part, the author points out 

some of the major challenges when trying to measure the specific competiveness levels of cities. Improved 

competitiveness is something that every business, nation, region or city, is trying to achieve. The term is 

frequently used by politicians, economic experts or commentators on business matters as the ultimate 

goal for achieving economic prosperity. In reality, competitiveness is a very complex concept that is 

often poorly understood or misinterpreted, notwithstanding that policy makers are investing remarkable 

monetary and non-monetary resources in order to improve it.

Chapter 3 (Strategic management of cities) is based on a fact that city governments are highly complex 

organisations. They need to respond to the demands of many different groups and manage the allocation 

of resources between different, and often competing, claims. To make sure that cities reach their intended 

destination they need to be aware of their starting position. This requires them to ask some important 

strategic questions, identify their strengths and work towards eliminating areas of weakness. Once cities 

have identified where they are, they need to decide where they want to be in the future. And to do this, 

they need to understand the significant trends that will influence the direction in which the future 

unfolds. Managing the six identified capitals (Intellectual and social capital – people and knowledge; 

Democratic capital – participation and consultation; Cultural capital – values, behaviours and public 

expressions; Environmental capital – natural resources; Technical capital – man-made capital and 

infrastructure; and Financial capital – money and assets) effectively means taking a holistic approach, 

since each of the capitals depends on the others. The necessity of taking a holistic approach is one of 

the themes to emerge particularly strongly from the knowledge-based economy. Success factors of 

individual cities differ, however, despite differences, they have a common denominator. All cities have 

to solve a variety of problems in a variety of environments by identification of five key strategic steps: 

developing a vision and strategy, building confidence in the city, establishing partnerships, attracting 

specific factors and implementing key projects. Taking into account the fact that cities are becoming 

the generator of economic development and a source of growth for the national economy, the need to 

identify the development stage and the oversight of ranking and positioning of cities and regions (the 

level of categorization), upon which the preparation of appropriate strategic and development guidelines 

for cities and urban regions can take place, is emerging.
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Chapter 4 (City Partnerships and Networks) starts with the theoretical background regarding the topic 

of city partnerships is discussed, starting with some general remarks on strategic city management and 

how city partnerships fit into this concept. Then, the focus is put on the terminology used throughout 

this paper. Furthermore, the idea of city partnerships is explained in detail including the origins and 

historical importance of city partnerships and their status quo in Europe and around the globe. A possible 

classification system for city partnerships is given as well, which is followed by a description of the most 

important international organizations relevant for cities that are engaged in networking initiatives. 

Furthermore, key findings in the area of city partnerships are summarized and explained in the end.

Chapter 5 (System of indicators for measuring performance development of cities) is based on recognition 

that cities are becoming generators of economic development and a source of growth for the national 

economy. Therefore, there is an increasing urge to identify the stages of development and positioning 

of cities upon which the adequate preparation of strategic and development guidelines is dependent. 

Comparison upon the level of their development efficiency calls for indicators, which measure the 

performance of cities, are representative and comparable between countries. Considering this necessity, at 

the present many different urban indicators and institutions, seeking compilation and analysis of collected 

data, can be quoted. Performance measurement systems, developed for internal use in some cities already 

show a degree of measurement feasibility. The fundamental problem represents their inconsistency and 

incomparability (over time and between cities), their use therefore cannot be approved in a wider context 

(benchmark) of situations. Theoretical background and set of indicators, composed by international 

institutions are usually related to the context of the global cities’ comparison, in national framework 

identified by a large number of people; understandable, expected and reasonable. In the case of medium-

sized cities we consequently have to question the applicability of the methodology and indicators used 

mostly in cases of large, global cities by internationally recognized institutions. With the established 

set of qualitative indicators and assistance of computer program for multi-parameter decision-making 

processes this chapter also seeks to compare the performance development of selected European cities.

Chapter 6 (Foreign direct investment and cities) presents the main characteristics of foreign direct 

investments. Chapter starts with a general description of international capital flows and continues with 

the presentation of effects of foreign direct investments. International investments bring a lot of different 

effects to the host economy, which depend mostly on the form of international capital flows and on 

readiness of the host country to openness. Within positive effects of foreign direct investments the most 

frequent are the increase of employment, technology and knowledge transfer, better use of infrastructure 

and local services and additional tax revenue. On the other side, several studies present also risks of 

foreign direct investments such as crowding-out of domestic companies, adverse competition and 

pressure on current accounts. Host economies therefore have to attract investments with positive effects 

which will be easily realized if conditions for investments are favourable. A lot of successful cities have 

their own tools and strategies for attracting foreign direct investments and maximizing their benefits. 

In this chapter such strategy is presented.
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Chapter 7 (Innovations for sustainability) starts with a general introduction to the term “sustainability”, 

a phrase which could be found in every political text, in every single project and in every text book for 

students, dealing with development of companies, cities and states. Through her own definition the author 

stresses out the importance of understanding the concept of sustainability and the responsible use of the 

term. The similar problem is manifested by using the term “innovations” without truly understand what 

they actually are and how shall we managed them. Speaking of urban development by not knowing the 

significance of innovations cannot and will not lead to progress. Through innovation types, in theory 

mostly created for companies, the solution for municipalities and public organizations is shown. Choosing 

the right type of innovation and the most suitable way of financing them community’s development 

projects almost cannot fail. The chapter is concluded with urgent analogy between big urban centers 

and smaller towns and municipalities.
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2  Concept of urban 
competitiveness

“In today’s globalized, networked world, every place has to compete with every other place for its share of 

the world’s consumers, tourists, businesses, investment, capital, respect and attention. Cities, the economic 

and cultural powerhouses of nations, are increasingly the focus of this international competition for funds, 

talent and fame.” (Anholt, as cited in Branding Your City, 2006)

Recommended additional reading:

• Florida, R. 2005. Cities and the Creative Class. Oxford: Routledge.

• Glaeser, E.L. (2000). The New Economics of Urban and Regional Growth. In G. Clark, M. 

Gertler, & M. Feldman, The Oxford Handbook of Economic Geography (pp. 83–98). Oxford: 

Oxford University Press.

• van Winden, W. (2005). Small and medium-sized cities in the knowledge-based economy: 

challenges and policy options. Retrieved from Euricur – European Institute for Comparative 

Urban Research: 

http://www.euricur.nl/content_assets/Microsoft%20Word%20-%20LezingMagdeburg.pdf

2.1 Chapter Overview

This chapter starts with a general introduction to the concept of competitiveness. After that, the concept 

of urban competitiveness is examined in more detail by having a closer look at the determinants that have 

been identified by modern literature to have a major impact on the development of a city’s competitiveness 

potential. At the close of this part, the author points out some of the major challenges when trying to 

measure the specific competiveness levels of cities. Improved competitiveness is something that every 

business, nation, region or city, is trying to achieve. The term is frequently used by politicians, economic 

experts or commentators on business matters as the ultimate goal for achieving economic prosperity. 

In reality, competitiveness is a very complex concept that is often poorly understood or misinterpreted; 

notwithstanding that policy makers are investing remarkable monetary and non-monetary resources in 

order to improve it.

Learning outcomes

By the end of this chapter successful students will be able to:

1. Explain the concept of urban competitiveness;

2. Describe determinants of urban competitiveness;

3. Understand urban assets.
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2.2 Introduction

In the course of the emerging competitiveness hype during the last decade, leading economists debated 

fiercely whether the term ‘competitiveness’ can be an attribute of nations, regions and cities, or not. 

The well-known economist Krugman (1996) states that it makes little sense to apply the concept of 

competitiveness to territorial units since countries, and by extension regions and cities, cannot go 

out of business. In contrast to that, very unsuccessful firms are able to do so, which is why the term 

‘competiveness’ can, if at all, only be applied to companies.

Nevertheless, many other authors disagree with Krugman and those who share his views. For example, 

Camagni (2002) responds to Krugman’s statement that places certainly can suffer from the equivalent 

since stagnant investment, falling per capita incomes or rising unemployment rates can severely damage 

their competitive position. In addition, Buck and Gordon (2005, p. 1) point out that over time cities 

always went through cyclical periods of ebb and flow, and that some faded or even vanished from the 

face of the earth. Moreover, according to Collins (2007) cities compete with each other since all of them 

strive for enhanced economic development provided by the attraction of, for example, well-educated 

human resources or private investments.

Furthermore, Kresl claims that cities are competing when trying to become the host city of Olympic 

Games. London successfully competed with cities like New York, Madrid, Paris and Moscow, and was 

selected by the Olympic Committee for staging the Olympic Summer games in 2012. What is more, the 

same author highlights that Chicago, Dallas and Denver all hoped to become the city of choice for the 

new headquarter of the aircraft manufacturer Boeing. Chicago won this competition, and the other cities 

lost the opportunity to decrease unemployment rates (Kresl, 2007, p. 13). Finally, nowadays Frankfurt, 

London, New York, Paris and Tokyo are all battling for being the number one in terms of the provision 

of leading business services (Begg, 2004, p. 3).

To sum up, it could be concluded that in a perfect market system, in which instant information 

adjustment prevail, competitiveness among nations, regions or cities cannot exist. However, since such 

perfect economic conditions do not exist, and since cities benefit from different sets of existing assets and 

abundant resources, there is little doubt that, despite Krugman’s arguments, there is clearly something 

taking place between cities that can be called ‘competition’ (Begg, 1999). According to Kresl (2007, 

p. 13) in order to win these internal city competitions, each city must actively fight to strengthen its 

competiveness, meaning its ability to compete with comparable other cities.
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Improved competitiveness is something that every business, nation, region or city, is trying to achieve. 

The term is frequently used by politicians, economic experts or commentators on business matters as 

the ultimate goal for achieving economic prosperity (Turok, 2005, p. 25). In reality, competitiveness is 

a very complex concept that is often poorly understood or misinterpreted, notwithstanding that policy 

makers are investing remarkable monetary and non-monetary resources in order to improve it (Begg, 

2004, p. 1). Even though the term seems to be familiar to everyone, there is very little agreement neither 

on how to define competitiveness exactly nor on what strategic policies should be applied to improve 

it (Porter, 1998, p. xii).

2.3 The Concept of Urban Competitiveness

After having determined that cities compete with each other for additional, economic development, the 

concept of urban competitiveness has to be examined in a more detailed way.

Modern literature highlights that one has to distinguish carefully between the concept of urban 

competitiveness and the concept of firm-based competitiveness due to the fact that the former is 

sometimes falsely assessed in the same way as the latter, namely by simply comparing a city’s economic 

growth and related indices with those of other cities. Consequently, a competitive city will sometimes 

be defined as having relatively high growth domestic product (GDP) numbers and employment figures 

(Turok, 2005, p. 26).
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According to Bailey et al. (2004, p. 137), however, equating urban competitiveness with firm-based 

competitiveness is not an appropriate measurement approach since such economic indices tend to 

focus more on historical performance than on future economic potential. Besides, when looking at the 

definitions of the two concepts, it becomes clear that a specific distinction between those two concepts 

has to be made. In fact, the concepts differ manifestly in their complexity. For example, a White Paper 

created by the government of the UK defines competitiveness for a company as being “the ability to 

produce the right goods and services of the right quality, at the right price, and at the right time. It 

means meeting customers’ needs more efficiently and more effectively than other firms (DTI, 1995, p. 8).

Contrary to that, a definition for urban competitiveness made by the Urban Competitiveness Project 

characterizes competitiveness as “referring to the degree to which a city, or an urban region, in comparison 

with other competing cities, is able to provide the jobs, income, cultural recreational amenities, degree 

of social cohesion, governance and urban environment to which its current and targeted new residents 

aspire” (Kresl, 2007, p. 17). Additionally, Michael Storper (1997, p. 264) defines urban competitiveness as 

“the ability of an economy to attract and maintain firms with stable or rising market shares in an activity, 

while maintaining stable or increasing standards of living for those who participate in it”, meaning that 

the competitiveness of cities is not just about the income of firms but also about how that income goes 

to residents.

As can be seen from the definitions, the competitiveness concept for a company is rather simple and 

one-dimensional. Economic indicators, such as the firm’s performance expressed in sufficient returns on 

capital, are the only important factors for measuring the competitiveness of a firm (Bailey et al., 2004, 

p. 135). A thorough review of modern literature, however, discloses pretty clear that for defining and 

assessing urban competitiveness it is not enough to focus on economic performance indicators only. 

According to Gardiner et al. (2004) and Lever (1999) the concept of urban competitiveness is rather 

complex and multi-faceted, which basically means that it involves more than just comparing cities in 

terms of a single dimension.

For example, the European Commission (2000 & 2001) determines the following ten characteristics as 

potentially relevant for a competitive city:

 ○ a highly skilled workforce; 

 ○ capabilities for advanced RDI (research, development and innovation);

 ○ good internal connectivity together with strategic transport and IT connections to selling 

markets and;

 ○ nationally and internationally reputable facilities for events;

 ○ a city centre of distinctiveness;

 ○ sophisticated cultural infrastructure and services;

 ○ a capability for effective governance and delivery of efficient services;
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 ○ a reputation for environmental excellence and responsibility; 

 ○ a wide spectrum of high quality residential choices;

 ○ an inclusive and diverse society.

In this text, the concept of Michael Storper is followed, whereas the competitive city is being defined 

as the city, being able to attract and maintain companies with rising or at least stable market shares. At 

the same time, city itself should maintain increasing or at least stable standards of living for those who 

participate in it. The competitiveness of cities is not just about the performance of companies, but also 

how that income arrives to residents.

To the above listed characteristics, some others were added which were suggested by our previous research 

and literature review to be equally important:

 ○ fiscal incentives available to cities;

 ○ vision, leadership and strategic decision-making capacity;

 ○ scope and quality of national governmental policies, especially their strategic and operative 

support for development of cities within nation. Also powers and resources (autonomy) which 

is provided to cities, is very important;

 ○ innovation in companies and organisational behaviour in cities.

Kresl (1994, p. 51) stresses the following dimensions as being determinants for a highly competitive 

urban economy: 

 ○ creation of high-skill, high-income jobs,

 ○ production shifts to environmentally benign goods and services,

 ○ production focuses on goods and services with desirable characteristics, such as a high income 

elasticity of demand,

 ○ appropriate economic growth achieves full employment without generating negative market 

aspects,

 ○ a city chooses its own future rather than passively accepting its lot by specializing in particular 

activities, and

 ○ a city improves its position in the urban hierarchy.

As can be surmised from the lists above, experts’ opinions about the characteristics of urban 

competitiveness differ greatly. Although, the list of Kresl portrays a more accurate notion of urban 

competitiveness than is brought forth by any approach that is focusing on economic output indicators 

only, it seems to be fixated on too abstract determinants, which tend to put a competitive city on the same 

level as an ideal, unattainable economy. After having clarified that the concept of urban competitiveness is 

a multidimensional one, it is, therefore, crucial to examine more specific determinants, which are proven 

to have a significant influence on an increase or decrease of cities’ competitiveness levels.
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2.4 Determinants of Urban Competitiveness

Broadly speaking, modern literature identifies two types of determinants, namely those that are beyond 

any direct control of individual cities, and those that are within a city’s touching distance to a greater or 

lesser extent. To the former belong macroeconomic factors, as e.g. currency exchange rates and interest 

rates (Begg, 2004, p. 4). To the latter belong the elements that are illustrated as a pyramidal competitiveness 

model in Figure 1 below, namely urban input or assets, revealed output and targeted outcomes. 

Figure 1: Pyramidal Model of Regional Competitiveness  

Source: Adapted from Gardiner et al. 2004

First of all, a city’s input or assets stand for their sources of competitiveness from which the city can draw 

its power to enhance its competitiveness level. Such basic assets can come from manifold foundations 

or categories, and their proliferation may differ from city to city. Secondly, output refers to easily 

measureable performance indicators of an urban area that depend on both the productive efficiency 

of a given workforce as well as the level of employment within a city (Gardiner et al., 2004). However, 

although such economic measures indicate what can be termed ‘revealed competitiveness’, Lever (1999) 

clearly claims that economic output discloses little about the underlying urban assets, meaning that such 

indices do not reveal why a city is more or less competitive.

Consequently, it would be somewhat negligent to assess the competitiveness of a city in terms of economic 

performance variables only (Gardiner et al., 2004). Last but not least, the further enhancement of the 

quality of life and of attractive amenity provisions in a city must be regarded as ultimate goal or targeted 

outcome for policymakers and, therefore, as having an impact on the competitiveness of a city. Here, it 

has to be highlighted that the better a city can exploit such elements for the establishment of an attractive 

environment, the more competitive the city can become in the end. The following sub-chapter intends 

to examine each group in more detail.
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2.5 Urban Assets

As mentioned above, many different urban assets or foundations, which are more or less intertwined 

with each other, together form a city’s power source, which enables a city to enhance its level of 

competitiveness. To the most important basic foundations belong according to the modern literature, 

the following categories:

 ○ knowledge base

 ○ urban diversity

 ○ innovativeness and accessibility

 ○ agglomeration and urban scale

 ○ social cohesion, and

 ○ economic heritage.

Knowledge Base

The first category, the so-called knowledge base, according to Lever (2002) involves available sources of 

tacit and codified knowledge, the overall knowledge infrastructure of a city and the general educational 

level and creativity potential of the people living in the city. Many studies suggest a positive relationship 

between a city’s knowledge base and its economic development. For example, Matthiessen et al. (2002) 

conclude that a city’s knowledge assets have a considerable impact on the overall economy of the city 

since such assets are of increasing importance with respect to economic change and growth.
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According to van den Berg et al. (2007), however, cities often neglect to exploit their knowledge assets 

in a full way since they are unable to optimize the interaction between universities and business entities. 

In addition, it is recommended to address the problem of knowledge fragmentation within research 

institutions as well. In fact, larger cities are typically hindered to perform in an efficient way due to the 

fact that their various sources of knowledge, e.g. their universities, are acting independently from each 

other, and therefore often generate knowledge duplications. As a consequence, city governments would 

do well to align the different sectors of research, education and business in a better way. Additionally, 

several studies (e.g. Gleaser, Sheinkman and Sheifer, 1995) have identified the positive correlation between 

relative high amounts of university graduates working in a city and an overall improved economic 

performance of the city.

Regarding the creativity potential of people, Florida (2005) highlights the economic importance of 

creative people, the so-called creative class, who hold the information needed to produce all kinds 

of knowledge-intensive art, like software programs, songs, poems or designs. Black and Henderson 

(1997) and Simon and Nardinelli (1996) approve of the accumulation of well-educated people and the 

consequential spillovers of tacit knowledge which promote the long-term growth of cities. In order to 

enhance its competitiveness level a city must, therefore, apply every effort to attract such well-educated 

knowledge workers (Gleaser et al., 1995 as well as Kimbrough & Murphy, 2005). According to Kresl 

(2007, p. 14) a city in the twentyfirst century must attract skilled workers, who are scarce, rather than 

unskilled workers, who are abundant throughout the world.

As mentioned before, Florida (2000, p. 6) believes that instead of simply choosing the job with the 

highest salary potential, talented people are normally more concerned with place-based characteristics. 

In addition, van den Berg et al. (2005) argue that knowledge workers are allured by places, where they 

can enjoy life. Besides, creativity tends to attract other creative knowledge workers, which means that 

there is a cumulative effect involved (Florida, 2000, p. 15).

Moreover, Glaeser (2000) believes that companies are searching for locations, where they have access to 

a well-educated labor force rather than access to customers or suppliers, and that they are even willing 

to follow movements of well-educated knowledge workers to other, more enjoyable cities.

To sum up, the latest research on regional development highlights the importance of shifting the policy 

focus on people rather than on firms. As a matter of fact, the assets of cities are regarded as unique 

sources for attracting highly skilled and talented people, who in turn can leverage the competitiveness 

levels by strengthening the knowledgeintensive economy (Lee, Florida, and Acs, 2004 as well as Turok, 

2005, p. 41).
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Urban Diversity

Urban diversity is a city’s openness or tolerance towards outsiders. According to Florida (2002, p. 249 ff) 

and Begg et al. (2004, p. 103) diversity among people living in a city fosters interactions between residents, 

and, therefore, leads to newly generated knowledge and innovations. In addition, creative knowledge 

workers are more likely attracted to cities that are associated with a high level of diversity since the social 

hurdles to enter such a city are relatively low. Again, many internationally recognized studies found the 

positive correlation between urban diversity and economic growth to be true (e.g. Glaeser et al., 1995).

Urban diversity can be best measured in terms of the number of people, who are born with different 

national roots. Another indicator is presented by Florida (2002, p. 333), who measures this foundation 

on the basis of the relative share of homosexual couples living in an urban area. It has to be highlighted, 

however, that cultural diversity might bring along some social drawbacks as well. According to van den 

Berg et al. (2007) there are many districts within European cities where badly integrated immigrants live, 

who cannot contribute to the overall economic development of these cities since they do not possess 

well-developed, knowledge-intensive skills.

Innovativeness and Accessibility

As van den Berg et al. (2007) observe, the competitiveness of a city is becoming increasingly reliant on 

innovation and entrepreneurship. However, it is proven by empirical evidence that regions across the 

globe unevenly benefit from innovative activities. As a matter of fact, high concentrations of innovation 

and entrepreneurship can be usually found in agglomerated, urban areas only. For example, Cooke and 

Simmie (2005, p. 98) state that 67% of all patent exports in Italy are undertaken around Milan and Turin. 

Furthermore, they argue that 60% of Japanese R&D laboratories in the US are located just around four 

urban areas, namely Boston, New York, Chicago and Los Angeles/San Francisco. Besides, innovation 

does not have to be necessarily about breakthroughs in new technologies (Hospers, 2003). 

Due to the fact that knowledge is the main factor that fosters the development of an innovative 

environment, one can come to the conclusion that in order to enhance the overall innovativeness, 

cities have to ensure that firms are fed with the best sources of knowledge (Cooke & Simmie, 2005, 

p. 110). Additionally, according to Simmie (2005) face-to-face contacts at infrastructural hubs foster 

knowledge spillovers that lead to innovation. Consequently, a high level of national and international 

accessibility facilitated by international airports, high-speed train connections and a well-functioning, 

local transportation network might be crucial for a city to sustain social and economic development 

(Parkinson et al., 2004, pp. 58f.). Furthermore, local innovation is promoted variously in different 

states. For example, while innovation is primarily driven by the private market with only little outside 

coordination in the UK, in Germany multi-level networks are implemented in order to stimulate 

innovative thinking between private and public organizations (Parkinson et al., 2004, p. 60).
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Agglomeration and Urban Scale

A noticeable determinant of urban competitiveness is the geographic concentration of economic activities 

or, in other words, the tendency for companies to cluster around urban areas, which implies that firms 

benefit from being located near cities (Turok, 2005, p. 35). According to Gordon and McCann (2000), 

geographical proximity enhances companies’ economic opportunities, such as benefiting from economies 

of scale and scope, and softens the risks to which they are potentially exposed. More than a hundred 

years ago, Marshall (1890) was already highlighting the mutual gains of different companies, which were 

geographically clustered. What is more, literature assesses the size of a city as an important determinant 

for its success. The bigger a city is in size, the more attractive it tends to be for both knowledge workers 

and companies.

Social Cohesion

Another fundamental foundation for cities’ assets deals with the levels of social equality and poverty 

in an urban area. As shown before, nations, regions and cities strike different paths in order to sustain 

further economic growth. For instance, Finland bases its development plan on social equality while the 

US banks on its American dream philosophy, where differences in social classes function as primary 

motivator (Le Galès, 2007). Generally speaking, however, low levels of poverty and social inequality are 

favorable both from a societal perspective and from an economic one. As a matter of fact, high levels 

of societal exclusion and poverty may cause tensions between the upper and lower social classes. Such 

tensions may result in higher criminal activities or even civil wars, lower safety perceptions of inhabitants 

and tourists and generally a significantly decreasing quality of life (Hall and Pfeiffer, 2000, p. 21). What 

is more, low levels of social cohesion may imply that valuable human capital is excluded from economic 

life, and therefore wasted (van den Berg et al., 2007).

Economic Heritage

The economic history of a city must also be seen as a factor that influences its competitiveness in times 

of the knowledge economy. As indicated before, many cities in more developed economies went through 

a rapid expansion in the 19th century as an economic consequence of the industrial revolution. Such 

cities grew tremendously because of the development of particular industries, e.g. the steel industry or 

the coal industry, and their economic advantage of having access or being relatively close to important, 

industrial raw materials (Begg et al., 2004, p. 101). However, over time the economic environment has 

changed, and what used to be an advantage in the past turned out to be a disadvantage in the modern 

economy. Indeed, changes in advanced economies have devaluated cities’ geographical advantages of the 

past (van den Berg et al., 2005, p. 10). Traditional smoke-stack industries near cities were replaced by 

smaller, customized factories (Gleaser, 1998). Knowledge intensive activities displaced the production 

of tangible goods.
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In general, literature assumes that cities which were dominated by traditional manufacturing industries 

and port activities tend to suffer from a less well-educated labor force, inappropriate levels of air pollution, 

a tarnished city image and lower standards of living (van den Berg et al., 2005, p. 10). As a consequence, 

these days such cities struggle to overcome their manufacturing legacies and their outdated social, 

economic and institutional structures, which hinder them to leverage their competitiveness levels, while 

others profit from the enhancement of more modern service industries and find themselves on a steady, 

economic rise (Begg et al., 2004, p. 101ff). A study of the largest US cities revealed that while about one 

quarter managed to transform a population decline into a growth between the 1980s and 1990s, and 

another quarter experienced constant growth, about a half of the screened cities faced severely damaging 

losses (Beauregard, 2004).

Economic Outputs

As mentioned before, modern literature claims that some researchers are misled to equate productivity 

levels or per capita income figures with the relative competitiveness of cities (Bailey et al., 2004, p. 136). 

Nevertheless, economic performance output plays an essential role. According to Turok (2005, p. 26), 

approaches, which are intended to gain insights into the competitiveness level of a city, need to consider, 

among other things, the city’s ability to sell products and services in competitive, external markets and 

its efficiency to produce products and services.
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Variables that are often used for assessing the economic output of a city are, among others, its GDP per 

capita, change in GDP per capita, GDP per employed resident, the rate of unemployment and the number 

of newly formed companies (Bailey et al., 2004, p. 136ff). GDP per capita, which is frequently utilized 

by the DTI to evaluate regions’ competitiveness levels (e.g. DTI, 2000), measures the capacity of a city’s 

resident to generate economic wealth. In general, the major advantage of indicators determining GDP 

figures is that they are related to residents’ income levels and consequently their living standards in a 

positive way. Major drawbacks of GDP per capita are, however, that this indicator reacts very slow to 

change and highlights historic data only (Bailey et al., 2004, p. 137). Besides, a city’s economic productivity 

might be best evaluated by utilizing its figures for GDP per employed resident. In addition, from the 

level of unemployment one can infer a city’s labor utilization and how equal income is distributed among 

residents. Indeed, the higher the unemployment rate, the smaller the numbers of residents that benefit 

directly from newly generated income (Bailey et al., 2004, p. 137). Last but not least, the number of 

newly founded companies is frequently believed to be positive related to a city’s competitiveness level 

since it ought to be obvious that newly set up firms bring along innovation and entrepreneurial spirit 

(Bailey et al., 2004, p. 147). However, the rate of newly established firms is only valuable when taking 

the number of companies’ failures into consideration at the same time.

Quality of Life and Urban Amenities

As indicated before, in order to gain from additional economic development opportunities, modern 

literature identifies a city’s quality of life as indicator of utmost importance due to the fact that a high 

quality usually tends to attract well-educated people and, consequently, investments of companies. In 

addition, Florida (2000, 2003, 2005) identifies in his comprehensive studies about the creative class 

cultural and recreational amenities as significant drivers for the competitiveness of a city. Attributes, 

which are associated with a high quality of life and a diverse, urban amenity offering in a beneficial way, 

are, among others, high-quality housing, recreation facilities, a public health care system, an attractive 

built environment, nice and clean city parks, lack of pollution, low crime levels, lifestyle opportunities, 

international schools, attractive natural surroundings, commercial space and political involvement 

(Rogerson, 1999 as well as van Winden, 2005).

2.6 Conclusion

Nowadays, city leaders of important cities in Europe, such as Barcelona or Amsterdam, argue, however, 

that the economic vitality of major cities shall never be marked down as unimportant for the overall 

economic well-being of their countries (Kresl, 2007, p. 14). In addition, along with political interest, 

literature on urban significance is growing rapidly, (Gardiner et al., 2004) and there is extensive evidence 

that cities are increasingly recognized as places to live and areas of potential opportunities rather than 

places of liabilities (The World Bank, 2000, pp. 1f. As well as Parkinson et al., 2004, p. 52). Consequently, 

policymakers are supposed to shift their focus from a national strategic level to a sub-national, urban one.
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Also, European cities are extremely diverse with respect to their economic structure, their social 

composition, their physical size and their geographical location (Parkinson et al., 2004, p. 13). Indeed, 

following Begg, Moore and Altunbas (2004, p. 102) each city has a distinguishing urban identity, which 

may provide both opportunities as well as threats concerning their individual economic development. As 

a result, European cities stand at different starting points, face diverse challenges and strategic policies to 

leverage urban competitiveness (Bailey, Docherty, & Turok, 2004, p. 156). As a matter of fact, London may 

suffer from different problems than Vienna, and what works well in Munich might not be successful in 

Helsinki at all. According to Kresl (2007, p 18) this will be reinforced by the fact that societal preferences 

with respect to economic prosperity differ among nations.

However, despite their differences cities are influenced by macroeconomic commonalities, as well. For 

example, due to collapsing trade hurdles, falling transport costs, rising exports, imports and foreign 

investments, arising transnational corporations, and the triumphal advent of new information and 

communication technologies (ICTs), in short, an increasingly globalized environment, the world’s 

economies are more than ever connected with each other (Turok, 2005, pp. 26f.).

Hence, traditional patterns of trade and production in modern economies have changed in a radical 

way (Hospers, 2003). Indeed, trade in intangible services is about to challenge trade in tangible goods. 

In addition, multinational companies try to exploit the concept of international division of labor by 

shifting their manufacturing facilities to countries, where poor working conditions, low health and safety 

regulations and, therefore, low costs of human resources, prevail (Lever W.F., 2004, p. 11). Also, this 

trend does not stop at manufacturing companies. Enterprises engaged in service activities, e.g. tourism 

companies, software developers or call centers, make usage of lower wages in less developed countries 

as well (Howland, 1996).

As a consequence of that, globalization, being today’s major economic driver, forces all kinds of economic 

players, including nations, regions and, especially, cities, in more developed countries to reconsider their 

competitive advantages, strengths and opportunities in order to sustain their present levels of welfare 

(Hospers, 2003). Typically, the transition towards the knowledge economy is believed to be modern 

economies’ greatest opportunity in the 21st century (van Winden, 2005). Indeed, the vast majority of 

modern literature on regional development concludes that nations, regions and cities need to rearrange 

their knowledge assets in order to exploit market opportunities, satisfy customers, enhance society’s 

general environment and compete successfully within the global race for economic development (DTI, 

1998, p. 6).
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3 Strategic management of cities

Most of us fear change. Even when our minds say change is normal, our stomachs quiver at the prospect. 

But for strategists and managers today, there is no choice but to change. (Robert Waterman Jr.)

Recommended additional reading:

• Kresl, P.K. (2007). Planning cities for the future: urban economic strategies in Europe. Cheltenham, 

UK: Edward Elgar Publishing Limited.

• PricewaterhouseCoopers (PWC). (2005). Cities of the Future: global competition, local leadership. 

Retrieved from PricewaterhouseCoopers-Website: 

http://www.pwc.com/en_GX/gx/government-public-sector-research/pdf/cities-final.pdf

3.1 Chapter Overview

As pointed out in previous chapters, globalization and the economic consequences involved, dramatically 

changed the environment for cities. This was also true for urban planning strategies that aimed to 

enhance the economy of a city. Although cities’ authorities did much planning prior to the beginnings 

of globalization and the increased competition between urban areas as well, such planning efforts must 

be regarded as being rather ordinary and inefficient since they tended to target objects, such as social 

housing projects or land use projects, which had only marginal impacts on the enhancement of a city’s 

competitiveness (van den Berg et al., 2005, p. 12). In other words, such planning strategies were not 

components of long-term strategic visions, and therefore did not address a city’s specific economic 

development needs in an effective way.

However, as the world has become more and more global, many city leaders started to realize that it is time 

to take over new responsibilities, including a long-term oriented, pro-active urban policy development 

thinking approach. Due to the rapidly changing global environment, the leaders of cities recognized that 

it is crucial for a city to be prepared for the future. As a consequence, today modern city management 

approaches comprise a thorough analysis and understanding of the present situation of the city in order 

to enhance current strengths and eliminate current weaknesses, the identification of future trends which 

might have an impact on the city and the development of a vision and a promising, long-term strategy 

in order to exploit future opportunities and tackle potential threats to the city.
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In view of the competitive environment cities have to face today, managing a city becomes comparable 

to managing a large organization. Cities, which want to influence their future development actively, have 

to be aware of their strategic assets and resources, have to have a vision and have to develop a strategy 

to reach their long-term goals. City networks, co-operations and partnerships are among many others 

part of a city’s strategic assets and resources and can be therefore used to accomplish a city’s vision and 

to support its strategy (PwC, 2005, pp. 14–16). This discipline of managing a city according to economic 

concepts is called strategic city management and is introduced to the reader throughout this chapter. 

First of all, the basic idea of strategic city management is explained. This is followed by a more detailed 

description of a city’s strategic assets and the most common visions and strategic goals, which cities set 

for themselves.

Learning outcomes

By the end of this chapter successful students will be able to:

1. Understand managing different types of capital in a city

2. Understand and describe main principles when managing people, property and processes in 

a city

3. Understand the practical concept of urban management.
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3.2 Introduction

Globalisation and decentralisation have forced regions and cities to face numerous problems and 

challenges. Some have managed to solve the problems and became the ‘cities of the future’, others have 

failed to do so and are called the ‘cities of the past’. To improve the position of the latter, good use of 

city capital must be ensured to achieve competitive advantages. These competitive advantages today are 

based on knowledge and information technology.

“Internationalization, change into a society where information and creativity are of importance, and 

rising weight of network position alter the risk pattern and thereby create new demands for active urban 

policy of marketing and strategic planning…Only localities that actively fight for their future will have 

one” (Anderson, Wichmann and Matthiessen, 1995).

According to PwC (2005), managing a city is comparable to managing a large organization. In order to be 

prepared for the future, cities and companies need to know where they are today (their present situation) 

and what is necessary to achieve their future goals (vision and strategy). Besides, they have to be aware 

of the external environment and trends, which might affect their decisions and which might also be 

drivers for change. Future trends such as globalization, urbanization, migration, changing demographics 

and others can be both, a threat and an opportunity for cities. However, if the city administration is able 

to develop its city’s strengths and eliminate its weaknesses, the city is on the best way to reach its goals 

(PwC, 2005, pp. 14–16).

3.3 Different types of capital and assets in a city

There are six different types of capital (PWC 2005) that need to be managed strategically:

 ○ Intellectual and social capital – people and knowledge; 

 ○ Democratic capital – participation and consultation;

 ○ Cultural capital – values, behaviours and public expressions;

 ○ Environmental capital – natural resources;

 ○ Technical capital – man-made capital and infrastructure; 

 ○ Financial capital – money and assets.

Capital Examples

Intellectual and Social Capital People and resources of knowledge 

Democratic Capital Transparency, partnerships and participation 

Cultural and Leisure Capital Values, public expressions and behaviors 

Environmental Capital Natural resources

Technical Capital Infrastructure, man-made capital 

Financial Capital Assets and money 

Table 1: Examples for different types of capital
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As mentioned above, many different urban assets or foundations, which are more or less intertwined 

with each other, together form a city’s power source, which enables a city to enhance its level of 

competitiveness. To the most important basic foundations belong according to the modern literature, 

the following categories:

a) knowledge base,

b) urban diversity,

c) innovativeness and accessibility,

d) agglomeration and urban scale,

e) social cohesion, and

f) economic heritage.

Knowledge Base

The first category, the so-called knowledge base, according to Lever (2002) involves available sources of 

tacit and codified knowledge, the overall knowledge infrastructure of a city and the general educational 

level and creativity potential of the people living in the city. Many studies suggest a positive relationship 

between a city’s knowledge base and its economic development. For example, Matthiessen et al. (2002) 

conclude that a city’s knowledge assets have a considerable impact on the overall economy of the city 

since such assets are of increasing importance with respect to economic change and growth. According 

to van den Berg et al. (2007), however, cities often neglect to exploit their knowledge assets in a full way 

since they are unable to optimize the interaction between universities and business entities. In addition, 

it is recommended to address the problem of knowledge fragmentation within research institutions as 

well. In fact, larger cities are typically hindered to perform in an efficient way due to the fact that their 

various sources of knowledge, e.g. their universities, are acting independently from each other, and 

therefore often generate knowledge duplications.

As a consequence, city governments would do well to align the different sectors of research, education 

and business in a better way. Additionally, several studies (e.g. Gleaser, Sheinkman & Sheifer, 1995) have 

identified the positive correlation between relative high amounts of university graduates working in a city 

and an overall improved economic performance of the city. Regarding the creativity potential of people, 

Florida (2005) highlights the economic importance of creative people, the so-called creative class, who 

hold the information needed to produce all kinds of knowledge-intensive art, like software programs, 

songs, poems or designs. Black and Henderson (1997) and Simon and Nardinelli (1996) approve of the 

accumulation of well-educated people and the consequential spillovers of tacit knowledge which promote 

the long-term growth of cities.
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In order to enhance its competitiveness level a city must, therefore, apply every effort to attract such well-

educated knowledge workers (Gleaser et al., 1995 as well as Kimbrough & Murphy, 2005). According to 

Kresl (2007, p. 14) a city in the twentyfirst century must attract skilled workers, who are scarce, rather 

than unskilled workers, who are abundant throughout the world. As mentioned before, Florida (2000, 

p. 6) believes that instead of simply choosing the job with the highest salary potential, talented people 

are normally more concerned with place-based characteristics. In addition, van den Berg et al. (2005) 

argue that knowledge workers are allured by places, where they can enjoy life. Besides, creativity tends 

to attract other creative knowledge workers, which means that there is a cumulative effect involved 

(Florida, 2000, p. 15).

Moreover, Glaeser (2000) believes that companies are searching for locations, where they have access to 

a well-educated labor force rather than access to customers or suppliers, and that they are even willing 

to follow movements of well-educated knowledge workers to other, more enjoyable cities.

To sum up, the latest research on regional development highlights the importance of shifting the policy 

focus on people rather than on firms. As a matter of fact, the assets of cities are regarded as unique sources 

for attracting highly skilled and talented people, who in turn can leverage the competitiveness levels by 

strengthening the knowledge intensive economy (Lee, Florida, & Acs, 2004 as well as Turok, 2005, p. 41).
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Urban Diversity

Urban diversity is a city’s openness or tolerance towards outsiders. According to Florida (2002, p. 249ff) 

and Begg et al. (2004, p. 103) diversity among people living in a city fosters interactions between residents, 

and, therefore, leads to newly generated knowledge and innovations. In addition, creative knowledge 

workers are more likely attracted to cities that are associated with a high level of diversity since the social 

hurdles to enter such a city are relatively low. Again, many internationally recognized studies found the 

positive correlation between urban diversity and economic growth to be true (e.g. Glaeser et al., 1995).

Urban diversity can be best measured in terms of the number of people, who are born with different 

national roots. Another indicator is presented by Florida (2002, p. 333), who measures this foundation 

on the basis of the relative share of homosexual couples living in an urban area. It has to be highlighted, 

however, that cultural diversity might bring along some social drawbacks as well. According to van den 

Berg et al. (2007) there are many districts within European cities where badly integrated immigrants live, 

who cannot contribute to the overall economic development of these cities since they do not possess 

well-developed, knowledge-intensive skills.

Innovativeness and Accessibility

As van den Berg et al. (2007) observe, the competitiveness of a city is becoming increasingly reliant on 

innovation and entrepreneurship. However, it is proven by empirical evidence that regions across the 

globe unevenly benefit from innovative activities. As a matter of fact, high concentrations of innovation 

and entrepreneurship can be usually found in agglomerated, urban areas only. For example, Cooke and 

Simmie (2005, p. 98) state that 67% of all patent exports in Italy are undertaken around Milan and Turin. 

Furthermore, they argue that 60% of Japanese R&D laboratories in the US are located just around four 

urban areas, namely Boston, New York, Chicago and Los Angeles/San Francisco. Besides, innovation 

does not have to be necessarily about breakthroughs in new technologies. (Hospers, 2003) Indeed, five 

different kinds of innovation can be identified: a) process innovation, b) product innovation c) input or 

raw material innovation, d) new markets, and e) new organizational forms (Schumpeter, 1942, pp. 132f.).

Due to the fact that knowledge is the main factor that fosters the development of an innovative 

environment, one can come to the conclusion that in order to enhance the overall innovativeness, 

cities have to ensure that firms are fed with the best sources of knowledge (Cooke & Simmie, 2005, 

p. 110). Additionally, according to Simmie (2002) face-to-face contacts at infrastructural hubs foster 

knowledge spillovers that lead to innovation. Consequently, a high level of national and international 

accessibility facilitated by international airports, high-speed train connections and a well-functioning, 

local transportation network might be crucial for a city to sustain social and economic development 

(Parkinson et al., 2004, pp. 58f.). Furthermore, local innovation is promoted variously in different 

states. For example, while innovation is primarily driven by the private market with only little outside 

coordination in the UK, in Germany multi-level networks are implemented in order to stimulate 

innovative thinking between private and public organizations (Parkinson et al., 2004, p. 60).
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Agglomeration and Urban Scale

A noticeable determinant of urban competitiveness is the geographic concentration of economic activities 

or, in other words, the tendency for companies to cluster around urban areas, which implies that firms 

benefit from being located near cities (Turok, 2005, p. 35). According to Gordon and McCann (2000), 

geographical proximity enhances companies’ economic opportunities, such as benefiting from economies 

of scale and scope, and softens the risks to which they are potentially exposed. More than a hundred 

years ago, Marshall (1890) was already highlighting the mutual gains of different companies, which were 

geographically clustered. What is more, literature assesses the size of a city as an important determinant 

for its success. The bigger a city is in size, the more attractive it tends to be for both knowledge workers 

and companies.

In times of the knowledge economy three major economic benefits regarding geographic concentration 

of companies and the size of cities can be identified (Collins, 2007). Firstly, companies benefit from 

clustering around larger cities due to the possibility to recruit from a larger pool of specialized human 

resources and a better access to supplying and supporting components, such as marketing services, 

communication facilities or venture capital. Moreover, knowledge workers are more likely to move 

to larger cities since metropolitan areas offer a greater variety of jobs (Turok, 2005, p. 35). Equally, 

suppliers and distributors gain from being located close to a larger city due to the increasing chance to 

get in contact with potential buyers (European Cities Monitor, 2009). Secondly, all parties involved gain 

from greater knowledge spillovers and information flows. As indicated before, the frequent exchange 

of tacit knowledge stands in direct relationship with economic success. Due to the compact clusters of 

companies, face-to-face exchange of technological information and knowledge that leads to innovation is 

more likely to happen (Malmberg et al., 1996). Thirdly, larger sized urban areas usually harbor a broader 

set of amenities that are, as explained before, so crucial to attract knowledge workers and firms. A large 

urban size provides, among others, international schools and universities, various cultural institutions, 

an enlarged transportation network and numerous, entertaining alternatives (van den Berg, 2007).

Social Cohesion

Another fundamental foundation for cities’ assets deals with the levels of social equality and poverty 

in an urban area. As shown before, nations, regions and cities strike different paths in order to sustain 

further economic growth. For instance, Finland bases its development plan on social equality while the 

US banks on its American dream philosophy, where differences in social classes function as primary 

motivator (Le Galès, 2007). Generally speaking, however, low levels of poverty and social inequality are 

favourable both from a societal perspective and from an economic one. As a matter of fact, high levels 

of societal exclusion and poverty may cause tensions between the upper and lower social classes. Such 

tensions may result in higher criminal activities or even civil wars, lower safety perceptions of inhabitants 

and tourists and generally a significantly decreasing quality of life (Hall & Pfeiffer, 2000, p. 21). What is 

more, low levels of social cohesion may imply that valuable human capital is excluded from economic 

life, and therefore wasted (van den Berg et al., 2007).
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Economic Heritage

The economic history of a city must also be seen as a factor that influences its competitiveness in times 

of the knowledge economy. As indicated before, many cities in more developed economies went through 

a rapid expansion in the 19th century as an economic consequence of the industrial revolution. Such 

cities grew tremendously because of the development of particular industries, e.g. the steel industry or 

the coal industry, and their economic advantage of having access or being relatively close to important, 

industrial raw materials (Begg et al., 2004, p. 101). However, over time the economic environment has 

changed, and what used to be an advantage in the past turned out to be a disadvantage in the modern 

economy. Indeed, changes in advanced economies have devaluated cities’ geographical advantages of the 

past (van den Berg et al., 2005, p. 10). Traditional smoke-stack industries near cities were replaced by 

smaller, customized factories (Gleaser, 1998). Knowledge intensive activities displaced the production 

of tangible goods.

In general, literature assumes that cities which were dominated by traditional manufacturing industries 

and port activities tend to suffer from a less well-educated labour force, inappropriate levels of air 

pollution, a tarnished city image and lower standards of living (van den Berg et al., 2005, p. 10). As a 

consequence, these days such cities struggle to overcome their manufacturing legacies and their outdated 

social, economic and institutional structures, which hinder them to leverage their competitiveness levels, 

while others profit from the enhancement of more modern service industries and find themselves on 

a steady, economic rise (Begg et al., 2004, p. 101ff). A study of the largest US cities revealed that while 

about one quarter managed to transform a population decline into a growth between the 1980s and 

1990s, and another quarter experienced constant growth, about a half of the screened cities faced severely 

damaging losses (Beauregard, 2004).

3.4 Economic outputs

As mentioned before, modern literature claims that some researchers are misled to equate productivity 

levels or per capita income figures with the relative competitiveness of cities (Bailey et al., 2004, p. 136). 

Nevertheless, economic performance output plays an essential role. According to Turok (2005, p. 26), 

approaches, which are intended to gain insights into the competitiveness level of a city, need to consider, 

among other things, the city’s ability to sell products and services in competitive, external markets and 

its efficiency to produce products and services.

Variables that are often used for assessing the economic output of a city are, among others, its GDP 

per capita, change in GDP per capita, GDP per employed resident, the rate of unemployment and the 

number of newly formed companies (Bailey et al., 2004, p. 136ff). GDP per capita, which is frequently 

utilized by the DTI to evaluate regions’ competitiveness levels (e.g. DTI, 2000), measures the capacity of 

a city’s resident to generate economic wealth. In general, the major advantage of indicators determining 

GDP figures is that they are related to residents’ income levels and consequently their living standards 

in a positive way.
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Major drawbacks of GDP per capita are, however, that this indicator reacts very slow to change and 

highlights historic data only (Bailey et al., 2004, p. 137). Besides, a city’s economic productivity might 

be best evaluated by utilizing its figures for GDP per employed resident. In addition, from the level 

of unemployment one can infer a city’s labor utilization and how equal income is distributed among 

residents. Indeed, the higher the unemployment rate, the smaller the numbers of residents that benefit 

directly from newly generated income (Bailey et al., 2004, p. 137). Last but not least, the number of 

newly founded companies is frequently believed to be positive related to a city’s competitiveness level 

since it ought to be obvious that newly set up firms bring along innovation and entrepreneurial spirit 

(Bailey et al., 2004, p. 147). However, the rate of newly established firms is only valuable when taking 

the number of companies’ failures into consideration at the same time.

3.5 The ‘Five Pillar’ approach

This modern approach of managing a city can also be referred to as ‘strategic economic planning’ (SEP). 

As indicated above, SEP is different from ordinary strategic urban planning since it focuses on the 

efficient utilization of its assets in order to accomplish an objective which enjoys great support for the 

city’s residents and which is supposed to leverage the city’s competitiveness level. (Kresl, 2007, pp. 2ff.) 

According to Kresl (2007, pp. 29ff) an effective SEP effort consists of at least five components. These 

components are: 
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• an objective examination of the urban region’s strengths and weaknesses in relation to other 

urban competitors, 

• involvement of the public and of all major entities in the region in an exercise that will make 

clear the actual aspirations and concerns of the local residents and entities,

• a design of a strategic economic plan and vision that realizes the previously identified realistic 

aspirations and concerns,

• a mobilization of local human resources on the context of clear responsibilities and lines of 

authority and with an understanding of who or which agency is in charge of the process, and

• regular monitoring and evaluation efforts of progress and performance.

Additionally, it is important to emphasize an appropriate marketing and communication of these future-

oriented strategic components and the goals involved, since in times of increased urban competition, a 

city will not be able to stand out from competition, and therefore not be able to leverage its attractiveness 

for new businesses and highly educated knowledge workers (PWC, 2005).

After identifying a city’s strategic assets and resources, every city should develop a vision statement, its 

long-term strategic goals and a proper strategy. Although those strategic items are set up individually 

by every municipality, many cities focus on the same general issues. Having a look on the development 

goals of cities around the globe, it can be noticed that nearly every city today aims at being a place to 

live, work, educate, socialize and relax. Through a modern image and a warm atmosphere, people and 

companies shall be invited to come, to stay and to spend their money in the cities (PwC 2005, p. 8). PwC 

who analysed vision statements and strategic goals of cities around the globe, has come to the conclusion 

that for nearly every modern city in the 21st century, three different concepts, describing the ideal or 

competitive city of the future, seem to bear resemblance to the city’s individual vision and strategy. All 

of those three concepts, which are called the knowledge city, the creative city and the intelligent city, 

combine the aforementioned aims.

Figure 2: The Three Concepts for an Ideal City  

Adapted from PwC, 2005, pp. 8; 20–22
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Explaining those concepts shortly, the knowledge city is a city with high quality and density of educational 

and research facilities and highly knowledge-based economy. The creative city on the other side refers 

to a diverse and highly experienced group of citizens, who want to have action, experiences in various 

fields, a dynamic environment and a place for self-realization. Finally, an intelligent city is not only a 

combination of the aforementioned concepts, but a place for knowledge exchange and generation between 

citizens and/or people from other cities, and a city which is constantly developing and adapting to future 

needs (PwC, 2005, pp. 20–22).

By the way, those five cornerstones of a successful city, namely being a place to live, to work, to educate, 

to socialize and to relax, cannot only be used to develop the ideal city in theory on the one hand but also 

to compare cities with each other on the other hand. A good example for comparing cities according 

to those dimensions is the European Smart Cities ranking. This ranking is aimed at finding Europe’s 

smartest medium-sized city according to the following dimensions:

• smart governance,

• smart economy,

• smart living,

• smart mobility,

• smart people and

• smart environment.
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By using such city rankings, researchers, economists and politicians are able to draw conclusions whether 

one city can be seen to be better in one area than others (European Smart Cities Ranking, 2011).

Developing the Vision and Strategy (VIS) model for strategic management of a city

Strategic development plan is a basis for achieving optimal results through management process. It 

should be directed towards various goals, but above all towards economic growth and employment (by 

enhancement of entrepreneurship and innovative activities, use of ICT, modernisation of education) 

leading towards increased welfare while securing sustainable development.

Methodological approach should be based on definition and evaluation of key indicators of the national 

and regional development strategy, leading towards developing such a strategy with a focus on economic 

development, social, public health, cultural, environmental, and ecological policies. In this phase it is 

essential to achieve the highest possible consensus about the fundamental strategic development policy 

amongst all stakeholders in the city.

Based on statistical analysis, strategic goals and key indicators are aggregated in five clusters/areas 

(indicated in Figure 5). Simultaneously, five aggregated key indicators for monitoring purposes should 

be designed.

On the operational level, the following activities are needed (the entire approach is depicted in Figure 4):

• Analysis of the basic operational strategic programmes

• Establishment of the ‘Monitoring Committee’ which role will be to monitor and evaluate the 

development of the Strategic Operational Plan’ as well as the Management of Changes Strategy. 

• Design of semi-structured survey, organising interviews, focus group meetings reflect back 

workshops and telephone interviews with stakeholders.
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Figure 3: Process of developing the VIS model

With defining and assessing the five pillars/clusters/areas (economy, transportation and communication, 

education, environment, quality of life) in a ‘Vision and strategy’ (VIS) model, particular attention is 

paid to balanced approach as an example of what can be done in each of the five areas.

The VIS model for city management is developed through analysis of strategic development documents, 

design of framework for vision and strategy model, defining five pillar model for strategic planning, 

defining consistent system of economic indicators and semi-structured in-depth interviews with 

city representatives and experts on urban competitiveness. The framework of VIS model is shown in 

Figure 5 below.
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Figure 4: The Vision and Strategy Model (VIS)

The model enables cities to improve their position with respect to higher productivity, educated labour 

force, high economic growth, added value per capita and ultimately, to increase quality of welfare. 
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4 City partnerships and networks

A radically different order of society based on open access, decentralized creativity, collaborative intelligence, 

and cheap and easy sharing is ascendant. (David Bollier)

Recommended additional reading:

• Abrahamsen, R. (2004). The power of partnerships in global governance. Third World Quarterly, 

25(8), 1453–1467. Retrieved from EBSCO Host database.

• Habitat International (2009). Transnational city-to-city co-operation: Issues arising from theory 

and practice (Editorial). Habitat International, 33, 131–133. Retrieved from Science Direct 

database.

• De Villiers, J.C. (2006). Achieving the millennium development goals through city-to-city 

partnerships, origins, history and context of city-to-city partnerships, paper delivered  at the 

50th Anniversary Conferenceof Sister Cities International in Washington DC on 13 July 2006.

4.1 Chapter Overview

Having a look at current literature regarding city partnerships, it can be observed that lots of cities are 

linked to another city through partnership agreements (Villiers et al., 2007, p. 1). This chapter intends 

to give an overview of the concept of city partnerships and of its real importance for urban areas around 

the globe. Firstly, the terminology regarding city partnerships is introduced. Then, the origins and 

historical importance of city partnerships are explained and the status quo and trends relevant for this 

networking form are introduced. This is followed by a possible classification of city partnerships and a 

short description of important international organizations relevant for partner cities. Last but not least, 

existing literature on the topic is analyzed and key findings regarding city partnerships are summarized.

Learning outcomes

By the end of this chapter successful students will be able to:

1. Use appropriate terminology

2. Understand the origins and historical importance of city partnerships

3. Recognize trends of city partnerships

4. Identify current literature on city partnerships.
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4.2 Introduction

As the competitive environment within the EU becomes more and more intense, it is a major goal of 

many regions to keep their positions as high quality living and cultural areas, well-known industrial 

locations and popular centers of education and know-how. This competitiveness among different regions 

in Europe is especially problematic for cities or urban areas, as they are considered to be the key success 

factors within this competition. Searching for ways how to improve their so-called urban or regional 

competitiveness, many government officials have realized that their existing city partnerships might 

have – among others – the potential to support the achievement of their city’s goals.

Having a look at city networking around the globe, it can be observed that nearly every city has closed 

some kind of international linkage today. Those links are usually made in the form of city partnerships, 

which are – expressed in simplified terms – an agreement between two or more parties (i.e. city councils 

or other urban administrations) that have agreed to work together for mutual benefit. However, in most 

cases, such city partnerships are seen as a mean of expressing friendship and furthering cultural exchange 

only, whereas their potential to contribute to a city’s overall strategy is often neglected.

This chapter starts with a general introduction to strategic city management and city networking. In 

the beginning, the three most important forms of networking, namely networks, co-operations and 

partnerships are distinguished from each other. Afterwards, the focus is put on the third networking 

form, the partnerships solely. The origins and historical importance of city-to-city (C2C) partnerships 

are explained as they give valuable insights for understanding today’s C2C linkages. This is followed by 

a description of the status quo and trends of city partnerships, which can be expected within the next 

years. Focus is put on the global dimension of C2C partnerships on the one hand and on insights into 

C2C links in Europe and between European countries on the other hand. Further sub-chapters hereafter 

deal with important international organizations, which are relevant for C2C networking partners, and 

a possible classification of C2C links in more detail. This classification is based on the dimensions 

geographical scope, co-operation structure, active participants, external support and objectives of C2C 

links nowadays. To conclude this chapter, existing literature about the topic is analyzed and key findings 

of other cities engaged in C2C co-operations are introduced.

4.3 Terminology

There is no generally accepted definition of city networking and its different forms in current literature. 

The variety of terms, which are used for this concept, is not simplifying the matter either (Habitat 

International, 2009, p. 131 as well as Villiers et al., 2007, p. 1). This sub-chapter tries to give an idea 

of what city networking is and how the different forms of networking can be distinguished from each 

other. Starting with some remarks on which types of networking can be observed nowadays and what 

characterizes them, the chapter will later on focus on one specific form of city networking, namely city 

partnerships, in particular. As the concept of city partnerships is of more relevance for strategic city 

management, two definitions provided by the United Nations Development Programme (UNDP) and 

the Council of European Municipalities and Regions (CEMR) will be introduced to the reader in detail. 
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Generally speaking, every formal agreement between two or more parties (i.e. cities or other urban 

administrations) that have agreed to work together in the pursuit of common goals can be assigned to 

the area of city networking. As it is with the parties to decide upon the scope of objectives, duration, 

membership and alteration of their networking agreement, it is of no wonder that city networking 

occurs in many different ways (UNDP, 2010), (Devers-Kanoglu, 2009, p. 202), (Hoetjes, 2009, p. 160). 

In current literature, the concept of cities engaged in networking is called city partnerships, city-to-city 

(C2C) networks, C2C co-operation, twinning, friendship link, sister cities, municipal partnerships, 

international co-operation, decentralized co-operation etc., which already demonstrates the wide variety 

of networking forms. In many cases and in many academic papers, these expressions refer to the same 

kind of relationship between cities and are used simultaneously without any respect to their difference 

in meaning. However, in the strict sense, those terms may refer to different kinds of city networking in 

terms of amount of involvement, commitment, objectives, duration and others. Ewijk and Baud (2009) 

give a good overview how to distinguish different networking forms from each other. In their opinion, 

the expression city networking is seen as an umbrella term, whereas the terms networks, co-operations 

and partnerships are different categories of city networking. This relationship between city networking, 

networks, co-operations and partnerships is illustrated in Figure 5.
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Figure 5: The Three Types of City Networking  

Adapted from Ewijk and Baud, 2009, p. 220

As it can be seen above, city networking can be distinguished into three different forms, namely networks, 

co-operations and partnerships. Those three types of city networking have many synonyms on their 

part, which cannot be assigned to one of the three categories of city networking exactly. The difference 

between networks, co-operations and partnerships according to Ewijk/Baud (2009) are further explained 

throughout the following paragraphs.

Networks

Besides C2C co-operations and partnerships, networks are one of the three different forms of city 

networking. According to Ewijk and Baud (2009), networks or C2C networks, are defined as a relatively 

loose form of international co-operation with horizontal information exchange, without hierarchy 

and without long-term commitments. Thus, they can be seen as the simplest form of international 

co-operation. Being engaged in C2C networks, cities or urban administrations usually benefit from 

information exchange within the network primarily. Furthermore, networks, which usually have a 

thematic and/or geographical focus, are oftentimes characterized by members, who contribute a lot to the 

overall goals, whereas other members only take but do not give. Examples for C2C networks are CITYNET 

or The Mega-Cities Project (Ewijk and Baud, 2009, p. 220), (Keiner and Kim, 2007, pp. 1370–1393). 

CITYNET, which is the Regional Network of Local Authorities for the Management of Human Settlements 

for Asian-Pacific countries, is a network which brings together local authorities in order to support them 

in effectively managing their urban development processes by exchanging expertise and experience 

among the members (CITYNET, 2010), (Hosaka, 1993, pp. 136–137), (Tjandradewi and Marcotullio, 

2009, pp. 166–167). The Mega-City Project is a network of mega cities and organizations within those 

cities, which are trying to solve problems faced by such cities in the areas poverty, environment and 

participation (‘Mega-Cities Project’, 2010).
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Co-operations

Co-operations are seen as an organized interaction for a common end and mutual benefit. The expressions 

C2C co-operations, international co-operation and decentralized co-operation can be used synonymously. 

An international co-operation is seen to lay in-between of networks and partnerships and in practice, a 

line is oftentimes hard to draw (Ewijk and Baud, 2009, pp. 219–221). Especially when it comes to academic 

articles and scientific papers, the term co-operation is oftentimes used for every kind of link between two 

or more cities, making it nearly impossible to distinguish co-operations according to Ewijk and Baud’s 

classification from other forms of networking activities (Ewijk/Baud, 2009, pp. 219–221), (Villiers, 2009, 

p. 149). Referring to Villiers et al. (2007), partnering agreements, which are called co-operations by the 

partners themselves, might also be partnerships according to Ewijk and Baud’s definition. The concept 

of partnerships is described hereafter.

Partnerships

According to Ewijk and Baud (2009), a partnership distinguishes itself from other forms of international 

linkages in the way that a partnership is a “…highly structured form of co-operation with long-

term commitments, concrete activities, a form of contract and participating partners able to operate 

autonomously”. Equality, power and trust between the partners should be the main aspects of every 

partnership (Ewijk and Baud, 2009, p. 220), (Hewitt, 1999, p. 30). Villiers (2009) argues that partnerships 

between cities are comparable to alliances between organizations as they are often characterized by shared 

objectives, focus on long-term strategic goals, joint decision-making, commitment of resources, creating 

advantages for both parties involved, and driven by the same forces than alliances between organizations 

such as globalization (Villiers, 2009, p. 150). The terms (town) twinning, friendship links or sister cities 

have the same meaning as partnership. A partnership is therefore besides networks and co-operations 

the form of international linkages with the strongest ties between the partners (Ewijk and Baud, 2009, 

p. 220), (Hewitt, 1999, p. 30).

As this chapter focuses on city partnerships in particular, two further definitions for this kind of 

international linkage are introduced at this point. The first definition was made by the United Nations 

Development Programme (UNDP); the second definition is from the Council of European Municipalities 

(CEMR).
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First Definition – United Nations Development Programme (UNDP)

A definition, which might apply to all existing city partnerships, is the following made by the United 

Nations Development Programme (UNDP). The UNDP (2000) defines a city partnership or linking as 

“…a long-term partnership between communities in different cities or towns. A link is a relationship 

signifying mutuality. A link enables partner communities to engage themselves in matters of mutual 

interest and which they themselves determine. The agenda is open.” In this respect, the term community 

refers to citizens, the local government administration, community based organizations and other groups 

in rural or urban areas as well. The mutual interest can cover social, cultural, economic, technological or 

environmental issues and should lead to a situation, where both parties are able to learn and gain from 

each other (UNDP, 2000), (UN-Habitat & WACLAC [United Nations Human Settlements Programme 

& World Association of Cities and Local Authorities Coordination], 2003, p. 8). The most important 

part which characterizes a partnership is therefore mutuality (UNDP, 2000), (Johnson/Wilson, 2009, 

p. 216). The mutual interest is defined together by both cities as “generating positive stimuli for the 

economic development of both cities”. Besides several specific goals, the cities identified the exchange 

of information, experiences and co-operation in EU projects as the basis for the partnership. Thus, it 

fulfills all prerequisites for being a C2C link according to UNDP.
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Second Definition – Council of European Municipalities (CEMR)

The second definition regarding city partnerships was defined by the Council of European Municipalities 

and Regions (CEMR). According to CEMR (2008b), partnerships may be based on long-term twinning 

relationships – as the definition of the UNDP already reveals – but may also be limited to a defined 

period of time and a series of agreed activities or projects.

Altogether it can be said that the terminology regarding city networking can be really confusing and is 

not clearly defined in current literature. For this text, the terms C2C (project) partnerships, city/project 

partnerships, (international) co-operation, town twinning, twinning, twinning initiatives and C2C links 

are used synonymously to indicate the relationships between partner cities and project partners. Next, 

the current situation of city partnerships which are the relevant form of international co-operations is 

explained in more detail, starting with its origins and historical importance.

4.4 The Origins and Historical Importance of City Partnerships

Although C2C networks are due to the United Nations Millennium Goals and the increased commitment 

to problems of developing countries in more demand than ever before, the concept of cities co-operating 

with each other for mutual gain is nothing new (Keiner and Kim, 2007, p. 1372). Besides city alliances 

in ancient and medieval times, the present form of C2C linkages appeared after WWII. Constant 

development, increased professionalism and changes in terms of member countries, goals and motives 

throughout the decades after the last world war influenced the conclusion of new city partnerships 

considerably until the present form of C2C partnerships emerged (Hoetjes, 2009), (Buis, 2009, p. 191). 

The following paragraphs give a short summary about how C2C linkages and partnerships developed 

after WWII by referring to Hoetjes (2009), who identified six different layers or waves, which describe 

the changes in C2C networking during those decades.
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First City Partnerships after WWII (First Layer of City Partnerships)

To start with, cities always engaged in some kind of partnership with other cities for mutual gain 

throughout history – for example the German Hanseatic cities. However, the modern concept of city 

partnerships evolved after World War II only, when an initiative to overcome the deadlocked conflicts 

between European countries, the European continent and the US was strongly needed (EC, 2010), (Ewijk 

and Baud, 2009, p. 218). Building up friendships, promoting peace, cultural and sporting exchange, 

international understanding and reconciliation of the different nations were the main goals of twinning 

then (Ewij and Baud, 2009, p. 218), (Villiers, 2006, pp. 2–3), (Hoetjes, 2009, pp. 157–159). Examples 

of some of the first links were partnerships closed between cities in the UK and Germany such as 

Bristol/Hanover or Oxford/Bonn (Villiers, 2006, p. 2). These first attempts of co-operation between 

war-participating countries had long-lasting consequences. According to the European Commission, 

“…[these twinning initiatives] were one of the most visible and lasting ways of bringing people from 

different countries together under the European banner” (EC, 2010a) and can be therefore seen as one 

of the first steps of European integration (EC, 2010a), (Villiers, 2006, p. 3), (CEMR, 2008a). Even until 

today, C2C linkages are used within the EU for drawing the different nations and cultures nearer to each 

other and for other political reasons (EC, 2010a), (Hoetjes, 2009, p. 159). Nonetheless, those first C2C 

partnerships were oftentimes limited to town halls and to an exclusive circle of politicians only, who met 

on a regular basis to deepen personal linkages and to facilitate cultural and sporting exchange. Many of 

the links closed during that period have become inactive over time (UNDP, 2000). 

City Partnerships during the 1960s, 70s, 80s and 90s (Second to Sixth Layer)

During the 1960s, 1970s, 1980s and 1990s, the mechanisms of town twinning became of different 

importance to the world. Due to changes in economy, culture and politics, twinning between industrialized 

countries in Europe and North America became less and less popular. The primary reasons for twinning, 

which led to the conclusion of partnership agreements after WWII, were mainly out of use and many 

different objectives such as community development, which were not covered by C2C partnerships yet, 

attracted the attention of cities more and more (CEMR, 2008b), (UNDP, 2000), (Villiers et al., 2007, 

pp. 1–2). Although the period between the 1960s–2000 was characterized by many different waves of 

city partnership closings, which resulted from different objectives, but still overlapped in time, five main 

layers for city partnerships could be observed. Figure 7 illustrates those waves of city partnership closures 

starting from WWII (CEMR, 2008b), (UNDP, 2000), (Hoetjes, 2009, pp. 158–159). 
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Figure 6: The Evolution of City Partnerships since WWII  

Adapted from Hoetjes, 2009, pp. 158–159

Hoetjes (2009) concluded that after the first layer, which was driven by peace building after WWII, the 

desire to fight the injustice of the world system in favor of third world countries dominated partnership 

agendas in the 1960s (second layer). This was followed by a humanitarian interest into Eastern European 

countries after the fall of the Berlin wall leading to the conclusion of partnership agreements with cities 

located in that area (third layer). Both of those waves or layers were driven by civil society mainly and 

not by municipalities. Also in the 1990s, cities interested into C2C networking drew attention on Central 

and Eastern European countries because of the EU enlargement process (fourth layer). Furthermore, 

during the same time, cities started to establish contacts with municipalities, where their immigrants 

originated from (fifth layer) (Hoetjes, 2009, pp. 158–159). Besides the humanitarian and ideological 

reasons for closing C2C partnerships, it is also due to successful intervention by the UN that more and 

more city partnerships during the 1990s were not only set up between cities in industrialized countries 

anymore, but also with cities located in South America, Africa or Asia. These C2C networks are usually 

called North-South linkages in current literature, which refers to the fact that one sister city is located 

in one of the well-developed nations on the Northern hemisphere, whereas the other part is situated in 

developing countries in South America, Africa or Asia (UNDP, 2000), (Villiers, 2006, pp. 3–4), (Ewijk 

and Baud, 2009, p. 218), (Keiner and Kim, 2007, p. 1372). This trend is reflected in Hoetjes’ sixth and last 

layer or wave, which, in his opinion, was mainly stipulated by the Millennium Campaign for Sustainable 

Development, which encourages municipalities to engage in C2C networking in order to achieve the 

UN Millennium Goals (Hoetjes, 2009, pp. 158–159). Buis (2009) summarized the motives for those 

layers. In his opinion there are three – the idealistic motive of peace and helping the poor, the political 

motive of supporting liberal movements or building opposition, and the economical motives of business 

opportunities, trade and investment.
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In conclusion, it can be said that these six layers can be seen as the most important reasons why European 

and North American countries started to rethink their twinning strategies. Based upon those layers, 

further partnerships were usually closed after careful consideration only and for reasons, which might 

result into achieving practical results and long-lasting local development (CEMR, 2008b), (UNDP, 2000), 

(Hoetjes, 2009, p. 162). During the last years, C2C partnerships have become popular once again (Habitat 

International, 2009, p. 131). The reasons for this and the status quo of C2C links at the time being are 

described throughout the next chapter.

4.5 Status Quo and Trends of City Partnerships

Today, the concept of partner cities “…[is] a global phenomenon, which encompasses friendship, 

solidarity, culture, awareness-building, international understanding, humanitarian assistance, sustainable 

development and…good governance” (UNDP, 2000). This status is a consequence of almost 70 years of 

twinning initiatives, which were signed because of the aforementioned reasons and which are still valid. 

Therefore, city partnerships can be seen as a very complex political phenomenon, which has not lost its 

attractiveness throughout the years. The following chapter focuses on the status quo and trends, which 

can be observed in connection with town twinning. The global aspects of C2C links are mentioned, and 

the European twinning situation is examined in more detail as well. After this, the question of what 

partnership agreements look like nowadays is answered.
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The Global Perspective of City Partnerships

To start with, C2C partnerships are a global phenomenon today. According to the United Cities and 

Local Governments [UCLG], about 70 percent of the world’s cities and towns participate in some kind 

of international C2C co-operation programme, which amounts to about 15,000 to 20,000 towns in total 

(UCLG, 2010, p. 13), (Villiers et al., 2007, p. 1), (Tjandradewi et al., 2006, p. 358). Especially throughout the 

last years, C2C links attracted the attention of local, national and supranational policy makers once more, 

who recognized the potential of C2C co-operations for poverty reduction, institutional strengthening, 

democracy and peace building, and knowledge exchange. The concept of “global citizenship” and the 

adoption of the UN Millennium Development Goals contributed to the importance of C2C partnerships 

as well (Habitat International, 2009, p. 131).

However, the UNDP (2000) highlights that, despite this focus on problems which mainly concern 

developing countries, C2C co-operations between industrialized and developing countries are still 

rare – i.e. the majority of existing links is still connecting northern, developed countries. Many European 

cities are a good example for this paradox, among them is also the City of Graz (Austria). The city 

has concluded 16 partnership agreements, nine of them with cities located in countries of the EU and 

another five with cities of other European countries. Only two partnerships include cities outside of 

Europe, Zababdeh located in the Palestinian National Authority and Montclair in the US (City of Graz, 

2010). It can be observed that especially European cities tend to mainly establish links with neighboring 

or cross-border cities (Hoetjes, 2009, p. 161). For this reason, the following paragraphs give some more 

information about the current twinning situation within Europe.

City Partnerships in Europe

Having a closer look on city partnerships in Europe, it can be noticed that only in Europe and between 

European countries, there have been about 34,000 listed twinning initiatives until now. The following 

exhibit, which was retrieved from CEMR’s official website, shows the number of twinning initiatives per 

European country. Keeping in mind that CEMR only tracks European twinning initiatives, the numbers 

in Figure 8 show partnerships among European countries only; i.e. there is at least for each link one 

partner in another European country. Thus, the total number of twinning links in Europe and among 

European countries is estimated to be about 17,000 (CEMR, 2008a)

Download free eBooks at bookboon.com



Cities in the Global Economy

57 

City partnerships and networks

Figure 7: Town Twinning in Europe  

Picture retrieved from CEMR, 2008a

As it can be seen above, Germany and France are the most active town twinners among European 

countries. Both of them have around 6,000 twinning initiatives with other European countries and 

about 2,220 with each other. Other countries with a high number of twinning links are Italy, Poland, the 

UK, Hungary, Sweden, Finland, the Czech Republic and Romania with about 1,000 to 2,000 twinning 

partners. Austrian cities have 902 official linkages altogether (CEMR, 2008a).

Although the number of twinning links that currently exist is that high, it seems that no city partnership 

around the globe is like another. Partnerships vary in terms of participating parties, objectives, resources 

and many more, leading to the fact that the possible combination out of those factors seems to be 

unlimited. Nevertheless, there are still lots of similarities between partnership agreements, which can 

be categorized. The following chapter is focusing on that.
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4.6 City Partnerships – Towards a Classification

Keeping in mind that city partnerships tend to be unique agreements between one or more parties, 

C2C links still have similarities with each other. This chapter therefore focuses on the content of C2C 

agreements and how such partnerships might be classified. In particular, a framework for classifying city 

partnerships is developed and the different categories of this classification are introduced to the reader.

Developing the Framework

Thinking about the similarities between city partnership agreements in general, it can be said that all 

contract partners have to reach an agreement over the same issues, namely Who are the parties involved? 

What are the goals and objectives of the partnership? What is the timeframe for the partnership? Who else 

shall/can participate in the partnership? Who else is supporting the partnership and how? (UN-Habitat 

& WACLAC, 2003, p. 11). For facilitating reasons, these questions can be used to form categories for 

C2C partnerships, which could be used for classifying existing C2C (project) partnership agreements 

on their part. Table 2 summarizes those questions once again and illustrates how the questions could 

be transformed into categories.
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General Question Sub-Question Category

Dimensions within  

the Category

Who are the parties 

involved?

Where are the partner 

cities located?
Geographical Scope

 - North-South

 - North-North

 - South-South

 - West-East

 - Global

How is the partnership 

structured?/How many 

cities participate?

Co-operation 

Structure

 - One-on-One

 - Groups

What is the timeframe 

for the partnership?
Is there a timeframe? Duration

 - No specified ending 

(partnership agreement)

 - Specified ending (project 

partnership agreement)

Who else shall/can 

participate in the 

partnership?

Which internal and 

external participants 

are involved into the 

partnership?

Active Participants

 - Local authorities

 - NGOs

 - Private sector

 - Academic, research

 - National associations of 

local authorities

Who else is supporting 

the partnership and 

how?

Where does the support 

come from?/In which 

form does the support 

come?/Why do the 

partner cities receive 

external support?

External Support

 - Type of external support

 - Geographic focus

 - Funding and resources

 - Facilitating institutions

What are the goals 

and objectives of the 

partnership?

– Objectives

 - social

 - cultural

 - economic

 - technological

 - environmental issues

Table 2: Classification of C2C Links  

Adapted from UN-Habitat & WACLAC, 2003, p. 11
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As it can be seen above, every C2C link can be classified according to six categories. The categories are 

the geographical scope of the C2C agreement, the co-operation structure, the duration of the partnership, 

the objectives, the participants actively involved into the partnership and external supporters. The first 

category, the geographical scope of a partnership agreement, refers to the geographical location of the 

partners. It can be either North-South, North-North, South-South, West-East or global. C2C links can 

have two forms of co-operation structures, namely a one-on-one form or a group structure. Furthermore, 

active participants involved into the partnership can be local authorities, NGOs, individuals and 

companies from the private sector, academics, researchers, or national associations of local authorities. 

Next, external support has got several sub categories, which involve the type of external support, the 

geographic focus of the support, funding and resources, and the facilitating institutions. Finally, objectives 

tend to differ widely. The most commonly used are focused on social, cultural, economic, technological 

or environmental issues (UN-Habitat & WACLAC, 2003, p. 11). The different categories are described 

throughout the following paragraphs in more detail.

Geographical Scope

Starting with the geographical scope, links can be categorized by using the city’s geographical location. 

Partnership agreements can be either North-North, North-South, South-South, West-East or global 

linkages. This classification is used in many academic articles and other publications regarding city 

partnerships as well. In this case, a North-North linkage means that both partners are located in well-

developed countries in the north, e.g. the partnership agreement between Graz (Austria) and Darmstadt 

(Germany) is a North-North link (UNDP, 2000), (UN-Habitat & WACLAC, 2003, p. 8), (City of Graz, 

2010). A North-South linkage refers to the fact that one sister city is located in one of the well-developed 

nations on the northern hemisphere, whereas the other part is situated in developing countries in South 

America, Africa or Asia (UNDP, 2000), (UN-Habitat & WACLAC, 2003, p. 8). Hewitt (1999) is evaluating 

such a North-South link. In his case it is Toronto (Canada) and Sao Paulo (Brazil). Accordingly, a South-

South partnership is a partnership between cities located on the southern hemisphere and a West-East 

link is an agreement between a well-developed city on the western part of the northern hemisphere and a 

town on the eastern part of the northern hemisphere such as Eastern Europe or the Middle East (UNDP, 

2000), (UN-Habitat & WACLAC, 2003, p. 8). Having a look at Graz’s partner cities, it can be noticed 

that most of the agreements can be categorized as North-North linkages while only a few, such as the 

project partnership agreement with Zababdeh which is located in the Palestinian National Authority, 

are North-East based (City of Graz, 2010).
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Co-operation Structure

The co-operation structure between the partners is another point, which distinguishes city partnerships 

from each other. The structure can be either one-on-one or a group structure, meaning that the city 

partnership or project partnership agreement can involve only two cities or a group of cities. At this 

point, it has to be noted that city partnerships, which are formed by a group of cities, are not equal to 

city networks, which were described in sub-chapter 4.3 ‘Terminology’ (UN-Habitat & WACLAC, 2003, 

p. 8). All of Graz’s partner links, except the one with Darmstadt and Trondheim, are examples for a one-

on-one structure, which means that the city has closed agreements with only one city at a time – every 

link, except with the two cities mentioned before, is verified in an own agreement.

Active Participants

Furthermore, active participants can also vary from partnership to partnership. Possible actors besides 

the parties who sign the partnership agreement, can be local authorities, NGOs, people or companies 

from the private sector, academics and researchers, and/or national associations of local authorities 

(UNDP, 2000), (UN-Habitat & WACLAC, 2003, p. 8). The City of Graz determined several possible 

participants in its internationalization strategy (City of Graz 2006). Accordingly, possible partners 

might be the ‘Internationalisierungscenter Steiermark (ICS)’, the universities and universities of applied 

sciences, the province of Styria, as well as the diplomatic missions of the respective countries or regions 

(City of Graz, 2006, pp. 1–6).
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External Support

Although projects, which are based on a C2C co-operation agreement, are in the sole responsibility of 

the contract partners, there are several national, international and private organizations which might 

support the partners in the achievement of their goals. Examples are national/international NGOs such 

as Sister Cities International, national governments, the World Trade Organization (WTO), the World 

Bank, the EU, professional organizations and many more. These institutions can support the project 

partners in different ways without being in the position to influence the (project) partnership agreement 

itself. Possible supportive measures by those institutions are strategic capital investments, training and 

human resource development, consulting in various fields etc. Financial support could come in the form 

of grants, loans or the allocation of individual budgets. Additionally, many organizations have projects 

with special geographic focus, for example for Latin America or North Africa. The Phare Programme 

provides a practical example in this context (UNDP, 2000), (UN-Habitat & WACLAC, 2003, p. 8), (EC, 

2010b), (Andreasson and Königson, 2009, p. 1–2). According to Bontenbal (2009), external support 

by such organizations is especially important for small and medium-sized municipalities, which are 

oftentimes limited in their financial resources, whereas large cities are able to come up with budgets 

for international co-operations on their own (Hoetjes, 2009, pp. 160–161). Johnson and Wilson (2009) 

examined the case of two partnerships between cities located in the UK and Uganda, one of them was 

mainly funded by the World Bank (Johnson and Wilson, 2009, p. 211). At this point, it seems to be 

necessary to refer to the sub-chapter “External Institutions Interested into City Partnerships”, which also 

includes some remarks on the aforementioned Phare Programme.

Objectives

Last but not least, the partnership’s objectives are another important point, which has to be discussed by 

the partner cities and which might be used for classifying existing partnership agreements. Regarding 

objectives, it has to be said that according to the partner cities’ location and the period in which 

the partnership agreement was concluded, objectives tend to differ widely. It seems that many city 

partnerships, especially among North-North partners, have less stringent objectives like goodwill or 

friendship, whereas others, usually North-South linkages, are based on very specific goals and timeframes 

(UNDP, 2000). Focusing on the first group of partnerships, which were mainly set up in the post-

war era until the 1980s, it seems that today, those contacts are mainly used for cultural, sportive and 

educational purposes. Examples could be invitations for festivals, exhibitions and competitions, or 

exchange programmes for students, certain occupational groups or others. For the latter group, which 

mainly includes partnerships closed throughout the last decades, the most common objectives are 

related to community development and the assistance cities can give to each other in various other areas. 

Those might refer to meeting basic needs, awareness-raising, municipal capacity-building, matters of 

governance, strengthening local democratic institutions and furthering wider community participation 

in every aspect of city life (UNDP, 2000), (Hewitt, 1999, pp. 27–28), (Villiers et al., 2007, p. 2), (Buis, 

2009, pp. 190–194). As those are some of the most popular objectives used for newly closed C2C co-

operations, they shall be described briefly hereafter.
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Meeting Basic Needs. Firstly, in terms of meeting basic needs, the improvement of living conditions 

connected with the development of basic urban services such as health care for poor people is one of the 

most vital aspects tackled in international C2C co-operation – especially in North-South partnerships 

(Bontenbal and Lindert, 2008, pp. 465–467). However, this objective is seen to be quite controversial as 

it was observed that large international NGOs are able to cover the same topics in an oftentimes more 

professional way than it is possible for city administrations (Nitschke et al., 2009, p. 138). Volunteer 

involvement in international co-operations might be decreased therefore, as it seems to be more efficient 

to engage professionals for doing the same job (Hoetjes, 2009, p. 162).

Awareness-Raising. Next another, oftentimes underestimated factor is awareness-raising. Awareness-

raising takes place when people work together closely over a longer period of time. Getting more and 

more involved with the other parties’ problems and way of thinking, urban and private actors involved 

into the twinning initiative start to build up cultural understanding. Pointing out the fact that many town 

twinning agreements were closed between cities with constant migration flows, cultural understanding 

built during town twinning projects can be used to facilitate the integration of these migrants into the 

own community (Ewijk and Baud, 2009, p. 219), (Hewitt, 1999, p. 30), (Lindert, 2009, pp. 173–174). 

Lindert (2009) notes that awareness-raising is also linked to fund-raising in many cases and is therefore 

the aim of many partnerships as well.
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Municipal Capacity-Building, Matters of Governance, Strengthening Local Democratic Institutions 

and Furthering wider Community Participation. Lastly, municipal capacity-building, matters of 

governance, strengthening local democratic institutions and furthering wider community participation 

in every aspect of city life are strongly interrelated with each other. Municipal capacity-building means 

building up and developing local urban administrations – a precondition for everyday life in urban areas. 

This objective is especially popular with countries which had to face a major political swift in recent 

years, for example former Soviet nations, which transformed from Communist ruling to democracy 

(Bontenbal, 2009a, pp. 181–182), (Bontenbal, 2009b, pp. 100–101), (Bontenbal and Lindert, 2008, 

p. 467), (Lindert, 2009, p. 173). According to Abrahamsen (2004), one of the greatest challenges of 

municipal capacity-building is to avoid exporting (northern) administration structures or plans. It is the 

task of the more developed partner to assist the less developed city administration in developing their 

own structure, which shall respond to the city’s individual challenges, instead of providing a developed 

solution. Next, objectives related to matters of governance are mainly popular with North-South linkages 

and good governance can help to increase the quality of live in urban areas and to decrease poverty 

(Bontenbal and Lindert, 2008, pp. 465–467), (Bontenbal, 2009b, p. 100–101). Furthermore, furthering 

wider community participation in every aspect of life is another objective which can be tackled by C2C 

co-operations. On the one side, the partner, who is in need of more community participation, can be 

supported in efficiently responding to its citizens’ needs and in encouraging them to contribute actively 

to the city’s management. Thus, people learn that everybody can contribute his or her part to improve 

the society. Furthermore, it can be said that decisions, which influence the people’s life a lot, should only 

be made after the people’s opinion is considered as well. On the other side, the partner, who is giving 

the assistance to the one who is in need of more community participation, gets the chance to involve its 

citizens actively in the partnership initiative in order to create awareness locally and to foster the idea 

of global citizenship (Bontenbal, 2009a, p. 182), (Bontenbal and Lindert, 2008, p. 469–470).

To sum it up briefly, although C2C partnerships are unique agreements between two or more parties, 

it is still possible to identify similarities between such international links. Those can be observed in 

particular when having a look at the geographical scope of the agreement, the co-operation structure, 

the duration of the partnership, active participants involved, external support and objectives, as every 

city partnership agreement usually focuses on those areas. As it was already mentioned before, city 

partnerships are not only supported by the parties, who signed the agreement, but might also attract 

the attention of others, mainly supranational organizations. The most important ones are introduced 

throughout the next chapter.
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4.7 External Institutions Interested into City Partnerships

According to the UNDP (2000), city partnerships are determined by the partner cities solely. However, 

there are numerous national and international organizations who support and/or influence partnerships 

as well. This support can come in the form of financial assistance, training, consulting and others – usually 

combined with rules and regulations (UN-Habitat & WACLAC, 2003, p. 8). Some of the most important 

organizations and institutions are for example the UNDP, the European Commission, or People to People 

International and Sister Cities International. All of them are described briefly at this point.

UNDP

The United Nations Development Programme (UNDP) is a UN organization responsible for supporting 

countries in finding solutions for global and national development challenges. Advocating the UN 

member states, developing strategies and monitoring their progress are the core areas of the organization. 

The UNDP focuses on the achievement of the UN Millennium Development Goals. Special attention 

is paid to the areas of local capacity, democratic governance, poverty reduction, crisis prevention and 

recovery, environment and energy, HIV/AIDS, and the empowerment of women. The UNDP uses 

networks and connects countries for knowledge, experience and resource exchanges. Town twinning 

was named by the organization as one important tool in order to achieve those goals and is therefore 

supported by the organization (UNDP, 2010), (Nitschke et al., 2009, p. 136).

European Commission

For countries within the EU, town twinning is supported by various EU programmes. Among them are 

for example the ‘Europe for Citizens programme’, which is part of the union’s Citizens’ Policy, or the 

Phare programme which is focused on the Union’s enlargement process. Both of those programmes will 

be described shortly at this point to give an idea how town twinning can be integrated into large scale 

programmes.

Europe for Citizens Programme. To start with, the current Europe for Citizens programme is open for all 

EU members and Croatia for the period 2007 to 2013, following the programme of period 2004 to 2006. 

Further potential candidates for this EU initiative include Iceland, Liechtenstein, Norway, Macedonia, 

Turkey, Albania, Bosnia and Herzegovina, Montenegro, Serbia and Kosovo (EC, 2009, pp. 4–5), (EC, 

2009, pp. 19–20). The Europe for Citizens programme seeks to encourage European citizens to be actively 

involved into the process of European integration, to develop a common sense of European identity and 

to enhance mutual understanding. Besides participatory citizen’s projects, town twinning is explicitly 

named as a tool to achieve these goals. Town twinning projects, which show a commitment to European 

integration, which build friendships and which promote active participation among citizens, are granted 

with EU funds. In 2003 for example, 1,328 out of 2,136 projects were selected for the programme with 

most of them taking place in France (347), Germany (338), and Italy (175) (EC, 2010).
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Phare Programme. On the other side, the Phare programme is focused on the Union’s enlargement 

process and the preparation of candidate and potential candidate countries for membership in the 

EU. For the time being, candidate countries are Croatia, Iceland, Macedonia, Montenegro and Turkey. 

Potential candidate countries are Albania, Bosnia and Herzegovina, Kosovo and Serbia. Projects covered 

by Phare include institutional and capacity-building in the candidate countries. This shall ensure that 

the candidate countries can adapt to the Union’s acquis communautaire (The acquis communautaire is 

the body of common rights and obligations in the European Union). Twinning initiatives are one of the 

programme’s main instruments to meet these objectives (EC, 2010b), (European Parliament, 4 December 

1998), (Dixelius/Haglund, 2003, pp. 3–4).

People to People International and Sister Cities International

People to People International (PTPI) and Sister Cities International (SCI) are both US non-profit 

organizations, which want to promote peace through creating and strengthening partnerships between 

citizens of US and international communities. Going back on Eisenhower’s citizen diplomacy initiative, 

mutual understanding, peace and co-operation among people and communities are the goals of the 

two organizations. Whereas PTPI is focused on connecting individuals, SCI is concentrating on cities, 

counties and states (SCI, 2010), (PTPI, 2011).
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These organizations are some of the most prominent supporters of twinning initiatives at the time 

being. However, there are many more. After this general introduction to city partnerships, its historical 

evolvement, the status quo, city partnership agreements and organizations supporting C2C initiatives, 

the following chapter summarizes concluding remarks on the topic of city partnerships by focusing on 

key findings made by cities engaged into city partnerships.

4.8 Findings Regarding City Partnerships in the Literature

Besides many official publications from organizations such as the UN and the EU, which primarily 

focus on development issues, city networks, projects and financial support, current literature about city 

partnerships is oftentimes analyzing and evaluating existing partnerships and projects. Some of the most 

important findings out of those papers are introduced at this point in order to conclude the theoretical 

introduction to city partnerships. These lessons learned by different European municipalities give an 

idea of what a city has to take care of when dealing with city partnerships. In particular, the following 

paragraphs discuss the issues of prerequisites for successful city partnerships, mutuality and equal 

distribution of power, and selecting objectives and working on projects. Furthermore, a model developed 

by Villiers (2009) regarding the formation and management of C2C partnerships is introduced.

Prerequisites for Successful City Partnerships

According to various authors, the prerequisites for successful C2C partnerships and C2C partnership 

projects are, on the one hand, enough resources and, on the other hand, dedication of the parties involved. 

Resources. In the case of city partnerships, current literature implies that necessary resources for 

networking activities are not only money, but also time, staff and expertise. In terms of money, Nitschke 

et al. (2009) highlight that municipalities are oftentimes not able to support their partner cities to a full 

extent as the legal security and the financial support by the government does not allow for it. Furthermore, 

they say that limited financial resources and structural changes in municipalities diminish the dedication 

to support other communities (Nitschke et al., 2009, p. 135). This is also supported by Bontenbal 

(2009b), who notes that especially small and medium-sized municipalities are limited in their efforts. 

Additionally, she also mentions that “clear political mandate for international co-operation, the human 

capacity available […] and the extent of additional external funding” are the key factors for twinning in 

a northern partner town. For the south, she argues that an international co-operation department has 

to be in place, which is able to facilitate, promote and sustain international contacts (Bontenbal, 2009b, 

p. 103). Besides financial aspects, high staff turnover in projects is also a challenge (Tjandradewi et al., 

2006, p. 372). Thus, it can be said that more resources might also lead to better outcomes (Wallberg, 

2000, p. 27), (Nitschke et al., 2009, p. 137), (Hewitt, 1999, p. 42). Additionally, Ewijk and Baud (2009) 

mention the importance of the resources’ perceived usefulness in order to increase the potential for 

mutual learning, co-operation and successful projects (Ewijk/Baud, 2009, p. 220), and Tjandradewi (2009) 

highlights community-wide participation (Tjandradewi et al., 2006, p. 360), (Tjandradewi/Marcotullio, 

2009, p. 168).
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Dedication. Dedication is another key factor for successful C2C initiatives. Johnson and Wilson (2009) 

give a good example, which combines the problem of limited financial resources and dedicated project 

partners. In their article “Learning and mutuality in municipal partnerships and beyond: A focus 

on northern partners”, they examine amongst others the partnership between Iganga in Uganda and 

Daventry in the UK. The partnership project between the two cities ended in 2000 because of financial 

reasons. However, afterwards the “Daventry Friends of Iganga” NGO was founded by engaged officers, 

politicians and other members of the community in order to work on projects with and for Iganga in 

their spare time (Johnson/Wilson, 2009, p. 211), (Hoetjes, 2009, p. 161). Dedication is also related to 

mutual understanding. Parties, who have developed mutual understanding, are able to better understand 

their counterparts and to partly overcome other inequalities such as cultural differences. Thus, the 

parties are more willing to invest time and resources into the project and the co-operation is more 

likely to succeed. This is also supported by Buis (2009), who argues that understanding each other, each 

other’s circumstances and challenges together with high political commitment on both sides establish 

the most important prerequisite for success in C2C partnerships. Bontenbal (2009b) concludes that 

mutual understanding can be oftentimes traced back to the fact that partners had to face the same 

situations or share other characteristics with each other. Therefore, C2C partnership projects are seen 

to be more successful in general when the parties have common problems or share other things with 

each other (Bontenbal, 2009b, p. 105), (Wallberg, 2009, p. 9), (Hewitt, 1999, p. 31), (Hosaka, 1993, 

p. 135), (Tjandradewi et al., 2006, pp. 361–362). This is also supported by the UNDP, which suggests 

that mutual understanding and reciprocity are preconditions for successful C2C co-operations (Ewijk/

Baud, 2009, p. 220), (Tjandradewi/Marcotullio, 2009, p. 168), (Tjandradewi et al., 2006, p. 360). In this 

context, Ewijk/Baud (2009) mention that partnerships focusing on migrant countries have advantages 

over other north-south links. However, although similarities between the partners are good for mutual 

understanding, differences are important for learning opportunities as well (Johnson/Wilson, 2009, 

p. 212), (Devers-Kanoglu, 2009, p. 204). Villiers et al. (2007), who tried to validate observed success factors 

of city partnerships through empirical testing, also came to the conclusion that partner commitment, 

understanding, cultural sensitivity, positive partner attitude, and similarities of personalities on both 

sides have a significant positive impact on the success of partnerships (Villiers et al., 2007, pp. 9–10).
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Mutuality and Equal Distribution of Powers

One aspect, which is heavily criticized throughout existing literature, is the fact that C2C partnerships still 

lack mutuality and equal distribution of powers, especially when it comes to north-south partnerships. 

The northern partner usually retains the power because of money, expertise and information, whereas 

the southern partner is oftentimes forced to accept what the northern partner is dictating. Thus, it can be 

said that the north is usually the donor whereas the south is the recipient in what they call a partnership 

(Bontenbal, 2009b, p. 105), (Abrahamsen, 2004, p. 1454), (Bontenbal and Lindert, 2008, p. 479), (Ewijk 

and Baud, 2009, p. 220), (Devers-Kanoglu, 2009, p. 207), (Hewitt, 1999, p. 42). Although there are 

already tendencies that the less developed partner is heavily integrated into the project development 

phase, much has to be done yet (Abrahamsen, 2004, p. 1459), (Hosaka, 1993, p. 133). This problem of 

unequal distribution of powers is that significant because projects, which were developed only by one 

party, are more likely to fail. According to the World Bank, which was cited in Abrahamsen (2004), this 

is especially true when it comes to policy and institutional reforms as those should not be imported or 

imposed, but must be home grown. Therefore, Johnson and Wilson (2009) suggest that this inequality 

in distribution of powers should be replaced by new relationships and engagement on both sides. Thus, 

also conflicts between the two partners could be reduced (Bontenbal and Lindert, 2008, pp. 379–380). 

Furthermore, mutuality implies that information sharing must not be a one way flow from north to 

south, but should involve both parties. According to Ewijk and Baud (2009) and Devers-Kanoglu (2009), 

there are several learning possibilities for more developed partners as well. Among them is for example 

gaining information about innovations in less developed governances (Ewijk and Baud, 2009, p. 221), 

(Devers-Kanoglu, 2009, p. 202). Buis (2009) concludes that open discussion of motives, joint analysis of 

problems, joint steps in implementation, joint review of progress, and joint monitoring and evaluation 

are necessary for successful partnerships.
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Selecting Objectives and Working on Projects

Next, the question of which objectives to choose and how to work on projects is another issue, which was 

already discussed by various researchers. In general, it can be said that it seems that some objectives are 

better for co-operations between certain cities than others (Tjandradewi and Marcotullio, 2009, p. 168). 

Municipalities are often more willing to work on projects in areas with which they are familiar with. 

To give an example, Andreasson and Königson (2003) examined Swedish twinning initiatives aimed at 

improving living conditions for the urban poor in slums of developing countries. They noted that only 

six out of the 33 projects, which they evaluated in their paper, were slum-related, the rest focused on 

other issues. They concluded that the reason for this could have been that Swedish municipalities have 

no practical experiences with slum-related problems and were therefore also not able to share relevant 

knowledge about it. In their case, the general focus on improving living conditions for the urban poor 

has therefore been shifted towards other objectives, which were more familiar to Swedish municipalities 

(Andreasson and Königson, 2003, p. 1). Accordingly, it can be said that it might make more sense if the 

twinning co-operation’s objectives are selected by the parties who are directly involved into the project as 

objectives, which are set by external partners or only one party, are sometimes out of touch with reality. 

This is also true for financial issues. More precisely, budgets or funds allocated by external institutions, 

which oftentimes come hand in hand with external regulations regarding the length of a project or others, 

might not fit to the situation and the twinning partnership at hand. Another problem is established 

by definitions that are made by such external partners. The terms achievement and development might 

be mistaken by one or more parties involved into the twinning initiative – purpose and results of the 

partnership have to be clear to both sides (Buis, 2009, p. 192), (Wallberg, 2000, pp. 2–4), (Lindert, 2009, 

p. 173). Furthermore, projects and objectives, which were set by only one twinning partner – usually in 

the north, are also more likely to fail. The reason for this is that those projects are sometimes not targeted 

on what really has to be done in the partner municipalities (Nitschke et al., 2009, p. 139). The northern 

partner should keep clearly in mind that southern municipalities have their own expectations and ideas 

about what has to be done (Bontenbal, 2009b, p. 103). Additionally, it has to be mentioned that Villiers 

et al. (2007) proved empirically that partnerships are more likely to succeed where projects are based 

on a business plan as well as extensive communication and where the management of the partnership 

is of high quality (Villiers et al., 2007, pp. 9–10), (Villiers, 2009, p. 150). Buis (2009) mentioned regular 

contact as a success factor as well.

As those lessons learned seem to be relevant, the most important issues of this chapter are summarized 

in the following table. 
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Prerequisites for 

Successful City 

Partnerships

Resources

 - Money, staff and expertise

Dedication

 - Of all parties involved

 - Compensates lack of resources to a certain extent

 - Mutual understanding

Mutuality and Equal 

Distribution of Powers

 - Donor vs. recipient of money, expertise and information – has to be avoided

 - Mutual project development leads to better results and less conflicts

 - Two-way flow of information

Selecting Objectives 

and Working on 

Projects

 - Choose familiar topics

 - Objectives and financial issues have to be developed by the partner cities and not 

dictated by one party

 - Regular contact and extensive communication

 - Having a plan and good management of that plan

Table 3: Findings Regarding City Partnerships Retrieved from Current Literature

In addition to those learnings, Villiers (2009) has developed a conceptual framework of city-to-city 

partnership formation and management, which is described in the following text.
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Villiers’ Conceptual Framework of C2C Partnership Formation and Management

The following figure, which was developed by Villiers (2009), illustrates six steps for effective formation 

and management of C2C partnerships, namely (1) strategize, (2) identify, (3) evaluate, (4) negotiate, 

(5) implement and learn, and (6) alliance capability.

Figure 8: A Conceptual Framework of C2C Partnership Formation and Management  

Picture retrieved from Villiers, 2009, p. 151

Step 1 ‘Strategize’ suggests that every city, which wants to be connected to other cities via partnership 

agreements, needs to formulate a general alliance strategy first of all (i.e. an internationalization strategy) 

and determine criteria for partner selection. Then, step 2 ‘Identify’ can follow, which refers to looking for 

possible partner cities that meet the criteria determined throughout the alliance strategy. Furthermore, 

those cities have to be evaluated (step 3 ‘Evaluate’), and preferred partners selected (step 4a ‘Negotiate’). 

This is followed by a negotiation phase and the signing of an agreement (step 4b and step 4c ‘Negotiate’). 

Afterwards, step 5 ‘Implementation’ starts. This phase includes the co-operations between the partners 

(step 5a), and further the maintenance and measurement of the relationship (step 5b). In the end, the 

city should learn from that process and develop alliance capability through experience, which might 

influence the city’s alliance management in future. Thus, this framework can be seen as an ongoing cycle 

(Villiers, 2009, pp. 151–154).

Altogether it can be said that those lessons learned by different municipalities, which were located 

in European countries mainly, provide insights on avoiding and/or solving problems related to city 

partnership activities.
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5  System of indicators for 
measuring performance 
development of cities

Nothing focuses the mind better than the constant sight of a competitor who wants to wipe you off the map. 

(Wayne Calloway)

Recommended additional reading:

• Annoni, P., & Dijkstra, L. (2013). EU Regional Competitiveness Index 2013. JRC Policy and 

scientific reports. Retrieved from Portal European Commission. https://ec.europa.eu/jrc/sites/

default/files/lbna26060enn.pdf

• Archibugi, F. (2000). City Effect and Urban Overloas as Program Indicators of the Regional 

Policy. The 40th Congress of European Regional Science Association. Barcelona: University of 

Barcelona. Retrieved from http://www.francoarchibugi.it/pdf/2000_barcelona%5Be%5D.pdf.

• Belton, V., & Stewart, T.J. (2002). Multiple Criteria Decision Analysis: An Integrated Approach. 

Boston: Kluwer Academic Publishers.

5.1 Chapter Overview

Recognizing that cities are becoming generators of economic development and a source of growth for the 

national economy, there is an increasing urge to identify the stages of development and positioning of cities 

upon which the adequate preparation of strategic and development guidelines is dependent. Comparison 

upon the level of their development efficiency calls for indicators, which measure the performance of 

cities, are representative and comparable between countries. In the case of medium-sized cities we 

consequently have to question the applicability of the methodology and indicators used mostly in cases 

of large, global cities by internationally recognized institutions. With the established set of qualitative 

indicators and assistance of computer program for multi-parameter decision-making processes (DEXi) 

this chapter also seeks to compare the performance development of selected European cities.

Learning outcomes

By the end of this chapter successful students will be able to:

1. Understand the theoretical background and applied practice for measuring performance 

of cities

2. Understand selection criteria for cities and indicators

3. Understand the multi-attribute decision – making

4. Interpret results of comparison.
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5.2 Introduction

Existing methodologies of comparison in the field of city performance and quality of urban city structure 

affect more or less a wider field of urban and regional disparities, wherein specific approaches cover 

only limited areas. Hence, Nijkamp (1986, p. 1–21) focuses exclusively on infrastructure impacts, Callois 

and Aubert (2007, p. 809–821), however, empirically analyze the impact of social capital on regional 

development. An overview of sustainable development indicators give Singh et al. (2009, p. 189–212) 

as well as Slottje (1991, p. 684–693), Somarriba and Pena (2009, p. 115–133), but the interpretation 

of the quality of life indicators is missing. In the field of competitiveness Winter (2010, p. 52–53) 

presents synopsis of indicators measuring urban competitiveness on a European scale, while Parris and 

Kates (2003, p. 559–586) indicate the multilayered nature of sustainable development and consequently 

incompleteness of a measuring indicator’s clear definition. Missing thematic indicators can also be found 

in the context of measuring regional disparities at the broader level of the European countries (Tausch 

et al. 2007; Oliveira Soares et al. 2003, p. 121–135). Comparing cities by the use of indicators, representing 

diverse aspects of urban life, is only possible with the meaningful formation of structured system; 

simply adding many of indicators to obtain a single index may result in criticism of uncertainty. Similar 

effects can also be reached by using a larger set of non-aggregated indicators; therefore identification of 

appropriate, small number of relevant indicators is crucial. In the process of system formation, inclusion 

of indicators with higher impact on the general differences between selected cities in different countries 

is necessary, at an additional assumption of environmental, human and social capital as well as the 

demographic point of view’s integration.

In this paper we want to present the concept of measuring the urban development, based on different 

theoretical background and applied practices, through which the most appropriate, tailored concept 

(European Common Indicators or ECI) is introduced as the baseline for the study, considering the specific 

criteria, followed by selection of the qualitative, descriptive performance development indicators. Based 

on the structure and categorization of gathered data (by survey, taken in 5 EU cities), the applied DEXi 

method is introduced as the option in the multi-criteria decision making process (city management). 

The method’s case applicability is further discussed by the results and their interpretation.

5.3 Theoretical background and applied practice

In accordance with the Charter on European Sustainable Cities and Towns Voula (1996, p. 133–154) 

lists six key areas of sustainable development and urban transformation: the active city/town, beautiful 

town, green city/town, town with a better environment, cooperation for a better city, and the town 

catalogue. The strategy of urban sustainability consequently includes urban performance indicators such 

as: 1) local involvement (citizen’s participation), 2) employment, 3) city deficit, 4) economic growth, 

5) urban mobility, 6) urban metabolism, resources, consumption, 7) environment and social expenditure, 

8) urban safety, 9) public health, 10) social justice, and 11) global change.
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Indicators of sustainable development show the complex and dynamic structure of the urban surroundings. 

After adoption of Agenda 21 (1992) this type of indicators developed many institutions (e.g. United 

Nations – Urban Indicators Program, World Health Organization (2009)) as the analytical tools for 

studying the quality of life in the urban environment. The wider set represent also SUD-LAB European 

Commission project’s indicators with an extended database of European cities, where indicators are 

divided into the following categories: a) air quality, b) composed environment, c) cultural endowments, 

d) social disparities, e) transportation quality, f) urban administration, and g) waste management (Bǎnica 

2010, p. 340).

Bǎnica (2010) defines the index of local development as an integrated indicator, including the importance 

of individual elements (weights), namely, category of infrastructure (4), followed by the economy (3), local 

community (2) and public administration (1):

,GL฀ >฀,L฀[฀฀฀฀฀฀,H฀[฀฀฀฀฀,PF฀[฀฀฀฀฀,DS฀[฀฀฀@฀฀฀฀฀฀ (1)

meaning:

I
di
 – local development index,

I
i
 – infrastructure index: utilities, transport and health infrastructure, natural resources, 

I
e
 – local economy index: financial services and insurance, labour and public budget,
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I
mc

 – local community index (community spirit): safety of citizens, tourist attractions, cultural 

/ sports facilities, and cultural / historical heritage.

I
ap

 – public administration index: services and support to small and medium-sized enterprises, 

urban planning, communication and information dissemination.

5.4 Selection of cities

Methodology for the comparison of medium-sized cities includes selection of an appropriate sample, 

defined by: location (criterion 1: European cities), inclusion in the databases (criterion 2: city’s inclusion 

in Urban Audit database), definition in terms of a smart city (criterion 3: city is placed in the Smart Cities 

base), comparability in terms of the urban size (criterion 4: population size: from 100,000 to 200,000 

inhabitants) and regional significance (criterion 5: capital of the region or an important regional centre). 

The cities that have fulfilled the above stated criteria and were included in our research are Maribor 

(Slovenia), Pleven (Bulgaria), Linz (Austria), Erfurt (Germany), Trieste (Italy), and Brugge (Belgium).

5.5 Selection of indicators

The selection of qualitative indicators results from conceptual understanding of urban sustainability 

indicators, based on the ECI – European Common Indicators, first established in the period 1999–2003 

under the guidance of the research institute Ambiente Italia. Among more than 1,000 indicators, reflecting 

trends in urban development in accordance with the principles of the social inclusion, local governance 

and democracy, local/global city integration, local economy, environment, cultural heritage, and quality of 

the institutional environment, in the context of ECI 10 key indicators, pointers of sustainable development 

of European cities were selected (Ambiente Italia 2003; Riga City Council 2005):

area 1: citizens’ satisfaction with the local community – indicator 1: average satisfaction with 

the local community,

area 2: local contribution to global climate changes – indicator 2: CO
2
 emissions per capita,

area 3: local mobility and transportation – indicator 3: percentage of trips by private motorized 

transport,

area 4: availability of local public open areas and services – indicator 4: percentage of people, 

living within 300 meters of a public open area > 5000 m2,

area 5: quality of the local ambient air – indicator 5: emissions of particulate matter (PM
10

),

area 6: children’s journeys’ to and from school – indicator 6: percentage of children going to 

school by car,

area 7: sustainable management through the local authorities and local enterprises – indicator 

7: percentage of environmental certificates with reference to the total of enterprises,

area 8: pollution (noise) – indicator 8: percentage of the population exposed at night to noise 

levels >55 dB,

area 9: sustainable land use – indicator 9: percentage of protected areas,

area 10: products promoting sustainability – indicator 10: percentage of population favouring 

“sustainable products”.
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The quoted methodology that we found suitable for the study’s baseline, was developed according to a 

bottom up approach, involving local authorities as the main actors in the process and improving synergies 

with the existing indicators set. This showed, on the one hand, to what extent the ethos (fundamental 

values peculiar to a specific person, people, culture, or movement) was actually based upon understanding 

the real needs of municipalities, and on the other, the possibilities of achievement of policy objectives 

for actions that shall bridge more than one level of governance. Indicators initiative was focused on 

monitoring urban sustainability at the local level, with the aim to help a local authority, interested in 

beginning to monitor the progress in the field of quality of its urban environment. Towns and cities can 

adapt the proposed set of 10 indicators to suit local circumstances. Respondents’ distribution (from 14 EU 

countries) covered all classes of urban dimension (cities or aggregations of cities): 13 large (population 

> 350,000), 18 medium-sized (100,000 < population < 350,000) and 11 small (population < 100,000).

For countries and their cities (especially on a European scale, in transition countries and consequently, 

Slovenian cities) with a smaller population settlement, measurement concepts, formerly presented in 

the introductory part of this chapter may be partially or wholly inadequate. The selection of meaningful 

indicators, tailored to a specific city sample (e.g. medium-sized, European), situation and decision-making 

problem (city management), depends on the defined focused areas of city development. Selection of 

appropriate indicators in terms of narrow, specific measurement for future development’s effectiveness 

from this perspective proves to be relevant.

The ECI concept was used in the study due to its successful implementation and effective city policy 

development’s purpose. Based on its principles (the measurement method, definitions and scale values, 

which will be presented in sub-chapter 5.7, by introducing the specific areas from 1 to 5, qualitative 

performance indicators of urban development were selected in the study (Table 4).
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Indicator Scale value      

Perception of local community        

The overall level of satisfaction with the 

local community very satisfied

moderately 

satisfied unsatisfied  

Public transport easy accessible difficult to access inaccessible  

Social and health services Appropriate acceptable unacceptable  

Quality of the institutional environment High solid unsatisfactory  

Education (number of educational 

facilities in your city) 1 1–5 more than 5  

Accommodation options and accessibility high medium low  

Employment opportunities frequent occasional rare  

Local mobility        

Systematic displacements  

(home – school and home – work) private transport public transport non-motorized  

Number of daily trips (per capita), 

unsystematic 1–5 to 10 more than 10

Access to basic services (bakeries, public 

transport, health facilities)

in the range of 

300 m

in the range of 

2 km more than 2 km  

Accessibility to educational institutions 

(schoolchildren, students) by foot, bicycle public transport private transport  

Enterprises        

Enterprises (sectoral)

mainly service 

sector

balanced 

industrial and 

service sector

mainly industrial 

sector  

Enterprises R&D 1–5  6–9 ≥ 10  

SMEs and large enterprises mainly SMEs

balanced SMEs 

and large 

enterprises

mainly large 

enterprises  

Environment        

Noise exposure 55–64 dB 65–74 dB ≥75 dB  

Environmental protection (opinion) good average satisfactory  

Preference for eco-products my preferen high costs

occasionally 

available, diverse 

habits

I don‘t 

trust 

them

QOL        

Subjective perception of poverty  

(local environment) high moderate low

Subjective perception of safety 

(local environment)

completely safe 

environment

stable 

environment lower safety

Table 4: City performance indicators – qualitative; descriptive  

Source: KWIK Surveys Questionnaire (2011).
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5.6 Data structure and categorization

In the cities Maribor, Pleven, Linz, Erfurt, Trieste, and Brugge, a survey (By planning the survey, the 

recommendations of the sample survey approach were followed (see Tominc 2006, p. 10)), based 

on  a questionnaire  implementing method  CAWI (Computer  Assisted Web Interviewing employing 

application KWIK Surveys (SOZ 2011)) was carried out. The size of a representative sample was calculated 

by using standard deviation of the observed variable for statistical population, which can be determined 

from previous studies and on predicted confidence interval base (Bastič 2006). Standard deviation’s (σ) 

value for the studied variable in the statistical population is 3.607, error probability is 0.5; value of the 

variable t at t0,05 is 1.96. 

Calculation of the sample size n was the following:

√n = 1.96*3.607/0,5; n = 199.92, n = 200, respectively. Sampling was conducted according to the principle 

of non-random quota sampling, judgement sampling and partly also at random using a social network. 

In n = 200, we obtained 184 correctly completed questionnaires, representing the sampling fraction:

p = (184/200 = 0.92); SE (standard error of estimate) = -0.92) /200)*100 = 1.9.  (2)
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Considering the error probability, z-value (standard score z at the selected error probability) was 

calculated: 

α = 1-0.95 = 0.05; α/2 = 0.025; zα/2 = z0,975 =1.96. (3)

At the standard error of estimate SE (without correction factor) of 1.9 percent, lower confidence limit 

was determined: 

8% – 1.96*1.9% = 2.4. (4)

The questionnaire consisted of 20 closed questions, to which respondents (aged 20 to over 60 years, 

wherein this range didn’t predefine the target group) replied with a choice between anticipated, mutually 

exclusive answers. In a single case dichotomous question (of two completely opposite directions type, 

i.e. male, female) had been used, a selection of multiple answers was not admissible. By using the Likert 

scale, respondents expressed their level of agreement/disagreement with a rank of viewpoints, semantic 

differential was not included.

Interpretation of the survey results

On the survey sample (n = 200) it was measured that at the indicator the perception of poverty, 66.7 

percent of respondents assigned most votes to the alternative b) moderate. If the results are induced to 

the population, in accordance to the sample size, we will be able to predict with 95 percent probability 

that between 60.1 and 73.3 percent of population believe in the existence of moderate perception of 

poverty. The aim of the survey does not represent a projection of the results to the entire population 

in particular cities, but a creation of the database for setting up a DEXi decision model (a “case study” 

of qualitative database’s processing possibilities using artificial intelligence decision-making methods). 

In the qualitative research it is necessary to consider the limitations of subjectivity and perception; the 

results are yield of the respondents’ answers (subjective, reflecting their self-image, which is not inevitably 

consistent with objective indicators), attention must be drawn also to the social desirability of responses 

(overvalued shares).

5.7 Multi-attribute decision – making using program DEXi

With an established system of descriptive city performance development indicators the study wants to 

enable qualitative decision-making in a systematic way by using a multi-attribute model in complex 

situations with a large number of factors and variables. By Grünig and Kühn (2005, p. 7), problem 

solving can be done in several ways: intuitively, routinely – by adopting formerly employed procedures 

or by random selection and systematic rational thinking, supported by relevant information. The general 

approach of the decision analysis originates from the axioms of the game theory by John von Neumann 

and Oskar Morgenstern (1953). Its main steps represent: problem structuring, estimating the likelihood 

of possible outcomes, determining their utility and evaluating alternatives as well as selecting strategies 

(Belton & Stewart 2002, p. 6; Čančer & Mulej 2005; Čančer 2007).
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In this study, we conclude to use DEXi (Decision Expert) multi-attribute decision method, developed 

at the Jožef Stefan Institute (on the methodology DECKMAK or DECisionMAKing), which includes 

a result analysis of the evaluated variants (Bohanec & Rajkovič 1990, p. 145–157, Bohanec & Rajkovič 

1995, p. 427–438, Špendl, Rajkovič & Bohanec 1996, p. 3). DEXi uses discrete and qualitative criteria, 

whose values are in general words, such as: good, excellent, unacceptable, unlike AHP – analytic hierarchy 

process as a numerical method, which for determining the importance of the criteria uses weights (e.g. the 

Saaty Rating Scale (1990)). Like AHP, the DEXi method is based on the decomposition of the decision 

problem to the hierarchical structure of criteria, where instead of words, intervals of numerical values 

can be used. The difference is noticeable also at the lower – level criteria aggregation functions into the 

final assessment, where the program instead of weights uses decision rules of “if-then” type. DEXi allows 

evaluation of variants also in the case of their incomplete and inaccurate information (Bohanec 2011).

In the first phase of the study, we identified the criteria, hierarchically reordered in a tree of attributes for 

building the decision model. Following this purpose, for each attribute (basic and aggregate) description 

and scale values were determined. Basic criteria represent the perception of the local community, local 

mobility, enterprises, environment, and QOL (“Quality of Life”).

Area 1: Indicator: satisfaction with the local community. An important component of a sustainable society 

characterizes general welfare of its members or living in conditions, which include safe and affordable 

housing, the availability of basic services (schools, health, etc.), interesting and satisfying work, as well 

as opportunities to participate in local planning and decision-making. For this indicator there aren’t any 

validated goals, only a general recognition that the welfare of citizens and their satisfaction with the local 

community are important elements of sustainability (European Commision 2002, p. 1–3). 

Indicator public transport (accessibility), adopted from the models of sustainable urban development, 

is related to accessibility, availability of transport/transportation, social connectivity, access to motor 

vehicles and travel perceptions. Integrated accessibility is defined as the spatial distribution of potential 

destinations, as well as the quality and characteristics of the involved activities (Zahavi et al. 1981; 

Handy & Niemeier 1997). According to Wegener et al. (2000) accessibility is defined as a construct of 

two functions, one representing the activities and opportunities, respectively, and the other representing 

effort, time, distance or the costs of achieving them:

$ L = )().( LM

M

M FI:J ,  (5)

where Ai represents the accessibility of the area i, Wj activity W on the area j and cij the cost of reaching 

the area j from the area i. Functions g(Wj) and f(cij) are defined as activity functions.
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Among the indicators of area 1 the study also included: social and health services, accommodation options 

and accessibility, as well as employment opportunities. Their selection was based on the Eurobarometer 

Survey “Perception survey on quality of life in European cities 2009” (Eurobarometer 2009), which 

indicated significant variations in the level of satisfaction with health services between EU cities; 

80 percent majority at the possibility “moderate” or “very satisfied” was noticed for residents of western 

European cities, while the level of satisfaction in many southern and eastern European cities was 

significantly lower (Eurobarometer 2009, p. 4). Considering the methodologies of Eurobarometer survey 

and the Urban Audit Perception Survey (Urban Audit 2004, p. 4–5) indicators accommodation options 

and accessibility, as well as employment opportunities were selected for our study. The results of the stated 

surveys show a pessimistic view on the labor market, with the expected inverse relationship between the 

availability of jobs and the availability of accommodation options.

Area 2: local mobility indicators include: 1) systematic displacements (home – school and home – work), 

2) the number of daily trips (per capita), unsystematic, 3) access to basic services (bakeries, schools, public 

transport, health facilities), and 4) the accessibility to educational institutions. The set of indicators derives 

from theoretical principles of European Common Indicators (ECI), where the indicators of local mobility 

and transport include the percentage of trips by private motorized transport. Systematic trips (per capita) 

represent daily displacements to work/school and back, while unsystematic trips are made   for other 

reasons, e.g. shopping, recreation and others. Model of citizens local mobility in the urban context is 

important in terms of quality of life (promoting alternative modes of transport; public transport, cycling). 

Access to basic services (bakeries, schools, public transport, health facilities) in sustainable community 

is vital for the quality of life and performance of the local economy.

The selection of the indicator is based on the headline indicator availability of public open areas and 

services (see ECI). Accessibility is defined as a percentage of people living within 300 meters of a public 

open area or other basic services and collective transport routes that, at least for part of a normal business 

day, have a minimum frequency (half-hourly service); public school (compulsory education); bakery, 

greengrocery, and primary public health services. European Environment Agency, Directorate-General 

for Regional Policy and ISTAT (Istituto nazionale di statistica – Italian National Bureau of Statistics) 

apply the concept “within 15 minutes by foot” for determining the accessibility. Absence of stores, selling 

fresh fruits and vegetables is an indicator of social exclusion and health risk (European Commission 

2002, p. 15–18). Methodological principles of the indicator accessibility to educational institutions are also 

found in the context of ECI indicators, where the headline indicator of the area “children’s journeys to 

and from school” represents the percentage of children going to school by car. The value of the attribute 

in the study refers to the modes of transport, used for children’s journey to and from school (public 

and private transport), including also the possibility “walk, bike” (European Commission 2002, p. 25). A 

sustainable society is namely the one, which in terms of the traffic safety and crime seems safe enough 

to parents to allow the children street walking, cycling and using public transport.

Download free eBooks at bookboon.com



Cities in the Global Economy

86 

System of indicators for measuring 

performance development of cities

Indicators of the area 3 (enterprises) are represented by: enterprises (sectoral), enterprises R&D, followed 

by SMEs (small and medium-sized enterprises) and large enterprises. The selection of indicators is based 

on the study “The Economic Map of Urban Europe” (Laakso & Kostiainen, 2007, p. 12–15), which in 

the context of the city’s economic structure emphasizes the importance of service and manufacturing 

sector. The results of the study show specialization of the service sector (concentration of administrative 

functions), which in some capitals (e.g. Vienna) includes the dominant share of employment. In other 

capitals (e.g. Barcelona) markedly closer balance between service and manufacturing sector was noticed 

(Laakso & Kostiainen, 2007, p. 12). Production in the European Union on average employs 25 percent 

of the workforce, despite the de-industrialization plays an important role in the economy of many 

European urban regions. Industrialized European cities are seldom cities in economic decline, on the 

contrary, some of them are among the most dynamic and economically robust ones in Europe (Laakso 

& Kostiainen, 2007, p. 14). Considering the importance of both, the service and manufacturing sector, in 

the formation of decision rules for cities the equilibrium principle (balanced service sector and industry) 

is preferred in our study.
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The selection of indicators SMEs and large enterprises, as well as enterprises R&D is argumented on the 

basis of the ECORYS (2012) research and the Eurostat database (2013). The results of the research show 

that despite the crisis in the euro area and the strained economic situation, small and medium-sized 

enterprises (SMEs) in the EU represent an important role in the Union’s economy. According to the 

2012 data, 20.7 million of SMEs contributed to 67 percent of total employment and 58 percent of total 

gross value added (ECORYS 2012). “Small Business Act – SBA” for Europe (newer version from 2011) 

recognizes the importance of the SMEs’ role in the EU economy with the aim of striving to strengthen 

it in terms of reducing the administrative barriers, accessing new markets, ensuring free competition, 

promoting R&D, and supporting SMEs in regional and environmental context of the Europe 2020 

key objectives – smart, sustainable and inclusive growth. Many SMEs are faced with so-called “non-

recruitment growth” (or “jobless growth”), but the dynamic, despite the delicate economic environment, 

demonstrates increased enterprise (EU) activity in the “high-tech and knowledge-based industries and 

services”. According to the EU-27 area’s Eurostat data almost balanced contribution of micro and SMEs as 

well as large enterprises to the added value can be seen in average. Considering the above starting-points 

regarding the role of SMEs and large companies and their added value, the decision rules (indicator SMEs 

and large companies) in our study are related to their balanced distribution in the urban environment 

of medium-sized cities. The importance of high technology sector and knowledge based services leads 

to a preference for a higher number of R&D enterprises in selected urban areas.

Area 4 relates to the environment and includes indicators: 1) exposure to noise, 2) environmental 

protection (opinion) and 3) preference for eco products. Selection results from the set of European 

common indicators, which cover the area of noise pollution (European Commission 2002, p. 33–

36; Ambiente Italia 2003, p. 113–114), where the headline indicator represents the percentage of the 

population exposed to noise Lnight (at night) > 55 dB(A) (Abbreviation for DeciBels Adjusted, dB(A) is 

the noise power, calculated in dB.). On the quoted basis the indicator of noise exposure with scale values 

of 55–64 dB, 65–74 dB and ≥ 75 dB (noise level), which do not relate to a specific time of day (e.g. by day, 

by night) was used in the study. A sustainable society should combine urban functions such as housing, 

work and mobility without exposing residents to excessive noise. Selection of the indicator environmental 

protection (opinion) refers to the Urban Audit Perception Survey (Urban Audit 2004, 5), which in the 

context of the local perception of quality of life measurement (QOL) in 31 European cities uses indicator 

of a “clean city”. Interestingly, between cities, where most of the population believes that the city is clean, 

the majority of the population feels also completely safe. The baseline of the indicator preference for 

eco products represent the European common indicators (Ambiente Italia 2003, p. 127–128) in the field 

of sustainability promoting products (the headline indicator “percentage of people buying sustainable 

products”, respectively). The indicator includes eco-labeled products, organic products, energy-efficient 

products, FLO fair trade products (Fairtrade Labelling Organizations), and eco products (e.g. Blauer 

Engel/Germany, the Nordic Swan/Scandinavian countries and the EU-Ecolabel /European Union).
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Indicators of area 5 – QOL (“Quality of Life”) are represented by: a) subjective perception of poverty (the local 

environment) and b) subjective perception of safety (the local environment). Indicator subjective perception 

of poverty is based on the Eurostat database (2011) indicator “population at risk of poverty or exclusion; 

NUTS2”. Selection of the indicator subjective perception of safety refers to the Urban Audit Perception 

Survey (Urban Audit 2004, p. 5) about the local perception of quality of life (QOL) in European cities.

The decision model consists of 22 attributes (Figure 10), hereof 16 basic and 6 aggregate. In the next 

phase of our study an adequate value, which in DEXi consists of words or numerical intervals (Jereb, 

Bohanec & Rajkovič 2003, p. 17), is assigned to each attribute. The rule “if-then” is used by DEXi in 

the table rows, which represent the utility function or decision rules. By setting the first (representing 

the worst options’ combination) and the latest rule (best value) using Function Editor and by setting 

appropriate weights, the program automatically calculates other values, which, if found as unacceptable, 

can still be properly edited.

Figure 9: The model page of DEXi model window  

Source: DEXi processing of collected data.

Interpretation of the decision rules for the attribute environment (Figure 11): in the case of noise exposure, 

greater than 75 dB, regardless of the scale value (represents any value) referring to the attributes 

environmental protection and preference for eco-products, the decision for the city selection is not taken. 

Decision rules are formed with reference to previously presented European Union environmental policy, 

wherein the headline indicator represents the percentage of the population exposed to night noise levels 

> 55 dB(A). Correspondingly still acceptable daily noise level up to 75 dB was considered in the study.
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  41% 36% 22%   

 1 more than 75 dB * * Ignored  

 2 <= 65-74 dB satisfactorily * Ignored  

 3 <=65-74 dB <=average <=occasional available Ignored  

 4 * satisfactorily <=high costs Ignored  

 5 * <=average <=diverse habits Ignored  

 6 * * <=I don't trust Ignored  

 7 >=65-74 dB >=average >=high costs 

 8 >=65-74 dB >=diverse habits 

       

Figure 10: Decision rules for attribute environment  

Source: DEXi processing of collected data

Selection is confirmed in the case of the attribute scale value “65–74” (weight of 41 percent), environmental 

protection with a scale value “good” and preference for eco-products with a scale value “diverse habits”. 

After entering attribute values (Figure 12) for all options (Maribor, Pleven, Linz, Erfurt, Trieste, Brugge), 

obtained by completed survey questionnaires (value selection is determined by the percentage majority), 

the study includes evaluation of alternatives. Option with the highest evaluation is generally the best, but 

the analysis based on the mutual comparison is essential because of reasonable, proven solutions given 

(Jereb, Bohanec & Rajkovič 2003, p. 14).
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Figure 11: Options’ evaluation results  

Source: DEXi processing of collected data.
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5.8 Results and their interpretation

Comparison of options (cities) Maribor (unselected) and Linz (selected) shows parallel values of both cities, 

namely: values according to weights and decision rules for Maribor illustrate moderate satisfaction with 

the local community, the acceptability of health services, solid quality of the institutional environment, 

predominantly services and SMEs, 65–74 dB of noise exposure, average environmental protection, 

distrust of eco-products, moderate subjective perception of poverty, and stable environment (median 

values, positioned neither in the critical nor in the selection interval).

 

ignored 

ignored ฀
       The overall level of satisfaction with the local     moderately   

       communitysatisfied  

       Social and health servicesacceptable     

       Quality of the institutional environmentsolid        

       Accommodation options and accessibilitymedium 

       Employment opportunitiesrare        

       Systematic displacements (home - school and  

       home - work)

       Access to basic services              

       Accessibility to educational institutions 

ignored

      Enterprises (sectoral) mainly services            

                        
      Enterprises R&D 1-5      

      SMEs and large enterprises                mainly SMEs               

 
ignored

      Noise exposure 65 74 dB  

      Environmental protection average        

      Preference for eco-products                        I don't trust them   

ignored 

      Subjective perception of poverty                   moderate     low 

      Subjective perception af safetystable environment 

 

Figure 12: Comparison of options Maribor-Linz  

Source: DEXi processing of collected data.

Determinant values for city’s non-selection include rare employment opportunities and the extremely 

small number (up to 5) of R&D enterprises (the importance of this weight amounts 47 percent), as non-

selected also common combination of aggregate criteria values is characterized. Values, favorably affecting 

the choice, represent private transport within the systematic mobility (the latter is independent from 

the use of public transport), rapid access to basic services and the availability of educational institutions 

(proximity to schools). For the city of Linz all listed values express maximal selection influence (Figure 14).
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Figure 13: Radar chart (star plot) – comparison of options’ (cities) attributes  

Source: DEXi processing of collected data.
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By the size of the star plot radarchart (Figure 14) and the pursuance of the weights, selection’s decision 

criteria are met only by the city of Linz. Bottom option represents the city of Maribor with the best 

evaluation of the attribute local mobility. The evaluation results can be interpreted more clearly in a 

graphic form with a star diagram, taking into consideration the extent of the surface area (star) or 

criteria importance.

City of Erfurt is better than Pleven in the area of local community perception (solid), while the plot areas 

of Trieste and Brugge are identical (Figure 15), with the difference that Trieste is being better evaluated at 

the attributes enterprise and the environment and Brugge at the attributes local community perception 

and local mobility. Interesting is the area of QOL with the attributes subjective perception of poverty and 

safety under the assumption of strict selection’s decision rules, namely; the option (city) is chosen only 

in the case of imperceptible poverty and stable environment or imperceptible poverty and completely 

safe environment (QOL expresses an important attribute of evaluation), whereby the decision rules of 

this attribute are not met by any city, included in our study.

Figure 14: Radar chart (star plot) – comparison of options’ (cities) attributes  

Source: DEXi processing of collected data.
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5.9 Conclusion

The purpose of our study is to compare the performance development of chosen European cities on 

the basis of the established set of qualitative indicators and the assistance of computer program for 

multiparameter decision-making processes, by using ECI methodology in national and international 

(European) comparable cities’ sample, whose selection followed certain criteria. Determination of 

appropriate measurement indicators, closely related to the evaluation of well-known methodological 

concepts (ECI indicators, indicators of urban status and sustainability) and collected relevant databases 

(questionnaire, KWIK Survey) resulted in obtaining useful tool: an enlistment of selected descriptive 

indicators, reasonably divided into five areas and measurement categories, allowing selection of the most 

suitable option (city). By using multi-attribute decision-making and supporting software tool DEXi 

for qualitative data analysis, the decision model of the city selection consisted of 22 criteria, among 

them16 basic and 6 aggregate. Evaluation of options offered clarity in multi-criteria decision-making in 

accordance with the specified hierarchy and the importance of decision criteria (decision model, rules 

and option evaluation). Achieving the best possible decision often requires a trade-off between perfect 

modelling and usability of the model.

Meanwhile multi-criteria decision-making program DEXi allows verbal assessment (scale values: ignored, 

selected), it also offers a graphical user interface (the star diagrams – comparison of the options’ attributes). 

It is reasonable to draw attention also to the trend of combining other methods. Namely, in addition to 

the use of DEXi, in the phase of decision making method’s selection also programs as DEXiTree and 

Vredana can be employed. The latter uses mixed qualitative and quantitative evaluation, where to options 

beside qualitative also numerical assessment (numerical interval) is given, enabling them to differ even 

within a single qualitative value.
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6  Foreign direct investment 
and cities

“Globalization and free trade do spur economic growth, and they lead to lower prices on many goods.” 

(Robert Reich)

Recommended additional reading:

• McFarland, K.C. & McConnell, J.K. (2011). Strategies for globally competitive cities. Local roles 

in Foreign direct investment and International Trade. Center for Research and Innovation. 

National League of Cities, Washington, D.C. 20004

• Mehta, P.S., in M. Dugal. (2003). ABC of FDI. Monographs on Globalisation and India – Myths 

and Realities. 3. CUTS Centre for International Trade, Economics & Environment.

6.1 Chapter Overview

International capital flows are important for economic development of cities. Foreign direct investments 

as one of the form of international capital flows bring a lot of benefits to the city. Studies that analyse 

effects of foreign direct investments on host cities show that they bring new skills in the city, generate 

direct and indirect employment, transfer technology and provide financial sources for local economic 

development. On the other side, foreign direct investments bring also some challenges for cities. They 

are most frequent in the form of fear or frustration for being unsuccessful by attracting foreign direct 

investments, a lot of cities have problems by changing policies to suit foreigners, very frequent threat 

from international capital flows is crowding out local entrepreneurs and businesses etc. During the period 

of increased volume of foreign direct investments a lot of cities developed and implemented their own 

strategy for attracting and supporting these processes. Such strategies seemed to be a very effective tool 

for maximizing the benefits and minimizing threats of foreign direct investments in cities.

Learning outcomes

By the end of this chapter successful students will be able to:

1. Define different forms of international capital flows 

2. Understand effects of inward foreign direct investments on the host economy 

3. Define factors that influence foreign direct investment flows

4. Define the most important steps for attracting and supporting foreign direct investments in 

the city.
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6.2 FDI definition

Foreign direct investments (FDI) present one of the forms of international capital flows. Three mayor 

types of international capital flows are: FDI, foreign portfolio investment (FPI) and debt. The main 

characteristic of FDI and FPI is their stability and smaller proneness to reversals, while the main difference 

between them is that FPI lacks the element of lasting interest and control. FDI involve an equity stake 

of minimum 10%. Regarding benefits it is proved that FDI are more beneficial because of more direct 

control in management. Debt flows as a third form of international capital flows are bonds and bank 

loans and are more volatile.

UNCTAD (2013) defines FDI as investments that acquire long lasting interest in enterprises that operates 

outside of the country of the investor. FDI consist of reinvested earnings, equity capital and other capital 

(mainly intra-company loans). Also licensing, franchising, management contracts, product sharing, 

subcontracting, alliances, goodwill or grants named non-equity forms of investment can be FDI.

FDI can be classified in different forms regarding the type of classification. If classified on the base of 

entry modes of the foreign investor, FDI can be in the form of cross-border mergers and acquisitions 

(C-B M&As) or Greenfield investments. While Greenfield investments mean establishment of a wholly 

new operation in a foreign country, C-B M&As present takeover or merger with an existing local firm.

If classified from the recipient country view, FDI are classified as follows:

 ○ Export-enhancing FDI, when FDI affects in transferring a new type of technology in order to 

increase host country export competitiveness. 

 ○ Import-substituting FDI, when FDI produce goods for the host country which is at that time 

imported from another country.

Classification from the point of investor view, categorize the following types of FDI:

 ○ Horizontal FDI, when FDI produce the similar or the same product in the foreign country. The 

main goal is the exploitation of monopolistic advantages in the foreign country.

 ○ Vertical FDI, when FDI acquire or build an operation that fulfils the role of a supplier or the 

role of a distributor. By the role of supplier, FDI seek to improve to the supply of certain key 

components or to the costs of raw material. By the role of distributor foreign investments are 

the response to the problem of finding distributors for a specific market.

 ○ Conglomerate FDI include horizontal and vertical FDI.
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By defining FDI, it is necessary also to distinguish between FDI net inflows and FDI net outflows. 

While the first ones present the value of inward direct investments made by non-resident investors in 

the reporting economy, the second ones present the value of outward direct investments made by the 

residents of the reporting economy to external economies (OECD 2013).

6.3 Development of FDI

Due to the differentiation in evaluating FDI then and now, the role of FDI in international capital 

transactions was much less notable before the First World War as it is today. The main difference is that 

the concept of FDI in that period did not differ from other forms of investments in foreign companies 

that come from the private sector (Lipsey 2001).

Although the First World War reduced international confidence and increased interventionism of 

national governments, FDI flows to overseas colonies increased because of high reconstruction costs 

and war debts. United States played the largest role as investor and the same happened also after the 

Second World War. After 1980 FDI increased even more because of the good general climate for FDI. 

The increase of FDI in the period from 1983 to 1989 was three times faster than global export growth 

and four times faster than global GDP growth (29% vs. 9.4% and 7.8% annually). The main factors 

influencing the increase of FDI were trade liberalisation and privatising and liberalizing of investments 

on national level (UNCTAD 1991 and Lipsey 1999).
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In 2000, overall inward FDI recorded $1,300 billion but WTC attack in 2001 caused strong reduction 

of the volume of FDI. After 2003, FDI started to stabilise and in 2005 already recorded $982 billion. 

In 2007 (UNCTAD 2008, p. 3–9), worldwide FDI reached record levels of $1,970 billion but in 2008 

the economic crisis interrupted the growth of international capital flows and the volume of global FDI 

reduced. After 2013, FDI flows started upward trend again and rose by 9 per cent to $1,450 billion. In 

the following Figure we are presenting inflows of FDI by groups of economies from 1995 to 2013.

Figure 15: FDI inflows by groups of economies, 1995–2013  

Source: UNCTAD, 2014.

In the Figure 1 it is shown that for a long period, the highest volume of worldwide FDI recorded developed 

countries, while in 2010 transition and developing economies together for the first time attracted more 

than half of global FDI flows. In 2013 FDI inflows increased in developed, transition and developing 

economies, while FDI flows to developing economies accounted 54 per cent of global inflows.

Regarding the structure of the FDI, most investments before World War II were in natural resources 

and infrastructure. Manufacturing investments became the predominant form of FDI in the post-war 

period. Nowadays, the most important sector for FDI are services. According to UNCTAD report (2014) 

the most important target industry is currently information technology and business services, followed 

by agriculture and tourism.
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According to the Global cities of the future 2014/2015 report (Mullan 2014), Singapore is the most FDI’s 

global city of the future, following by the London and Hong Kong. Analysis includes 130 locations. 

Singapore presents an attractive location for investors because of its economic potential and business 

friendliness. Between 2008 and 2013 Singapore recorded almost 2000 Greenfield FDI. London is ranked 

at the second place because of the human capital and connectivity categories. Foreigners invest in London 

mostly because of proximity to markets and customers. In 2013 London recorded 300 Greenfield FDI. 

These two cities can present good practice from which other cities can learn about things that are 

important for attracting FDI.

6.4 Why do companies invest in the foreign market?

The issue of FDI motives has crossed different streams of economic literature: theory of the firm, 

international business and international trade theory. The most famous and cited taxonomy of FDI 

motives is proposed by Dunning (1993). The economist John Dunning classified four primary motives 

foreign investors have when investing abroad. The taxonomy of motives is developed from the OLI 

paradigm (Dunning 1977). It includes three types of advantages: ownership, internationalization and 

location advantage. Ownership advantage explains why a company want to become a multinational, 

internationalization advantage explains how (in what way) a company want to enter foreign market 

and the location advantage explains the location where a company will probably invest. The taxonomy 

is created of the following categories (Dunning 1993, p. 59):

 ○ Resource seeking: foreign investor wants to acquire particular resources that are missing 

(raw materials or natural resources) or are more expensive (unskilled cheap labour) in the 

home country.

 ○ Market seeking: foreign investor is searching new buyers for their goods and services.

 ○ Strategic asset seeking: foreign investors invest in foreign companies to help building strategic 

assets, for example distribution networks or new technology. 

 ○ Efficiency seeking: foreign investors invest in foreign country because of a lower cost structure. 

They want to gain from different cultures, factor endowments, economic systems, institutional 

arrangements, market structures and policies and by intensifying production in a limited 

number of locations for supplying multiple markets.

6.5 Effects of FDI

FDI bring a lot of different effects to the host economy. Survey articles show inconclusive evidence in 

the literature regarding vertical and horizontal spillover effects of FDI. While some studies show positive 

effects of FDI on domestic companies, there are also some analysis proving neutral and also negative 

effects of these processes (some of the studies: Barro 1991; Aitken & Harrison 1999; Lipsey 2000; Liu 

et al. 2000; Gorg and Greenaway 2001; Baliamoune-Lutz 2004; Lipsey and Sjoholm 2004).
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The earliest studies of FDI effects relate to FDI impact on firm’s productivity. Caves (1974) concluded 

that effects of FDI on productivity in a domestic firm are positive. Also Blomström & Persson (1983), 

Nadiri (1991), Chuang & Lin (1999) and Driffield (2001) came to the same conclusion when analysing 

FDI effects on the productivity.

Another analyses of positive FDI effects in several studies showed that FDI transfer new knowledge 

and technology, develop economy potential, generate additional tax revenue for the state, reduce 

unemployment, support the strategies for development of individual sectors, develop management 

knowledge and increase engagement of local companies in supplier and subcontractor networks (some 

of the studies: Findlay 1978; Estrin et al. 1997; Xu 2000; Perez 2008 and Lin 2008).

Very frequent in the literature is also the analysis of how FDI affect economic growth. The results differ. 

While Blomström (1986), Mody & Wang (1997) and Lensink & Morrissey (2006) concluded that inward 

FDI positively affect economic growth in the host country, Haddad & Harrison (1993) and Smarzynska 

Javorcik (2004) concluded that FDI does not affect economic growth and Kawai (1994) and Mencinger 

(2004) even proved that FDI negatively affect economic growth.
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FDI benefits are not self-evident and are different among countries. Lin (2008, p. 31) proved that FDI 

bring benefits if an investment environment is open and has active competition policies. Also democratic 

investment regime and trade, privatisation, deregulation and macroeconomic stability are very important 

factors by helping maximizing benefits of FDI. The distribution of FDI effects is depending on the 

business environment and economic policy regarding these processes in the host country as well as on 

other factors that affect their consequences. According to Reisen (1999) effects of FDI are positive with 

a time lag, while Cantwell (1989) and Perez (1998) believe that the positive effects of FDI depend on 

the sector in which the investment is entered.

On the other side, a lot of studies demonstrate negative effects of FDI. They often occur if conditions 

for FDI are unfavourable. Besides rising unemployment due to rationalization, uncompetitive behaviour 

of foreign owned companies, reduction of productivity of the host country, concentration increase in 

the domestic market (Kokko 2006; Aitken & Harrison 1999; Blonigen & Taylor 2000; Aslanoglu 2000; 

Haller 2005; UNCTAD 2007), closure of local firms, shrinking domestic stock market, low pricing for 

sold assets, pressure on current account and elimination of competition in the domestic market (Tsang 

& Hauck 2007; UNCTAD 2007, p. 123; Maček 2009; Maček & Ovin 2014) are the most important threats 

mentioned in the literature. However, in the last period minimizing the control in strategic industries 

and threatening the national autonomy and sovereignty appeared to be an important negative effect of 

FDI too (Lin 2008).

Mehta & Dugal (2003, p. 24–26) summarized effects of FDI that can regarding the conditions in the host 

country appear as a benefit or as a threat. For example FDI transfers technology and skills into the host 

country, but some countries cannot absorb high technology brought by foreign firms. FDI can improve 

market access of goods but if international capital flows enter the country only to exploit domestic 

markets, than there is no contribution to greater market access for domestic country exports. Although 

FDI often lead to increased employment in the host country, this is more often in well-developed urban 

sectors with high levels of education and infrastructure. In some cases FDI can improve the balance of 

payments, but on the other side through an increase in imports of inputs and through remittances of 

royalties and dividends abroad by the subsidiaries FDI could have also negative impact on the balance 

of payments of the host country. Effects of FDI depend on the form of international investment and 

mainly on the conditions for FDI in the host country.
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When analysing benefits of FDI for cities, researchers often expose FDI as an important factor for 

economic development of cities. If summarized, the most frequent benefits of FDI for cities mentioned 

in the literature are the following:

 ○ FDI bring new skills which can be later transferred to local workers and managers.

 ○ FDI generate direct or indirect employment.

 ○ FDI exchange technology, policy ideas and other forms of knowledge.

 ○ FDI provide finance for economic development as international investments speed the 

construction of infrastructure, information systems and other basic conditions for development.

 ○ With FDI city can improve human resources, marketing and other activities to strengthen the 

competitiveness of a city.

Generally, FDI helps to raise the profile of the cities. Local areas that have competed successfully for FDI 

in the past are highly attractive for more investment in the future.

On the other hand, the most common obstacles and challenges cities face regarding FDI are the following:

 ○ Cities that are unsuccessful by attracting FDI can be frustrated.

 ○ A lot of cities have problems by adopting policies for FDI (for example, policies to assist 

development at the urban periphery might contribute to transportation problems).

 ○ FDI might push out local entrepreneurs and businesses.

 ○ Foreign investors sometimes repatriate their profits to their own home countries instead of 

leaving them in the host city.

 ○ The costs of offering incentives to foreign investors might lower the possible economic gains 

of investment.

As the main goal of each city and country is the maximization of benefits and minimization of costs of 

FDI the effective government regulation and friendly environment for investors is of high importance 

in ensuring effective utilisation of FDI.

Case Study 1: FDI in Singapore

In 1965 the city-state Singapore faced a lot of challenges, such as a lack of natural resources, small 

economic base and high unemployment. Today Singapore has one of the most open economies in the 

world. Openness is within the main reasons for rapid economic growth of this city. Since independence 

in 1965 Singapore has relied heavily on international trade and FDI for its economic development. 

During the period between 1965 and 1980 government introduced several steps to attract FDI. They 

developed one of the most liberal and open-trade regimes in the world, adapted national standards in the 

way that most industries are open to FDI and took concrete steps to protect intellectual property. They 

also prepared and implemented a strategic plan for creation of polytechnic schools and technological 

universities and made friendly environment for investors with investments in infrastructure (new roads, 

airports, and telecommunications).
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From 1960 there was a significant increase of foreign share of GDP. FDI as a percent of GDP rose 

from 4.85 in 1970 to 21.4 in 2012. FDI in chemicals, petroleum, transportation equipment, electronic 

equipment and other manufacturing areas helped by developing those industries. From an economy that 

was primarily involved in manufacturing consumer goods in labor-intensive industries in the 1960s, 

Singapore moved to one that produces high value-added goods and a variety of complex services in the 

2000s. Investment policies supported high-value added industries as well as targeted cluster activities, 

including those in logistics, research and development and biomedical sciences. In 2013 the values of 

FDI in Singapore recorded $848.9 billion. The main investor countries in Singapore were United States, 

Netherlands, Japan, British Virgin Islands and United Kingdom (Hsu 2012; Mullan 2014).

Case study 2: FDI in London

London is ranked on the top of European destination for FDI. The most FDI London attracts in the 

business services, financial intermediation, software sectors, security broking, insurance and pension. 

According to data from Greenfield investment monitor fDi Markets London recorded 300 Greenfield 

investments in 2013. Within Europe London led the ranking, ahead of Paris with 115 projects, Dublin 

with 89 and Moscow with 85.
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London is known as a city that has an investor friendly policy. The government has established London 

Development Agency for providing all the necessary information and support to investors. This agency 

promotes foreign investments in the city in the form of several programmes. The agency is important 

by taking London towards a path of sustainable development and contributes to the development of the 

skills of the local people. Furthermore, London has also other agencies such as ‘Think London’ which 

was established for the promotion of London as a city for investments and for assisting investors with 

the complete important infrastructure for developing a business in the city.

If analysing the whole Europe the most popular sectors for inward FDI in 2013 were IT services and 

software, business services, textiles and financial services. Software and IT services created an estimated 

14,829 jobs in 2013, while automotive components created 14,743 jobs and consumer products created 

9,969 jobs. The most active investors in Europe in 2013 were from the Germany, US and the UK 

(Kaczmarski 2014).

6.6 Factors influencing FDI flows

In the literature factors, such as political risk, infrastructure, investment environment, judicial 

transparency, red tape, bureaucratic hurdles, regulatory framework and the magnitude and complexity 

of corruption in the host country are often mentioned as factors that influence international capital flows 

(Mottaleb 2007, p. 4). Also the availability of skilled labour, the country risk rating, the host country 

size (Nonnemberg & de Mendonça, 2004, p. 2), labour costs and the market openness (Taylor & Francis 

Group, 2004) are important factors that influence inward FDI flows. Chen (1996) and Bevan & Saul 

(2000) highlight also gravity factors, transport infrastructure and development and research capacity in 

the host country as important factors that influence on FDI flows.

In World Investment Report (UNCTAD 1998, p. 91) there is a list of factors that influence FDI flows 

classified as follows:

 ○ factors related to natural resource extraction, new markets acquiring and greater efficiency 

named as microeconomic factors,

 ○ political and economic factors meaning international FDI agreements, privatisation policy, the 

trade and fiscal policy and

 ○ factors related to FDI promotion, location attractiveness, incentives for investments and other 

factors that are related to business facilitation.
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Within them microeconomic factors are the most important while successful cities widely use incentives 

for attracting investment. With incentives policymakers stimulate investments in specific industries, 

activities or disadvantaged regions. The most common definition of incentives is that they presents non-

market benefits used to influence the behaviour of investors. Incentives can be given in many different 

forms from national, regional and local governments. Different forms of incentives can be classified in 

three basic categories regarding benefits they offered: regulatory benefits, fiscal benefits and financial 

benefits. According to the UNCTAD report (2014) the most important type within incentives are fiscal 

incentives, while regulatory and financial incentives are less important policy tools for attracting FDI. 

Blomstrom & Kokko (2006, p. 22) highlighted general country’s industrial policy is the main determinant 

for attracting FDI and maximizing their benefits. A lot of countries and especially cities within them 

developed their own strategy for gaining the most positive effects of international capital flows. The main 

components of such strategies are presented below.

6.7 A City strategy for attracting FDI

Cities play an important role by attracting FDI. As already written FDI inflows depends on many different 

factors, but practice show that city can strong influence on the effects of international investments. The 

most important things are that they attract the appropriate investments and offer the conditions in which 

investment gives the most positive effects. When locating the business, investors seek the following:

 ○ a stable regulatory and macro-economic environment,

 ○ natural factors, such as climate, geography and endowment of natural resources,

 ○ market access and open competition,

 ○ human factors such as skilled labour,

 ○ manageable regulation and taxation system,

 ○ social factors such as infrastructure of each locality and a good quality of life.

By answering the question “How to become an attractive destination for investors” the most successful 

cities developed and implemented their own model or strategy for attracting and supporting FDI. 

McFarland & McConnel (2011, p. 9–15) define the following 5 steps, which help cities to attract and 

support FDI.
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Figure 16: Strategy for attracting and supporting FDI in the cities  

Source: McFarland & McConnel (2011, p. 9–15).

1. Identification of cities’ Assets and Key Sectors

In the first step city should make an analysis of its strengths and weaknesses. An analysis should include 

also city’s access to technology, workforce skills, quality of life and physical infrastructure. As local and 

regional assets are very important for FDI attraction, cities should accelerate already existing assets and 

provide clear specification for the types of businesses or industries it can support.

The most effective way is that city focus on its own location and competitive advantages. City should 

focus on business and industries whose strategic needs match local assets, that have a tendency to 

invest in foreign capacity and in which the city has distinct strengths in the sector compared with other 

places competing for investment. The result of this step should be the list of the most important sectors. 

Important are also sectors that involve local actors as that signals that there is supporting infrastructure, 

workforce, technologies, services and suppliers for their industry. Foreign investors often favour to invest 

in the sectors that already have a strong local presence.

2. Creation of City Awareness

The second step city should do when preparing the strategy for FDI attraction is developing and promoting 

the awareness of cities assets. In achieving this goal most cities build their own image or brand, which 

helps them to raise the visibility of their strengths and opportunities. An image should have the goal to 

differentiate the city from others that compete for inward FDI.
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Deep support among key partners and local and regional leaders is also important for foreign investors 

because local chambers, elected officials and regional organizations have influence on the success of a 

business or economic development project.

After developed image city should create the awareness of the image. This can easy be done with videos of 

city and print brochures presenting specific assets of interest, including a list of investment opportunities. 

An important way for city promotion is also a multilingual website of the city, which should be easy to 

use. It is important that the advantages of a city are communicated through different industry channels. 

Furthermore, city should contact firms targeted as potential investors directly with tailored information.

3. Identification of Investor leads

The main aim of third step is to generate greater quantity and quality of business leads in the city. 

Proactive lead generation is of importance by ensuring that investments are supporting the overall 

economic goals of the city.
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For proactive lead generation a lot of cities have specific local strategies that rely especially on networking 

and relationship building. For better effectiveness of attracting FDI cities should be engaged in these 

activities for identification of leads and for ensuring that it is well-positioned when an investment 

opportunity appears. Specific local strategies contain:

 ○ A list of experts from industry that help generating leads. They are important for maintaining 

and strengthening the existing networks and present the main base of knowledge when potential 

investors have questions;

 ○ A plan for business networks with economic development organizations in foreign cities that 

have similar or complimentary industry targets. This is important for beneficial partnerships;

 ○ Connection with state agencies and providing them with city’s investment portfolio.

It’s important to know that the most positive for host city are investments for which city have the right 

assets to meet investment needs.

4. Facilitate and Prepare

City should understand the business environment and prepare itself with supportive environment, 

resources and guidance to simplify the international business. Within this step it is advisable for city to 

build a city advisory committee with an aim that of providing resources and information quickly if an 

investment deal is appearing. The best is if committee is composed of people who can qualitative and 

quick answer technical questions about the city to the potential investors (bankers, real estate lawyers, 

environmental lawyers, regulators). Member of the committee should be fast responsive as this proves 

that the city is committed and serious.

City should also fulfil the investors’ needs regarding strategically using resources, such as establishing a 

foreign trade zone, workforce training, clearing land or providing financial incentives. Having in mind 

that there are stages of the site-selection process it’s necessary to understand what kind of incentives is 

beneficial for the investor at a particular moment. If other basic factors, for example, quality of life is of 

greater concern of investors an incentives package is irrelevant. Blomstrom & Kokko 2003, p. 22) suggest 

that incentives are focused on the activities with strongest potential for spillovers.

Foreign firms often search similar conditions for business as they have in their own country. Cities can 

help foreign investors by managing their expectations and understanding of the business requirements 

and environment in the city. Barriers such as language or different legal system can be overcome with 

offering translators, lawyers, accountants etc. The main goal of this step is that investors recognize the 

city as the one that they can count on.
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5. Monitor and Provide Aftercare

The last important step is city awareness that the support and concentration to the foreign investment 

and firm should not end after the deal is secured. Activities within this step include evaluating the success 

of each investment. City should analyse for example: the number of jobs created, new or improved 

technology and other economic benefits foreign investment brought to the city. 

Investors’ aftercare is also important because it facilitates retention and the early and continued success 

of the investment, generates new leads more easily and quickly and continues to leverage the investment 

for economic growth. Aftercare provision usually includes continued support to the business, such as 

constant communication with the investor.

A city will have the greatest success by attracting investments in industries where it has a competitive 

advantage. Practice shows that FDI strategies succeed when the city has the ability to support investments 

and budget is appropriate. City should have well prepared marketing strategy and follow-up procedures. 

And the last, but very important thing is that people involved in attracting foreign investors are aware 

of cities’ strengths and understand investment needs.
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Case study 3: Best practice tools for attracting FDI in cities

Many successful cities attract inward foreign direct investment. For improving the flow of private 

investments in cities simplified administration, clarity in policy, contamination remediation, targeted 

private sector initiatives and clarity of procedures were found to be the most important. In the following 

table we are showing what tools selected cities have implemented in order to increase international 

capital flows.

City Governance Tools

Amsterdam A voluntary 

public/private partnership named Amsterdam 

Economic 

Board promotes investment across 25 local and 2 

regional councils. 

Official FDI agency is Amsterdam inbusiness.

Webpage includes presentation of 

information on key industries for 

investments and success stories of existing 

investors. 

(see: http://www.iamsterdam.com)

Barcelona Council’s Barcelona Activa is the IPA. Webpage includes presentation of all 

necessary information for investors.  

(see: www.barcelonactiva.cat) 

Birmingham A public/private partnership named Marketing 

Birmingham is responsible for inward foreign 

investments. 

Webpage includes information on case 

studies, events, 3D video on the economic 

zones and other important information for 

investors. (see: businessbirmingham.com)

Edinburgh A public-private 

body named Marketing 

Edinburgh promotes city for investments.

Webpage includes invest map, Invest 

Edinburgh magazine, deals, blogs, 

development hotspots and other 

important information for investors.  

(see: http://www.investinedinburgh.com/) 

Hamburg HWF Hamburg Business Development 

Corporation is the city‘s joint public-private IPA.

Webpage presents introduction for 

establishing a business in the city and 

other important information for investors. 

(see: www.hamburg-economy.de) 

Paris Paris Développement is council’s economic 

development agency acting as IPA.

Webpage presents projects and 

opportunities for investments in Paris.  

(see: www.investinparis.com/en)

Singapore Attracting investors is part of the work of Contact 

Singapore, an alliance of the Singapore Economic 

Development Board and Ministry of Manpower.

Webpage offers information on business 

parks and presents online guide for 

potential investors.  

(http://www.contactsingapore.sg/

investors_business_owners/)

Table 5: Strategies for attracting FDI in cities  

Source: Waterfront Development Agency, 2014.
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From the table it can be noticed that the prevailing governance structure is an integrated, enabling 

council-led Investment Promotion Agency (IPA) for the whole city or region and a public-private model 

for specific districts. The functions of the IPA usually include investor facilitation and servicing, image 

building and policy advocacy. To be effective, the IPA should have a high degree of political visibility, 

active private sector involvement, and operate in a good investment environment. The main tool cities 

use is one-stop shop (OSS) website with the main focus of FDI in key sectors and development zones. 

All presented cities also offer many incentives for investors. Normally incentives include tax holidays, 

policy reforms and infrastructure improvements.

6.8 Conclusion

Foreign direct investments present an important source of capital and are considered as an effective 

instrument for the distribution of know-how and skills in the global economy. Among the most frequent 

positive effects in the form of increasing of employment, technology and know-how transfer and rising 

productivity international investments can also improve management systems and transfer the best 

practices in accounting rules, corporate governance and legal traditions across borders. Although inward 

FDI has wider positive effects we should be aware also of threats that international capital flows can 

present for the cities. These are the most frequent in the form of frustration for being unsuccessful by 

attracting foreign direct investments, crowding out local entrepreneurs and businesses etc. With the goal 

of maximizing the benefits and minimizing the costs of foreign investments it is advisable that cities 

develop an own strategy for attracting and supporting foreign investments. In such a way city identify 

key assets and sectors with potential to invest, identify the investor leads, prepare the environment for 

investments and support the investors in many different ways. With the appropriate and favourable 

conditions for investments city can gain such benefits from investments that strongly contribute to 

economic development of the city.
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7 Innovations for sustainability

“To raise new questions, new possibilities, to regard old problems from a new angle, require creative 

imagination and marks real advance in science.” (Albert Einstein)

Recommended additional reading:

• Smart City Reference Model: Assisting Planners to Conceptualize the Building of Smart City 

Innovation Ecosystems (Zygiaris, S.J. 2013, p. 4(2), 217–231).

• Will the real smart city please stand up? Intelligent, progressive or entrepreneurial City? 

(Hollands 2008, 12(3), 303–320).

7.1 Chapter overview

Understanding the concept of sustainable innovation is an urgent fundament to create development 

projects for community progress. Financing them is not such a big problem as it seems at first look if we 

have in mind that cooperation between as many different stakeholders as possible is the key for success. 

Every community has its own needs. It is not important if the community is organized as a small town 

or even village or if it is a big urban centre. Truth is that around 50% of population lives in big urban 

centres but there is a fact that the other half lives in smaller communities. Generally we cannot and may 

not talk about progress by forgetting the needs of that other half. The sustainable development is only 

possible if every sphere is developing equally.

Learning outcomes

Your goals for this “Innovations for sustainability” chapter are to learn about:

 - the concept of sustainability,

 - innovations – what they are and why are they so essential for social and economic development,

 - different ways of financing innovations in public services,

 - the basic concept of private investments in public infrastructure,

 - the need of analogy between big cities and small communities.

7.2 Sustainability – A concept or just a fashion?

Man’s attitude towards the environment has through thousands of years presented itself in exploitation 

of natural resources that have been inferior to the needs a human as the “absolute master with the right 

to an unlimited use and exploitation.” (Pichler 1997, p. 1291)
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In the last hundred and fifty years in which the human kind managed to achieve the biggest technologic 

progress in history it became evident that the uncontrolled desire for an economic expansion, without 

any respect for the consequences, endangered its own existence. The first recognition, that due to 

endangering our own kind it is necessary to protect the environment in which humans live was followed 

by implementation of rules, restrictions and later different regulations which (except a handful of people) 

not many thought of as significant. The second recognition, that a healthy environment is in fact a 

foundation for a healthy life resulted in the beginning of the development of the Environmental Law. 

In spite of the environment protection with the help of the numerous national and international 

legal norms the uncontrolled industrialization and urbanization caused an enormous damage to the 

environment that consequently resulted in emergence of eco-remediations that could be defined, not 

only as environment protection but also as systems for regeneration of the environment, which take into 

consideration the meaning, structure and functioning of ecosystems. In the second half of the previous 

century most of the modern countries added the environmental care in their directives of the “ economic 

and social development” as a responsibility towards the global community.

The fact that the uncontrolled use and exploitation of the natural resources caused not only thinning 

of the ozone layer, the green house effect, animal and plant species extinction etc., but also a lack of 

natural resources had in our opinion been the reason for growing tendencies for replacement of non-

recyclable natural resources with the recyclable or limited with the unlimited, with which we could 

ensure a permanent use of natural resources.

Brundland (1987, UN report Our common future)) has in her report popularized the term ‘Sustainable 

development’ and made its definition that has since then been, in addition to the World Bank, used in 

numerous governments and international documents. She believed that a sustainable development means 

satisfying the needs of today without jeopardizing the future generations in fulfilment of their needs. 

Surely, sustainable development is by no means only the use of natural resources. In the same report 

Desai illustrated the sustainable development by using an image of a bridge connecting economy, ecology 

and ethics and emphasised that is necessary to link different sectors (agriculture, energy, commerce, 

investments) and integrate the sectors into the development planning. He also points out that it is 

necessary to expand the concept of the sustainable development onto all sector policies and the most 

important: onto the key private sphere stake-holders.

The very report meant a turning point in perception of development policies and the term “ economic and 

social development” that had often been used before got replaced by the term “Sustainable Development”.
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Lukman (2009, p. 82) claims that a “sustainable development emphasises the evolution of society with a 

responsible economic acting that is in accordance with environmental and natural processes. The political 

dimension for him represents the key element to it. In the sustainable development the paradigm of the 

economic, social and environmental resources limitations with intent to contribute to the welfare of the 

future generations is contained. It can be applied on a local, national or global level; anywhere it always 

bases on political decisions.”

The role of the politics lies within the development guidelines of any field whatsoever may it be the 

economic, social or environmental and is important indeed. However we believe that without an efficient 

cooperation (vertical as well as horizontal) of all stakeholders, politics cannot fulfil its basic task which 

is to achieve those sustainable goals towards which the development of the society has to be oriented 

towards in order to ensure its present as well as the future welfare.

According to Sharachchandra (1991, p. 607–621) the term Sustainable Development is merely a phrase, 

that not only does not offer a satisfactory definition but even more, it demonstrates the lack of an actual 

content in interpretations of the concept and an inability to form a picture of an efficient model of a 

sustainable institution.
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We, his critics can give our consent since it is impossible to trace the unified definition of the sustainable 

development in theory and it is usually linked with the context in which it is used in EU’s documents where 

we can also find the term “the sustainable growth” and an interpretation that bases on Brundland’s report 

when explaining the term. And if the report on our joint future has in fact set a frame for a definition, 

it has within that left a vast space for different interpretations. This on its own is, of course, not bad. 

The problem however is, and we should agree with Sharachchandra on this one as well, that with the 

popularization of the term came also an uncontrolled phraseology. “Sustainable, sustaining etc.” became 

adjectives that often simply get patched on to numerous different terms only because it is more likeable.

The logical consequence of such examples is that it is difficult indeed to extract the content out of such 

expressions. In case there was an efficient model of executing a sustainable activity, such and other similar 

nebulousness could be avoided but now even though a well designed frame of a definition of sustainable 

development, as a consequence of the stated above, creates a (false) impression that the sustainable 

development is nothing but a phrase.

A similar opinion was also expressed by Temple (1992, p. 1) when he wrote that the term “Sustainable” 

is overdosed and that “the word ‘sustainable’ is these days used in far too many instances and ecologic 

stability is one of the instances that is confusing for numerous people. You have heard about the 

sustainable development, the sustainable growth, the sustainable economies, the sustainable societies 

and the sustainable agriculture. Everything is sustainable.”

Not considering the critiques, the problems of sustainable development has been from year to year 

becoming more enforced.

In the year 1992, within the frame of the Conference of the United Nations RIO+10, on the basis of the 

Brundald’s report a discussion had been opened on development projects and adopted an important 

document named Agenda 21. As a conclusion document the Agenda has defined the key environmental 

problems as well as the necessary measures and references for reaching a sustainable development. 

Important guidelines were given in the Agenda’s part where it recommends transferring the executing 

principles and producing concrete plans for a sustainable development onto the lower political spheres 

which means from the international onto the national and hence from onto the local level.
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Agenda 21 has referenced redefining and encouraging the institutional changes that have according 

to Write (2004, p. 761–768) an essential role in achieving the sustainable development. The role of the 

local communities is in this respect particularly important. Developing individual sustainable goals 

oriented on specific needs or tasks of a specific local community including all the stakeholders (public 

administration, economies, public sector, civil society, inhabitants) on the basic development areas 

(economic, social and environmental) brings benefits to the community as well as to the inhabitants. At 

the same time it represents an “important demonstration of the ways necessary to achieve the wanted 

values and performance within the whole community.” (Cortese 2003, p. 15–22)

The World Forum 2005 has placed the strategy of the sustainable development in three pillars that 

support each other:

 ○ the economic development

 ○ the social development

 ○ protecting the environment.

According to some United Nations’ Forums we should in the lines of the general declaration on cultural 

diversity also have the fourth pillar, represented by the cultural diversity.

Protection of natural resources is embedded in all the spheres of the sustainable development and 

represents an efficient use of energy (heating, cooling, lighting), environment protection and eco-

remediation (managing the agricultural, forest land, building plots, water systems, litter, air), the use of 

the green technologies (broad-range connections and internet services, roads, public transport, railways) 

as well as the care for healthy food and a reasonable planning and executing the plans for the non-

economic activities as are health-care and education. In doing so, a concern for the environment and 

a responsible use of natural resources also have to be a part of the strategy of economic development. 

In addition to a consistent concern for the environment the economic development has to focus on all 

members of the community and not just on a few.

According to Schoeman (2013) when social development is concerned there is a distinctive problem 

within the poor communities that are for the most part overlooked in the big development plans, 

which needs to be overcome in striving to achieve a real sustainable development. The indicators of 

the sustainable social development are mainly the length of life-time, education and GDP per person.

From the three pillars of sustainable development it is evident that the development applies on the 

environment as well as on the economy and social strata of people. In case it is executed on all three 

levels at the same time, then we can actually talk about a real development. The imbalance of the spheres 

or simply a “development” that is profit oriented cannot be marked as a sustainable one.
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The United Nation’s conference RIO+20 in 2012 has for many been a disappointment. Considering the 

fact that it has been 25 years since the Brundland’s report was published and 20 years since the first world 

forum (where the Agenda 21 was accepted) happened, there has been, with the exception of numerous 

polemics, meetings and conferences, done very little. As the main reason, too big expectations from the 

national and the intergovernmental administrations without cooperation, public rising of awareness, 

educating the general public and those active in the field of economy was pointed out. (Halle, Najam 

and Beaton 2013, p. 1–14)

EU has in its contribution for the conference singled out that in spite of efforts from the sides of 

government and non-government organizations in all the Countries sustainable development still is 

not a priority on political agendas, also that the goals are still not specifically defined and that there is 

simply not enough cooperation between ministries in governments. To be able to annulate the gap in 

practice it is important to stimulate wholesome strategies, public interest, raising awareness and efficient 

administration. Above all however, it is urgent to start imputing new mechanisms of coordination 

and establish an active cooperation among all involved: the government and the non-government 

organizations, local authorities, civil society and the private sector. The cooperation between the public 

and the private sector in transition to a sustainable development is crucial for EU.

The sustainable consciousness has to be introduced to all organizational structures; it needs to become 

a part of the research, development and innovativeness, teaching, learning and expert work, as well 

as, all the activities have to be carried out in graduate baby steps and goals. In addition to this, it is 

necessary to firstly focus on the local level and spread the new realisations horizontally and only then 

spread them vertically.

Due to the definitions quoted that are in fact more or less politically prejudiced, the formal specification 

of sustainable development from the point of view of the Theory of Systems or the Theory of Systems 

Management is indeed extremely demanding. Both disciplines have been developing since the 1960s. 

(Hasegawa 2013, p. 1–7)

Let us abstract the sustainable development as a management system (P) that has a multitude of outputs 

(y) in time (t). Those outputs define the economical, social and environmental indicators. The sensor 

(F) enables the detection of the selected indicators. According to the soft definition it should detect the 

economic statistics, public opinion surveys as well as the results of measurements of environmental 

physical quantities. The measured differences (e) among the desirable values (r) and the measured output 

values (y) are then brought into the controller (C). The later has to generate such inputs (u) that draw 

the output values towards the desired values (r).
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The controller in such a context has to react on both levels, on the legislation level as well as on 

the monitoring and undertaking compulsory measures (e.g. financial, tax, environmental control). 

Unforeseen disturbances (i) from the system surroundings influence the mirroring of the inputs (u) 

onto the outputs (y). The principle of system management leaning towards graduate reductions of the 

difference (e) between the wanted condition (r) and the actual condition (y) is in theory of management 

called the principle of the management system with a negative loopback (Figure 17).

Figure 17: Principle of the management system with a negative loopback  

Source: Own, 2014
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Such a weakly defined system of sustainable development is practically uncontrollable, unobservable 

and consequently instable. Some brilliant scientists such as Piere-Simon Laplace (Z-transformations, 

Theory of Probability), Aleksander Lyapunov (Theory of Stability), Norbert Wiener (Cybernetics), Harry 

Nykvist (Criteria of stability), Richard Bellman (dynamic programming), Andrej Kolmogorov (Wiener-

Kolmogorov’s filter), Kalman (Kalman’s filter), Lev Pontrjagin (maximum and bang-bang principles) 

have been working on solving these problems.

The very concept of stability could be used as an analogy for sustainable development. Let us enumerate 

only the most important obstacles for management system with a negative loopback:

 ○ measuring of the output of variables: a) there is no consensus on recruitment of the output 

variables and b) different delays in taking the measurements (e.g. from milliseconds in 

environmental measurements to several months in opinion surveys and economy statistics) 

and c) a sensor has to measure multiple variables simultaneously since it is the so called MIMO 

system in question (multiple inputs, multiple outputs),

 ○ a dynamic setting of the desired values: in addition to the emergence of new indicators (and 

letting go of the old ones) the set point values of the outputs change with time,

 ○ Building a robust and at the same time responsive and in addition to that also a precise controller 

would demand a lot of cooperation and efforts from different participants (from science to 

economy, law, organizing via concise legislation and an efficient inter-sector control as well as 

efficient implication of sanctions.

Evethough, the realisation of the concepts of the Theory of Management into a sustainable development 

seems in the present to be a distant future, there are however essential conditions such as cooperation 

and expert knowledge of the participants (civil society, entrepreneurs, different fields’ experts, legislators) 

that have to be met first.

The effect of raising of awareness and educating brings stronger and better results than the passing of a new legislations, 

declarations and regulations that are sadly going to, without a concrete change of understanding and expertise of the 

processes on the field of sustainable development that considers social interactions between the subjects involved 

that are a part of the process, stay merely mechanisms for constraint and by no means a way towards a sustainable 

development. By that we mean the development of the society as a whole that builds welfare today and the present then 

becomes a foundation for the welfare of the society of the tomorrow, where when achieving the set goals all cooperate 

evenly and equally no matter the economic or legal position, the public service as well as the executants and users.

7.3 What are innovations?

The term “innovation” has in the last decades in governmental and international documents been very 

popular. It has turned over from the educational and research institutions onto the enterprises where 

it became clear that both the world economy and especially the society depend on knowledge and 

communication. The efficiency of products, production processes and systems on all levels, all areas is 

the key for a permanent competitive position as well as for the society as a whole.
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Many authors have and are still dealing with the answer to the question What is innovation? When trying 

to make a definition we cannot overlook the term “invention” for in real life both terms are often used, 

sometimes wrongly with the same, one explanation for the two. Dictionaries in our opinion do not offer 

an adequate content line of separation between the two terms since they explain innovation as a new 

occurrence or a novelty but at the same time they explain that innovativity means something referring to 

a (significant) improvement. We could deduct that an innovation means “invention” of something new 

and innovating merely improving something that already exists but both only possible on a technical 

field. Invention is explained as inventiveness or imagination. Deducting from the later an invention 

could be a new idea or an idea on how to improve, change or use etc. something that already exists. A 

separate distinction (excluding the restriction that it has to be technical) is therefore not offered there.

The traditional concept of innovation had at first indeed been focused on the development of technology 

and closely linked to the internal research of an individual company. Lately however, the concept often 

also integrates into the remaining business spheres. (Manochehri 2010, p. 4–14)

In theory, many authors deal with trying to define both terms where a special emphasis is given 

mostly to the meaning and the content of the term innovation. Some think that innovation is an idea 

that can in time offer an added value (Bessant and Tidd 2011, p. 4–14) but most of their opinions are 

that we can only talk about innovation when it is in fact implemented in practice and gets its value 

through commercialization (Hartley 2005, p. 27–34, Verloop 2004, p. 1–142, Freeman 2002, p. 191–211, 

Achilladelis and Antonakis 2001, p. 535–588). Among the authors there is no dilemma about innovation 

being something new or improved, the differences are in determining the moment when a “novelty” 

actually gets defined as an innovation.

Mulej and others (2008, p. 8) define invention as a pre-stage of innovation by defining the invention 

as “an idea that promises to maybe someday – usually with a lot of effort and investing – become an 

innovation.” Innovation however, (according to the international definition) defines as “any novelty, 

useful according to experience and evaluation of the customers/clients”.

We can conclude that an invention is only an idea (it could be totally new or it can improve something 

that already exists) that only after a successful transfer into practice turns into an innovation. Given, 

that it is not necessary for an invention to turn into an innovation, Schumpeter (1939, p. 84)  distinctly 

divides the process of invention and the process of innovation and even believes that the later can emerge 

even without an invention.

The experience and the evaluation from the users can be equated with commercialization though. In the 

case of a positive response from the users or a positive commercialization the innovation gains its value.
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In spite of different meanings innovation and invention are indeed correlated. Invention on its own does not have 

any economic or social value until (and if ) it is implemented into practice – until it becomes an innovation. We believe 

though that innovation could not exist without a previous invention.

Because of this correlation Mulej (2008, p. 10) talks about an inventive – innovative process, demonstrated 

in the picture below.

Figure 18: Inventive – innovative process  

Source: Adapted after Mulej, 2008
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Mulej (2008, p. 10) writes the conditions for a creation of an innovation in the equation:

Innovation = invention × enterprise and entrepreneurship × integrity × management 

and leadership × staff × culture × suppliers × clients × competitors × social 

environment × the natural environment × random events / luck

Types of innovations

When classifying innovations in theory, we come across some rather different points of view that depend 

on individual research focuses.

Damanpour and Goplpkrishanan (2001, p. 18–20) are focusing mainly on product – based and process-

based innovations. They divide the first into the new products or services that are presented either within 

an organization or on an outer market and the process innovations that are divided into organization 

of production or services.

We can also divide innovations with respect to public or private interests. Innovations of the public 

interest are innovations that have consequences for a broad public; their stakeholders are usually collective 

entities such as countries, states, organizations and social movements. They are mostly innovations from 

the fields of social or political circumstances. (Wejnert 2002, p. 299) Those innovations often have long-

term or even historical consequences for they can lead toward reforms also in the field of human rights.

Innovations with private interest on the other hand have mainly influence on stakeholders that are 

usually either individuals or small organizations. Their purpose is mainly to improve the quality of an 

individual’s life or it is a matter of organizational and social reforms. (ibid.)

North and Smallbone (2000, p. 145–157) divide innovations into five main ranks namely on the product-

based and service-oriented, development-marketing, methodology – marketing ones, process and 

technology based innovations for administrative purposes.

A wide classification however is presented by Mulej (2008, p. 122–123) who distinguishes between no 

less than 20 different types of innovations and divides them according to:

 ○ the content of innovations (programme based, technically-technological ones, organizational, 

managerial, methodological),

 ○ the consequences of innovations (distinction between the radical, that wreck the given 

knowledge and the applicability of equipment and to the tiny ones that strengthen the pre 

existing knowledge),

 ○ the professional duty to innovate (the differences are in the ownership of an innovation; within 

the work related duty the owners are the employers, outside of the work related duty they are 

innovators themselves.).
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OECD (2005, p. 18-20) defines innovation activities as all scientific, technological, organizational and 

commercial steps, which lead to the implementation of innovation. Some of these activities are innovative 

per se, whereby others or not; but are still crucial for the implementation of innovation. Research and 

development understatements contain innovation activities, which are not directly linked with the 

development of a certain innovation. Further it classifies innovation activities into three stages:

 ○ Successfully ended and implemented innovation, by which a successful commercialization 

isn’t a condition;

 ○ Period of innovation activities, which didn’t yet result in an innovation implementation;

 ○ Stopping the activity even before the implementation of the innovation.

In most occasions though in the official documents the OECD systematic is quoted distinguishing 

innovations into four types, be they new to a company, new on a market or new to the world, as follows:

 ○ Product-based innovations, those include a new or improved service. Here we can find also 

important improvements of technical specifications of components and materials, incorporated 

software, customer friendly and other functional characteristics;

 ○ Process-based innovations include a new or significantly improved production or a delivery 

method. That includes important changes in technology, equipment and/or software;

 ○ Marketing innovations include new marketing methods with important changes in a form of 

a product or packaging, division of products and their promotion or evaluation;

 ○ Organizational innovations, including a new organizational method of a business practice of 

a company, organization of workplaces or organizing contacts with outer partners.

Innovations types in public services

Most research from the field of innovations and innovating models is tied to companies that can with a 

successful implementation of innovations into their operation ensure themselves a competitive advantage, 

an efficient development and also profit. Despite the fact that the value of innovation is indeed measured 

in inputs and outputs (material, human, with respect to time, financial etc.) we can still not measure 

everything according to the win/lose principle.

Public services like healthcare, education and social security cannot generate profit but they have an 

enormous impact on quality of millions of peoples’ lives. Implementation of good ideas leads to added 

value of public services, the already existing ones and the potential future ones. (Bessant and Tidd 

2011, p. 6)

Particularly in time of an economic crisis are innovations the key to good development projects also in 

the field of carrying out of public services or building of public infrastructure, not only on national levels 

but mainly on the lower levels like local communities. Those can define their advantages and recognize 

their weaknesses much easier in their development plans.
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With respect to issues of public services and the construction or maintenance /management of 

infrastructural facilities we could, according to the OECD (2005, p. 47–53) classification, briefly define 

the innovations in local communities as:

 ○ Product-based innovations, those include a good or an improved public service, where we can 

also add a new or in an important way improved infrastructure facilities, customer friendly 

services and new or importantly improved information system and such.

 ○ Process-based innovations include a new or significantly improved method of carrying out 

processes including the process of adopting legislation or issuing provisions, resolutions and 

the like. They can also include important changes in technology, equipment and/or in software.

 ○ Marketing innovations may include new methods of raising awareness of a population in the 

sense of sustainable development, a new way of charging for public services, new methods for 

promotion of the public – private partnership in the sense of co operations between all the 

stakeholders in creating a development policy and the like. 

 ○ Organizational innovations include a new organizational method of a business practice of a 

municipality or of a carrier of public services, an improved organization of workplaces and 

tasks or a new way of organizing the workload between the carriers of public services in the 

population and the like.
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Significance of innovations

Without any regard to differences in defining and classifying innovations the theory stays unified in 

the consciousness that innovations are fundamental tools of public and private sectors for improving 

competitiveness and productivity, and crucial to achieving a sustainable development of the society 

as a whole. The need for innovations is a necessity without which it is impossible to even talk about 

a development.

Innovations are naturally not something simple or could be taken for granted. Numerous big companies 

lost many projects after a change on a market occurred. (Hamel and Prahalad 1994, p. 79–117) The main 

reasons had been that they were convinced they were good enough and given the fact that they had not 

been able to adapt to the changes in their environment quickly enough. (Leonard-Barton 1992, p. 111–126)

Innovations mean big changes in organizations of all sizes and legal forms as a response to the changes 

in the environment. Bessant and Tidd (2001, p. 5) claim that the logic is very simple: “…if we do not 

change our offer (products and services) and the way on which we produce then we risk to be taken 

over by others that are going to do just that.” Those who are going to survive are the ones who are going 

to react to changes in time, focused and regularly. Especially the later is of extreme importance since 

development means that it is necessary to react to each and every change. That what was yesterday 

considered an innovation could tomorrow already be obsolete. It is vital to adapt to change regularly, 

as one goes along.

The companies where the process of innovating is a constant stay competitive and successful in their 

activity. There is however possible to detect at least two things in all of them and these are that they 

master the management of changes and are flexible enough and adaptable enough to survive at least one 

innovation crisis. (Kelley and Gibson 2010, p. 2)

It is essential for the public sector to be aware of the importance of innovations mostly for two fundamental 

reasons:

 ○ The quality of public services has an influence on people’s lives in the whole society. Without 

an innovative, sustainable, accessible and efficient public service and local autonomy it is 

impossible to even imagine a development of cities, hamlets and villages and with that of 

wholesome regions.

 ○ Innovations in public services have positive effects on access to information, a faster execution 

of services for monetary operations and for citizens/ members of community. In addition to 

that they contribute to competitiveness and innovativeness of companies.

Numerous governmental and international documents witnessed the importance of innovations. With 

their guidelines and strategies they are trying to influence the development of innovations and the 

innovating culture as well as in the public as in the private sector especially:
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a) To release the innovations,

b) To encourage people to innovate,

c) Encouraging and using the knowledge,

d) Use of innovations to solve global and social challenges,

e) Improvement of management and evaluating innovation policies.

The necessity of innovating and with this, also financing innovations has since long raised awareness 

in the economy. Progressive companies have their own sectors for research and development within 

their own organizational structure or they execute that important part of their development policies 

through other institutions. They spend a good part of their income to finance innovations and are at 

the same time trying to use numerous opportunities and financial encouragements for development of 

innovations through invitations for tender applications for governmental and international institutions 

(banks, development funds and similar). Often the problem of financing innovations appears to be in 

the small to medium size companies that are not yet established on the market or in development of 

new products or services that can take years.

Demographic pressures, bigger public expectations and strained fiscal circumstances are the reasons why 

municipalities and the public sector in general have to direct themselves into searching for innovation 

development solutions. For the key public services it is necessary to form wholesome innovation strategies. 

An execution of innovative projects or executing innovation practice or rules is impossible only from 

the budgetary resources. Therefore it is necessary to find alternative sources of financing just as the 

innovation design bases on cooperation with the private sector and on a joint search for possibilities of 

financing in numerous programmes in EU initiatives.

Innovations are a building stone of sustainable development of Smart communities (cities and smaller 

towns) and we cannot and should not characterize them as merely one of the indicators of development 

success or of an information and communications industry. They act as an interface on all the areas 

of sustainable development due to which also local communities can find in the programmes and EU 

initiatives numerous possibilities for financing strategically important innovation projects.

Hinter (2011) claims that innovation is the life blood of most organizations in the 21st century, but most 

of them regularly do things to snuff out innovation wherever it rears its head. He says that “Unfortunately, 

it’s easier to mess it up than to get it right, and the result is that employees end up confused, frustrated, 

and stifled.” and lists the following five things that a lot of leaders and companies do to stifle innovation: 

 ○ Lack of project leader,

 ○ To many layers of management,

 ○ Ignoring the brainstorming rules,

 ○ Rely too heavily on data and dashboards,

 ○ Under-resource your hidden opportunities.
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Avoiding the well known mistakes by promoting innovation sometimes means restructuring the work 

organization or/and developing o new, fresh and creating space for generating ideas and managing new 

projects. According to the fact that archival services are public and established by the law, some changes 

are not easy to achieve. But on the other way such changes could represent an organizational innovation 

by themselves. (Hinter, 2011)

Brief overview of innovation models

The problematic of innovation models demonstrated in numerous researches in the fields of innovations 

and that can roughly be divided in the closed models and the open ones presents itself mostly on two 

levels. The first is that the innovations are mostly oriented only towards the companies’ operating 

or IT development. The second is, as stated Eveleens (2010, p. 1), who theoretically explained that 

processes simply are not at a point yet where they could be used in specific situations in practical work 

of problem solving.

The closed innovation models have been and are still used mostly in big and strong corporations. The 

base paradigm of the closed innovations is namely in the conviction that successful innovations have 

to be controlled and protected from the public eye and in the (inaccurate) comprehension that they 

have within a company enough human and material resources for innovation and consequently for a 

successful performance on the market.
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The main reason for the range of dissemination of the closed innovation models has been in the 

immoderate trials of protecting the intellectual ownership and at the same time within the legally and 

politically insufficiently specified frame for protection of intellectual ownership. The problem that has 

occurred as a consequence of the closed innovation models was the lack of connection between the 

theory and practice. On one side the research centres of the academic institutions did not apply their 

research and innovative conclusions onto practice, nor did they try to market them. On the other hand, 

the big companies that needed innovations for the development of their field and for making a place 

on a market for themselves consequently organized their own research centres within companies where 

all the innovation activities were carried out in a highly restricted environment inside which no outside 

subjects were included.

Chesbrough (2003, p. 35–41) is convinced that a close innovation system does not meet the wanted 

development objectives and that companies should not rely only on their own knowledge but should instead 

also reach for the knowledge of others, at the same they should also share their own innovations that are 

not being used in their operations with the outer environment and in this way gain additional benefits. 

He defines an open innovation model as a paradigm that anticipates that companies are able to and 

should use as much of the outer as the inner ideas as well as the inner and outer ways to reach a market 

if they wish to attain a progress of their own technology.

Marais and Schutte (2009, p. 96–116) distinguish between five types of open innovation models, namely 

the Product platforming (this model bases on a discussion on a half-product or a product development 

with intent to contribute to its functionalism and the added value), the idea competition (the model enables 

a competition organizer to gain as big a number of good ideas as possible, in an inexpensive way and at 

the same time get an insight in their customers’ needs, the inclusion of customers ( that model is intended 

for including the customers into the last stage of product production or the testing of a product in which 

way the company receives the feedback instantaneously), the joint designing and developing of a product 

( a company hands over the creating and the development of a product to outside partners. Such model 

is cheaper and usually faster as an independent product development.), the innovation networks (the 

model is intended for a target oriented problem solving in relation to research and product development).

An open innovation model as an “anti-thesis to the traditional vertical integration model” (Chesbrought, 

Vanhaverbeke and West 2006, p. 1) has in comparison to the closed model numerous advantages. It 

reduces the cost of organizing one’s own research, offers possibilities for productivity improvements, 

and includes numerous stakeholders in the process of the very beginning of development, increases 

accuracy of market research and ensures a faster and simpler marketing. Its weaknesses are however 

mostly in the danger of information leaks, theft of an intellectual ownership, a complex approach to 

a supervision of innovations and selection of outer innovations as well as in the frequent corrigenda 

of the development strategies in order to ensure a bigger profit due to including outer innovations.

(Chesbrought 2003, p. 21–63)
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Figure 19: Open innovation model  

Source: Chesbrought, 2003

Innovation models are closely linked with business processes in a company and consequently coincide 

with them according to their structure. In the picture below we show the structure of a traditional 

innovation process.

Figure 20: Traditional innovation model  

Source: Murray, 2008
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Unlike the traditional model the phase model of innovation process (demonstrated in picture below) has 

a clearer structure and is for a general understanding of project development much more appropriate. It 

is a formalized process of project management that is able to oversee more development processes at the 

same time. It enables a possibility of defining, tracking and an oversight of a project in accordance with 

the decision making criteria and a series of key business decisions. It simplifies reporting on individual 

phases of a project, since it includes standard terminology, integrates business functions and at the same 

time anticipates termination of those projects which do not fulfil the expectations. Somewhat problematic 

is only the inflexibility when introducing the changes within a process (due to the conditions on a market, 

replacement of the staff or equipment).

Figure 21: Phase gate model  

Source: Murray, 2008
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In our opinion the key advantage of the phase innovation process is the structure that is because of the 

time, content and process transparency the most appropriate one for co-funding.

Notwithstanding the fact that the models of innovation are in theory adapted mainly for business 

operating, they may also be applied to the innovation activities of the public sector or local communities. 

Considering the fact that local communities do not have sufficient material and personnel resources 

for innovating on their disposal, the close innovation model is entirely inappropriate. Its unfitness is 

further demonstrated also in the exclusion of all outer stakeholders, which is from the point of view of 

the concepts of sustainable development or smart cities simply unacceptable.

An open innovation model however can meet the needs of local communities because it bases on a wide 

inclusion of all participants (the public sector, the private sector, users) and in addition to that does not 

demand huge personnel or material resources. The structure of the phase model of innovation process 

is also in addition to that simply ideal for the co-funded projects. In the period when local communities 

are struggling more and more with the financial deficits while they are legally obligated to fulfil their 

legally based tasks and at the same time reach the sustainable goals of development strategies, the open 

innovation models can offer a rather good way for carrying out the co-financed projects.

7.4 Financing innovations in public services

In the past the role of local government in the performance of public infrastructure was relatively simple. 

Local communities, provinces or districts were the primarily investors into the public infrastructure 

(energy [heating, cooling, lighting], management of agriculture, wood and building land, hospitals, 

roads, railways, public transport, schools, waterworks, garbage, air, broadband, and internet services 

for the citizens, healthy food). All this needs were covered predominantly from budget sources or with 

direct barrowing through local communities. Very common forms of financing were as well self-imposed 

contributions from citizens. Duo to the public sectors inability of covering the financial burden on one 

side and new technologies and innovation on the other side, this form of financing does not satisfy any 

more the growing needs for public standard. This means that local communities and government will 

be forced to look not just after new sources but as well after new ways of financing. At this point special 

attention has to be given to new technologies, with which local community and government would have 

to be acquainted with in order to keep on track with the progress, and innovation, which can be of crucial 

importance to sustainable development. Some experts from the field of innovation (Cooper 2005, p. 4–6, 

Kaplan and Norton 1992, p. 70, Albury 2005, p. 51–56) think that innovation are the key to survival 

of an organization, wherein it isn’t important if the organization is market orientated or it works as an 

operator or manager of public services. Cooper (2005, p. 4–6) even claims: “This is war. Innovate or die.”
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The transformation of European cities requires considerable investment. Unfortunately, the debt 

crisis seriously affected a number of municipal budgets. The fundamental problem of financing new 

development projects is that cities, in addition to the large investments have neither the resources nor 

good credit ratings for searching cheap sources of financing. Additional austerity governmental measures 

restrict resources in municipal budgets. Thus leads to congestion in the transformation of cities and 

decarbonisation, which is a prerequisite for reducing greenhouse gas emissions. These in turn have 

a negative impact on the industry to develop low-carbon sector, employment and ultimately the key 

economic sectors such as energy, transport and ICT.

The main problems in financing of innovative solutions for the development of public services can be briefly defined 

as follows:

 ○ high perception of risk for innovative solutions in the field of energy efficiency,

 ○ uncertain energy prices and political uncertainty about the price of fossil fuels,

 ○ very large investments,

 ○ long term of repayment of the investment,

 ○ limited capacity of public funds (there is no money in the budget, inability of seeking funds in the 

capital markets).

Given the strategic importance of cities it is an urgent need to find all possible financial tools for the 

implementation of development projects in smart cities and to develope mechanisms for pooling projects 

and create them attractive for banks and investors to attract long-term loans from specialized institutions 

and to develop new systems with off-balance sheet investment mechanisms of private capital and public 

private partnerships.

The main models for financing innovation projects for development of smart cities are:

• budget funding (state or municipal budget),

• combined budget funding of several municipalities for the joint project,

• budget funding in combination with funds from EU programs (there are several possible combinations: 

 ○ budget of one municipality + EU funds, 

 ○ budgets of several municipalities + EU funds, 

 ○ combined budget funds of State and Municipalities + EU funds),

• funds from EU programs,

• private equity investment – public-private partnership,

• Crowd financing.

7.5 Public private Partnership

Local communities are more and more facing the problem of financing public services, especially in 

managing and building infrastructure. The resources for financing public services are getting smaller 

but on the other side the technological development is speeding the needs of higher public standard. 
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To help financing the city development projects EU developed some programmes and initiatives. In 

their frame the municipalities can develop innovative projects and candidate for the missing resources. 

Cohesion policies together with European Fund for Competitiveness and Innovation (Horizon 2020, 

COSME) also enable development of investments in integrated energies, transport and ICT.

Despite the relatively well-conceived legislation and numerous programs of European Union from which 

they can draw on the necessary resources, local communities still have problems with ideas, preparation 

and application-oriented projects sustainable.

Crowd financing is the newest form of financing projects. It is a form of massive investment of private 

capital individuals in the project, which for various reasons, believe that the project is enough innovative, 

attractive and important. As the main “channel” for the mobilization of financial resources does the 

Internet work. Although this funding mechanism is still in its infancy, the data show that gradually 

gaining ground. Estimated investment in projects in 2010 reached €400 million in 2011 €1.2 billion in 

2012 more than 2.2 billion €. With such growth crowdfunding or crowd financing can respectively be 

classified in the ways of financing large projects for smart urban development.

The classic way of financing the construction of infrastructure from the state budget has become 

unacceptable; consequently the last three decades have brought radical changes around the world.

As a consequence of these changes two interdependent trends have emerged:

1. The withdrawal of the state from the field of infrastructure construction and operative 

management and

2. The evolving definition of the state’s role as a regulator of infrastructural activities increasingly 

provided by the private sector.

According to Milutinovič (2000, p. 442–451) in the procurement of the funds for public infrastructure 

financing, three different methods have become dominant, depending on the available resources:

a) Financing from the current revenue; it foresees that infrastructure investment expenses are 

covered directly from the current budget revenue of the local authorities or state grants;

b) Loans; comprises the covering of financial sources for infrastructure by issuing securities or 

raising loans in the capital market;

c) Public-private joint ventures, including privatisation, that involve a partnership and contractual 

cooperation of the public and private sectors according to one of the possible forms of the 

cooperation of private subjects.
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The interweaving of public and private interests can materialize in several different forms, and most 

often in the following three combinations:

 ○ Public ownership of objects and public management;

 ○ Public ownership and private management;

 ○ Private ownership and private management.

The involvement of private capital (both human and material) in public infrastructure is not new in the 

world. The centre of gravity of the problem is the protection of individual interests either in the private 

or public sector, which does not allow a true partnership and is rarely able to overcome the relationship 

of client – contractor.
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Several variants of infrastructure projects with private funding exist:

BOT – Build – Operate – Transfer

This is the basic variant, where the infrastructure is owned by the state after the project is finished. To that point it is 

owned and operated by the concessionaire/private partner.

BTO – Build – Transfer – Operate

In this variant the infrastructure is owned by the state immediately after construction. The concessionaire is rewarded 

with the right to operate the object for a limited time.

BROT – Build – Rent – Operate – Transfer or BLOT – Build – Lease – Operate – Transfer 

During the contract term the infrastructure object is put up for lease by the concessionaire.

BOOT – Build – Own – Operate – Transfer

In such projects the concessionaire is obliged to construct, finance and operate the object. In return they can levy the 

taxes and costs from the users. In such projects the concessionaire owns the object until they transfer the ownership 

to the state or the local community.

BOO – Build – Own – Operate

This abbreviation stands for projects where the concessionaire owns the object they operate and have no obligation 

to transfer ownership to the state or the local community.

Private investments in the infrastructure can be fully realized in BOT model projects. The short-form 

BOT characterizes a business relationship form, whereby the government or the local community grant a 

concession to a group of investors (a project consortium) for development, administrative and commercial 

marketing of a specific project. The consortium or the legal person who establishes such a concession-

project is liable for developing the project and managing the concession in accordance to the contract. 

The element of project development is a key element that separates this type of operation from an ordinary 

public concession. The development of a project in reality translates into the construction of necessary 

infrastructure. In a classic investment operation the investor takes charge of the entire financial burden. 

In BOT operations the financing is handled by the building contractor, motivated by the prospect of 

income from the operation of the concession to pay off any loans. 
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As the state/local community isn’t required to invest in the infrastructure, they could be expected 

to maintain a passive attitude, expecting just to collect the concession taxes or to gain from the free 

infrastructure, and use their monopoly to entice the investors to make their best offers. But of course such 

a perspective would be too simplistic. The state or the local community should be aware of the following:

 ○ In the end they will be the owners of the infrastructure and will need to ensure the continuity 

of services after the concession ends;

 ○ Due to the heavy burdens and an unequal distribution of risks, the private sector will not be 

interested in such projects unless the state ensures an environment that will be legally and 

administratively favourable for the investors;

 ○ The concession operation has to be controlled, as the issuer of the concession is obliged to 

provide the public services at a fair price.

As a result of these factors the state/local community has to display interest in the technological design 

of the project and at the same time offer guarantees and initiatives in order to even the distribution of 

risks and attract private operators and financers.

The BOT model has become a globally established scheme for larger, especially international projects. 

We could say that the model is suitable for the establishment of infrastructure for public offices that are 

based on a profit-oriented supply of services and have to be economically justifiable. The question is, 

whether the BOT model could be used as a fulcrum in order to ensure the progress and realisation of 

both large and small, difficult and simple, international and national projects, which our societies, both 

developed and undeveloped, need very badly.

All these forms of BOT model have their advantages and weaknesses. The latter lay mostly in the 

difficult distribution of risks and interests. The public owner may not want to engage in the providing 

of services, and at the same time worries about the fate of infrastructure and the respect for public 

interests if the activities are taken over by the private sector. On the other side the private partner, despite 

the entrepreneurial spirit, won’t be willing to invest in the infrastructure unless there are guarantees 

concerning the income and duration of the services. (Ilešič 2000, p. 62)

Disadvantages of BOT projects

The transition to partnership between the public and private sectors has found its legality in the roles 

taken by the public authority and the private subjects. The former is responsible for providing the essential 

services to the population according to the needs of the society. The latter service providers implement 

the services according to the cost/benefit criteria. Partnership of the two enables the association of 

both roles. Still, decisions must be rational, and the public authority needs to review all possible risks 

of such cooperation and thoroughly study the procedures of partnership formation to create successful 

partnerships (Jankovič 2006, 151).
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What’s essential in the entire process is the project itself. It should dictate the distribution of risks in 

order to stay in line. Taking charge of a risk should be compensated, and the efforts to reduce costs may 

influence the risks. A typical example is the risk of construction, which can be mainly controlled by the 

private party and therefore the insurance against that risk is reasonable. For example, the insurance costs 

can be incorporated in the construction price. In contrast, the commercial risk is often very big and the 

insurance for the risk can be costly for the private party. That is immediately evident from the higher 

price and higher subsidies in case the project is not self-sustainable. If the community takes charge of 

that risk, there is a danger that they may have to pay the compensation for the lack of revenue. Still, that 

can be acceptable if the project serves an important socio-economic interest.

The main categories of risks are (Aoust et al 2002, p. 28–46):

 ○ Technical risks (design, construction);

 ○ Financial risks;

 ○ Demand risks (exploitation);

 ○ Revenue related risks;

 ○ Higher force risks;

 ○ Macroeconomic risks;

 ○ Legal risks.

Download free eBooks at bookboon.com

Click on the ad to read moreClick on the ad to read moreClick on the ad to read moreClick on the ad to read moreClick on the ad to read moreClick on the ad to read moreClick on the ad to read moreClick on the ad to read moreClick on the ad to read moreClick on the ad to read moreClick on the ad to read moreClick on the ad to read moreClick on the ad to read moreClick on the ad to read moreClick on the ad to read moreClick on the ad to read moreClick on the ad to read moreClick on the ad to read moreClick on the ad to read moreClick on the ad to read moreClick on the ad to read moreClick on the ad to read moreClick on the ad to read moreClick on the ad to read moreClick on the ad to read moreClick on the ad to read moreClick on the ad to read moreClick on the ad to read moreClick on the ad to read moreClick on the ad to read moreClick on the ad to read moreClick on the ad to read moreClick on the ad to read moreClick on the ad to read moreClick on the ad to read moreClick on the ad to read moreClick on the ad to read moreClick on the ad to read moreClick on the ad to read moreClick on the ad to read moreClick on the ad to read moreClick on the ad to read moreClick on the ad to read moreClick on the ad to read moreClick on the ad to read moreClick on the ad to read moreClick on the ad to read more

PDF components for PHP developers

www.setasign.com

SETASIGN

This e-book  

is made with 

SetaPDF



Cities in the Global Economy

145 

Innovations for sustainability

Some of these risks are limited to the private sector, e.g. the non-remunerative investments, and some 

to the public administration (inefficiency of public offices).

It is otherwise true that the risk in itself is not a disadvantage yet. However, when we talk about 

disadvantages risks are most likely to fall into this category. They transform into disadvantages at the 

moment when we are least prepared or when we do not know how to or cannot avoid them.

In comparison to the traditional form financing an infrastructure the BOT model brings on the following 

disadvantages:

 ○ BOT projects are much more demanding than traditional investment programs, in the financial 

sense as well as in the legal sense;

 ○ A big trap is having insufficient knowledge about the BOT model and not being qualified for 

using it in the real world;

 ○ The BOT model demands clear and transparent legal regulations and foreseeable conditions 

for carrying out the activity;

 ○ The costs for preparing and financing BOT projects are usually higher than for traditional 

forms of financing;

 ○ In most cases, successful realization of a BOT project means a higher price for end-users of 

the service;

 ○ BOT projects usually create revenues in domestic currency, while creditors can also be foreign 

partners. This creates a great risk in exchange rates, currency risks and risks in transferring 

capital (Perrot J.Y. et al 1994);

Simplifying the matter we can say that the state/local community, whereby the concessionary is a foreign 

partner, does not get much or anything at all from a BOT project. The capital in which a foreign partner 

has invested into an infrastructure shall be returned them in the form of payment for services and not to 

the state/local community. However, it is true that the state/local community has fulfilled its obligation in 

ensuring public services. Besides this, when talking about traditional BOT business, the ownership and 

administrative rights of the infrastructural building are transferred to public partner after the duration 

of the contract.

The advantages of BOT projects

It is noticeable that intervening with partnerships between the public and private sectors ensures the 

operation of public services and infrastructures and offers numerous advantages although; it remains 

somewhat complicated for its realization and constant monitoring.
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A BOT project is based on a partnership between the public/private sector and investors, whose aims 

are to draw-up, plan, construct and manage infrastructure projects that are usually ensured by using 

traditional mechanisms such as public tenders.

This partnership does not only mean intervening in the private sector for financing investment projects 

on the basis of revenues from the infrastructure, but also taking into consideration the competence, 

knowledge and experience in managing the private sector for the realization and operation of public 

projects in the most effective way (Namlard 2002, p. 8).

Reducing budgetary requirements

Many times, the BOT model allows for the development of projects with little or even no usage of their 

own funds (many times, a fixed level of subventions is often needed), as private funds can be used. In 

many cases, the costs of the services can be transferred to the end-users (utility costs…). A price is 

calculated, which is close to the real cost, which is done with the aid of an acceptability campaign carried 

out by the public administration.

Some projects, which are financially profitable even enable for the establishment of new sources by 

sharing the profits amongst the contractors and the public administration (tolls, taxes…).

It is possible to develop a project without increasing the debt burdens or the affected state/municipal 

budget. Public sources can therefore be disposed of for other purposes.

The state’s image or their ranking is better and enables them to access less expensive capital markets and 

as a result also attract foreign investors more easily.

Counter value of invested funds

Besides reducing the burden on the budget, the BOT model (under the condition that we use it for 

suitable projects) allows for the optimization of projects and increasing profits for the allotted investment. 

These advantages appear in the following elements:

 ○ Linking and synergy during the planning, constructing and operational phases. Of course 

under the conditions that we have all three phases under one tender;

 ○ Innovation plan, reengineering and effective management;

 ○ Emphasis on the quality of the service for the end-user;

 ○ The way it is dealt with, which tries to reduce the total costs of the project throughout the 

whole life cycle: investment + maintenance + operations;

 ○ Better usage of capital and creating additional revenues.
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The optimal distribution and transferring part of the risks to the private sector

Projects regarding public and private partnerships almost always bring on a really high level of risks. 

Especially, because of the great financial amounts that are at stake, because of the uncertainty related to 

the costs of construction including operations and the uncertainty of revenues. The financial construction 

within the framework of the BOT model is based on the adjustment of distributing the risks after these 

have already been identified and enables that a certain part are transferred to the private partner if they 

are easier to control than the public administration.

The public administration can greatly reduce their exposure to risks, whereby in spite of everything it 

ensures the optimization of the project in this area.

Realistic development and being in command of the costs

The financial construction of the BOT model in the public administration enables for a better evaluation 

of the real costs of the project. A precise and real evaluation of costs is also necessary for the sheer 

promotion of the project as it aids attracting financing in the form of capital and loans. With its aid, we 

can avoid the cost deviations of the project, which are frequent in public infrastructure tenders. With the 

transfer of responsibility to the private partner in a BOT model, we can also avoid the undervaluation 

of real costs ex ante. Real costs enable for a comparison with the standard, which can serve as a basis 

for improving the quality and effectiveness of other public services in the future.
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Economic and social benefits

If the worries of the participants are merely of a financial character, then the BOT project will most 

certainly suffer as a whole. We must not forget that the economic and social benefits must stay at the 

forefront of the partners’ interests in the BOT project especially, because the project will be financed to 

a great extent from the revenues that will originate from it. It must be planned in a way that the best 

service for the best price will be ensured, which will satisfy as many end-users as possible.

The principle, which is hidden behind the term partnership between the public and private sectors, 

is based on the fact that the public administration remains responsible for the services it provides for 

its citizens and is not necessarily responsible for the investments themselves. This is how the public 

administration with the help of a financial construction in the form of a BOT model can relieve the 

burden of investments by devoting itself, above all, to the quality control of the service. On the other 

hand, the private partner possibilities in optimizing its investments (which is their job) so they can 

ensure the quality that is being demanded.

Fast realization and the reliability in executing the project, which stimulates economic development

If the project was evaluated as being beneficial to society, its installation in the form of a partnership 

between the public and private sectors can allow for the acceleration of its final realizations. At this level, 

the decision to a great extent depends on the disposability of budgetary funds, which can also be the 

reason for its postponement to a later date.

In this case, the projects get a more political dimension. On the other hand, its quick realization will also 

ensure a quick benefit for society as well as for politicians who connect a certain name with a certain 

project. This holds true regardless of the level of development in a country, which realizes its projects 

on the basis of partnerships between public and private sectors.

The modernisation of the economy and the indirect benefits

By accelerating the realization of projects, we also enable the acceleration in modernising the economy. 

Developing infrastructures and implementing new technologies is faster and because the realization of 

projects is directed towards the quality of the service it is more possible to take into consideration the needs 

regarding demand and adapt them to development more quickly resulting in enabling fast modernisation 

of the economy. The result is numerous indirect benefits for the country’s economic development (i.e. 

higher standard of services, the use of environmental protection and modern technologies and the 

implementation of technical knowledge, etc.)
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Access to financial markets and development of the local financial market

The use of private forms of financing for environmental protection projects has a completely positive 

macroeconomic financial effect for countries in development. Their access to financial markets is 

improving. By obtaining international capital, they strengthen the country’s image in markets and they 

base themselves on huge operators, who have privileged access to international markets.

The private form of financing enables for a timely development of the local financial market. These 

complex constructions actually limit the number of financial sources and are often effective as a catalyst 

for the local market, which has to modernise and adapt itself.

Social advantages: improving public services

If we enable for a better identification of costs and a reduction in budgetary expenses for public 

administrations, the big project constructions under the BOT model allow for a better concentration of 

funds for financing that part of the project, which they have to ensure themselves, but is not profitable. 

Freeing up financial sources for other public services where a partnership between the public and private 

sectors is not possible or is possible just in a smaller form (healthcare, education, social protection, etc.) 

can allow the public administration to direct its funds and energy towards other social tasks.

Enabling lasting development

Contrary to widespread belief, intervention via the private sector with the BOT method can enable better 

consideration of all dimensions in development. The construction of infrastructures, which are necessary 

for the proper operation of public services, demands a great amount of investment and flexibility for 

operations. BOT models enable for faster realization of public services and lower costs for public finances. 

On the other hand, entire public service cooperation with huge international groups means accessibility 

to the most modern technologies, which take into consideration the needs in the development sense, 

adapt themselves to the regulations around the world and are capable of innovating and adapting their 

offers in developing needs in the area of public services.

The implementation of the BOT model also enables for solutions that are better adapted to the demands 

according to the quality of the service, economic capacity and the public administration.

The role of the state in concentrating on their initial tasks

As the BOT model frees up the public administration from its administrative tasks, it simultaneously 

allows for it to concentrate on its initial tasks. As a result of this method, it can identify the needs and 

costs for public services more easily. It can also, in a very effective way optimally evaluate the level of 

public services, which the society wants and the costs involved. As a result, it can decide on economic 

and social effectiveness more easily.
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Technological benefits

BOT projects enable for the arrival of important professionals with international experience such as 

constructors, operators, engineers, legal advisers, systems analysts and financial analysts, etc. We can find 

these professionals alongside private partners as well as in public administrations. This has resulted in an 

important transfer of technologies, know-how and experience, which can be seen in many areas such as:

 ○ Construction and systems for optimizing economic consumption (it is possible to offer the 

most modern technology and it is possible to adapt to local attributes);

 ○ Managing the project and economic consumption; 

 ○ Financing engineering;

 ○ Institutional engineering;

 ○ The quality of software (The operations of the majority of industries in the economy has 

significantly changed with the forceful penetration of internet technology and as professor 

Leskovar states, the paradox of is that individuals and organisations are forcing themselves in 

the intense usage of program equipment, which frequently changes, is not user friendly for 

the entire population and is expensive (Leskovar 2000, p. 491–496);

 ○ And many others.
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The transfer of technologies, know-how and experience first occurs in local companies that directly 

cooperate in projects as well as the rest of the companies at the local level. It also has an influence on 

the administration, which monitors the project, the local financial organisation, etc. An important factor 

is certainly the training and qualification of the local labour force. Foreign international companies that 

are part of the project will especially try to focus on the local labour force who they will adequately train. 

On their part, they will only send the most necessary group of staff, who are necessary for completing 

the transitional phase.

The new role of public administration

The political advantages that originate from this are certainly not negligible. By directing public 

administration operations towards their initial tasks and intervening with the partnership between 

the public and private sectors, once again it is possible to define their role as a subject that directs and 

supervises and no longer as a subject in the role of owner and manager of property. Besides the benefits, 

which these projects bring to society, they also enable for stimulating the development of effective 

services, which have been better adapted to meet the demand. As a result, public administrations come 

out on top because they ensure a better quality of services, by directing its funds in way that takes into 

consideration the social points of view more strongly. Furthermore, implementing BOT projects allows 

for the rethinking of the distribution of roles between the public and private sectors.

The assignment and “non-resignation” functions

BOT projects allow for alluring private investors, whereby connecting public projects with personal 

profit does not occur. In essence, we can define BOT projects as delegating the implementation of public 

services for a defined period of time. Just as well it does not alienate public property within infrastructures. 

Infrastructures, that had already existed before the contract and new ones as well that have originated 

on the basis of concessions in fine, become owned by the administration that gives the concession.

The public authority preserves its function in appointing public service projects and assures their legal 

regulation.

A partnership between the public and private sectors allows for the preservation of the essential “public” 

part of these services and avoids the accusation of saying that it is “giving” the property to foreigners 

or third parties.
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Stability

The above described social and economic advantages evidently positively influence economic and 

politically stability, as well. Besides this, the contracts are signed for a period of time that is longer than 

the political mandates. In general, public services are, directly as well as indirectly less touchy for the 

outcomes of “elections”. The maintenance and the quality of services are also less subject to this type of 

risk and the projects must show a true social-economic character in order to be chosen. On the other 

hand, with the improvement of public services without any excessive pressure in the area of taxation, 

BOT models conjure up economic and social stability.

In spite of this fact, it is worth emphasising once again that it is necessary to avoid rashness.

It is essential that we take enough time to prepare society and administrations really well, foresee the 

time period of transition so people can come to terms with the fact that it is necessary to pay for the 

service (or at least a part of the service) and that we ensure good regulations, which will help us prevent 

immoderations.

Conclusion on Public private partnerships

BOT projects are a specific combination between traditional projects and ones with concessions. However, 

in spite of the many advantages it is especially necessary to take into consideration the basic methodologies 

of BOT projects, which are:

 ○ Well structured financing of the project in the framework of a partnership between the public 

and private carriers enables for the improvement of this project. Moreover, the incorporation 

of the financers is a guarantee for their quality and optimization. However, it cannot ensure 

the life cycle of the project, which in itself does not have sufficient economic and social good;

 ○ Financers closely monitor the quality of the participants and the quality of the project and the 

project’s environment: the institutional and economic framework, the quality and incorporation 

of builders, the legal and technical abilities of the concession giver, and the economic parameters 

of the contract…;

 ○ The ad hoc structure of the company for the project is also important, which is the project 

carrier and connects the active items of the project and links up the partners in the project;

 ○ The intervention of the public administration in the area of financing the project, which is 

in the form of a partnership between public and private carriers is often times necessary and 

founded because of their social-economic interest. Intervention is only possible with the input 

of assets, funds or guarantees;

 ○ The traditional forms are no longer adapted to levels of risk (few assets, revenues are founded 

only on the flow of funds, which are evaluated with a specific level of uncertainty), the value 

nor the duration of the partnership between public and private carriers.
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BOT projects are also effective for the state and local communities and are the best possible method 

(with the lowest costs) for building a public infrastructure and realizing its usage in the economy by 

ensuring the best possible services. The reason is in the lack of funds as well as in the lack of adequate 

human resources. In the case of a BOT project, where the concessionary is a foreign party both the state 

as well as a local community will have to come to terms with the fact that the profits are going to go 

abroad. Evidently, this problem will have to be solved somewhat pragmatically, especially when legitimate 

interest for implementing a public service project exists.

Last but not least, we cannot and must not forget the end-users (thus the citizens). For them, BOT 

projects are going to represent two different sides of a coin. Legislation will represent quality and an 

undisturbed service, which by all means will satisfy it. The other side of the coin represents the payment 

aspect for its implementation. Regardless of the fact if the concessionary is a foreigner or a domestic 

legal person, the service will have to be paid for. The price will be higher than in the case if the state/

local community would carry out the activity in another form (for which it will probably not have the 

human resources or the funds). Not only will the profit have to be paid for but also the interest on the 

capital, which the concessionary will take.
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The end-users will simply have to radically change their standpoint on service consumption in which public administrations 

have assured in one form or another and it will be necessary to come to terms with the fact that services simply cost more.

The latter is of course necessary to add an awareness of the importance of sustainable and balanced regional 

development, but without the support of adequate resources (both material and human) it remains just a wish.

7.6 Smart municipalities

Forming different strategies in order to reach urban growth in metropolises of different regions had at 

first been based on information – communications technologies (IT) and has consequently caused a vast 

range of research in the field of urban development, urban innovations and IT sector innovations. An 

undue prominence (merely) in the field of IT as the main (and the only) foundation for the assessment 

of urban development has avalanched critiques out of which we can read out that such a strategy of 

development neglects numerous other possibilities of development of cities and at the same time it 

underestimates the negative influences from the new technologies (Hollands 2008, p. 306–319). Paskaleva 

(2009, p. 405–422) and Odendal (2003, p. 585–607) claim that the advantages and the possibilities offered 

by IT in fact do need to be used however; the urban development has to be built on perspectives that 

enable integration of more participants, more sectors and more levels.

The definition of a “smart city” that has for long been tightly linked to IT development has started to 

change and supplement. Komnitos (2002, p. 337–355) believes though that is mostly due to distinguishing 

between the terms “smart city” and “ digital city” where he defines the later as an intelligent city that 

is oriented in a strong integration of three main dimensions of intelligences existing in a city, namely 

the human, joint and artificial intelligence.(Komnitor 2006, p. 17–18, 2008, p. 122–123) A special 

characteristic of an intelligent city that is to say a highly developed area of innovations that are in addition 

to the ability to solve new problems, the main characteristics of intelligence. (Komnitos 2006, p. 53–61)

We are convinced that merely setting a line of division between the smart and the intelligent cities was 

not in fact the only reason for redefining the definition of smart cities. The more likely reasons could be 

in establishing that the innovations only in the field of IT and a revolutionary development of the sector 

were simply not enough to achieve the wanted effects as well as in the deficit of an active cooperation 

of multiple sectors which would contribute to a more even development of cities.

The concept of a smart city differs from the concept of digital or intelligent cities by focusing rather on 

the human capital and education as a driving force of an urban development than simply on the role of 

the IT infrastructure. (Jung, Phaal and Sang-ho 2013, p. 286–306)
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Nor the definition nor the concepts in theory on their own are unified which is no surprise considering 

that the goal is to achieve a sustainable development for which again there is no unified definition. 

Some authors have been, when setting the priorities of the concept, leaning towards a more efficient, 

sustainable and a live model of urban development that has a fundamental vision of environmental and 

social durability. A smart city is therefore simply called a sustainable city. (Cozens 2008, p. 429–444, 

Marshall and Toeffel 2005, p. 673–682)

Having stated that, the fact that the concepts of development and consequently the definitions are indeed 

changing due to the additionally acquired knowledge, innovations, possibilities and last but not least the 

new, different needs of people as well as of the environment, should not be overlooked.
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Zygiaris (2013, p. 218–224) claims that a smart city is a “generic term describing an innovative urban 

ecosystem based on information technology”. As a help to the designers of innovation ecosystems he 

conceptualizes a model constructed of seven areas within which the cities should find their priorities, 

put them into action and in such a way accomplish a sustainable development. The areas he defines are 

the following:

 ○ A city ( a tradition of their own, an identity of a city, smart priority tasks, people as the driving 

force of cities and the behavioural impact on the city’s historical and cultural heritage.)

 ○ A green city ( new urban theories with an emphasis on environment and natural resources 

protection)

 ○ Networking ( spreading of the green economies and the broadband economy)

 ○ Responsiveness ( a new generation of the interactive technologies)

 ○ Free integration ( open source internet services)

 ○ Applicability ( infrastructure, smart networks, gaining energy from recyclable sources and 

the like)

 ○ Innovations (creating a fertile innovation environment for new business opportunities).

A smart city should by content mean a modern, urban centre in which the development would with intent 

to increase the competitiveness run equally in the IT area as well as in the social and environmental areas, 

claims Caragliu (2009, p. 2–14). It is necessary however to take into the consideration the six important 

factors in order to be able to call a city smart. If we summoned up the results of the final report on the 

smart cities prepared by the Centre for regional sciences at the Vienna Technology University (2007, 

p. 10–12) we can establish that they are in some way consistent with the traditional and the neo-classicistic 

theories of urban growth and development. Especially, since they are based on the theories of regional 

competitiveness, transport, IT, economy, the natural resources, the human and social capital, the quality 

of living and cooperation of citizens in city management. We can therefore say a city is a smart city 

only when the investments in the human and private capital as well as in the traditional and modern 

communication infrastructure enable a sustainable economic development, a high quality of life and a 

wise managing of natural resources with a cooperation of the inhabitants.

In the direction of smart cities there are a lot of efforts at European level in research and financial 

programs and supporting initiatives. Definition “smart city” by itself and its content in form relate 

primarily to large or medium-sized cities. With regard to the high concentration of people in big cities 

these efforts are understandable.

However, we believe that even small local communities are an important part of society and they should be treated just 

as seriously as the big cities, especially in regions where there are no metropolitan areas and the population is inhabited 

in many smaller local communities.
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In ensuring sustainable development, both big cities and small local community has substantially the 

same functions in terms of development of regional competitiveness, transport, ICT, economy (in small 

rural municipalities Agriculture is also an important factor), natural resources, human and social capital, 

quality of life and citizen participation in the management of the community in which they live.

Thus, large cities and small municipalities are obliged to provide public services, both economic and non-

economic. Commonly to a lesser extent but still the well-being of the population in small municipalities 

is also measured by the quality and accessibility of public services.

A quick comparison of non-economic areas shows that large cities usually have universities, opera houses, 

clinical centers, etc. Small municipalities that do not have (what actually no one really expected), but 

there must be guaranteed at least basic health care and basic (sometimes even secondary) education. 

Usually the smaller places traditionally have their local theater or performance spaces.

If, as the main problems of big cities air pollution and the environment due to industrialization and 

transport and uncontrolled release of greenhouse gases can be considered, the main problems of rural 

areas and small towns definitely are pollution of groundwater by herbidici, poor accessibility (road 

networks, broadband) and the impact of climate change on agriculture.

It is certain that both big cities and smaller municipalities have the same needs. The difference is only 

in the setting of priorities and due to small size (both territorial and demographic) the size of the 

investments. In doing so, we should not ignore the following facts:

 ○ large cities have several options for implementation of high technology and promoting 

innovation because they have more resources within reach (both financial and human),

 ○ most of the research in the field of urban development relates primarily to the metropolis 

and big cities. Medium-sized and small cities, where the development rules are different (in 

the struggle for competitiveness they have less critical mass of resources and organizational 

options) remain insufficiently explored.

Promoting sustainable and smart development of major cities, disregarding the different needs of the 

population of small towns or medium-sized and smaller cities could eventually lead to excessive migration 

to large cities and the abandonment of activities which are typical for the smaller villages (disappearance 

of traditional crafts, etc.) and culture. That could also mean supersaturation of the population in large 

cities and regression instead of the development of small towns.

This problem is well known in the abandonment of agricultural activities and migration of population  

in larger cities. Analogy smart cities and smart municipalities (smart communities) is consequently a 

logical and urgent need.
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