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Preface

Looking at business through an economic perspective can provide a more complete picture
of the relationship between society and the markets. In microeconomics, one learns about
how the decisions of individuals can affect trends in business. The emphasis is on the sys-
tem as a whole and is used as a tool to examine business at a national or global level. Being
able to see the “forest through the trees” without losing sight of individual parts of the busi-
ness landscape is an important leadership skill to have. Economics helps leaders create more
effective business strategies.

With a more holistic view of the interrelationships between individuals, markets and the
larger economy, leaders can make more informed decisions and guide their organizations to
higher profits. Understanding past trends in light of today’s particular challenges can mean
making more powerful contributions to company goal-setting. In addition, a wider knowl-
edge of economics also allows business leaders to create more persuasive arguments when
attempting to affect positive change within an organization.

Therefore, this book is organized into three sections.

The section on Theoretical Framework at the very beginning deals with multiple theoretical
analyses of international business management and represents a contribution to the under-
standing of the complexities and independency of different protagonists and players to
bring the economy of a country to higher levels of equilibrium. It means reduction in unem-
ployment and increased per capita incomes of people, especially of the low and middle
class, who will consume, save and invest more that would lead to higher employment lev-
els. This would ultimately lead to the maximization of total economic welfare, in other
words, meet Maslow’s conditions of needs.

The section on Management of Companies begins with the chapter that highlights the fact
that interest and initiatives related to Social Responsibility—ISO 26000 and the EFQM Excel-
lence Model have increased over the last decade. Strategic management models are the
frameworks for achieving sustainable growth and sustainable competitive advantages. The
purpose of this chapter is to trace and define the relations between several EFQM (European
Foundation for Quality Management) criteria and the components of ISO 26000 as well as
total responsibility management and interrelationships between organizations and their
stakeholders. In the light of the analysis, the systemic and holistic EFQM model may be con-
sidered as a tool for governance and implementation in the corporate strategy according to
ISO 26000 recommendations. The chapter also considers that the social responsibility per-
spective is a key element of the EFQM Excellence Model, which includes stakeholders and
potential contributors to sustainable development. Organizations are paying more attention
to continual quality improvement and the implementation of the EFQM Excellence Model
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including social responsibility models, and their interrelationships will reflect the real and
potential synergies like sustainable competitive advantages, sustainable cooperative advan-
tages and sustainable cooperative excellence in the future.

The second chapter in this section proposes an Enterprise Business Intelligence (BI) Maturity
Model that involves thirteen key process areas (Strategic Management, Performance Meas-
urement, Balanced Scorecard, Information Quality, Data Warehousing, Master Data Man-
agement, Metadata Management, Analytical, Infrastructure, Knowledge Management,
People, Organization Culture and Change Management). The key objective of this chapter
was to investigate the impact of the Enterprise Business Intelligence Initiative on demo-
graphic factors such as the age of Bl initiatives, organizational size, number of IT/BI employ-
ees, type of industry and revenue of the company. Results show that the age of Bl initiatives,
organizational size and number of IT/BI employees are related to the BI maturity level,
while the BI maturity level has a significant impact on the revenue of the company. Results
also show that the type of industry has no significant impacts on the BI maturity level.

The section on Management of Cities consists of three chapters. The first chapter in this sec-
tion highlights the fact that exposure to new sources of competition across the world encour-
ages cities to become more competitive and to allocate their resources more effectively and
efficiently. Responding to the demands of many different groups and managing the alloca-
tion of resources between different claims have become nowadays among the most chal-
lenging tasks for city governments. In order to reach their development goals, cities must be
aware of where they are starting out. First, they should identify their strengths and weak-
nesses and after that define the position they want to strive for in the future. Once this posi-
tion is defined, they need to become aware of the significant trends and other factors that
will influence the direction in which the future unfolds. To overcome the challenges men-
tioned, many successful European cities designed a model which simplifies the monitoring
of long-term goals. It is very important that these goals are consistent with the city’s devel-
opment vision and strategy, and both must be based on values, wishes and priorities of local
residents.

The second chapter in this section introduces the fact that cities represent the driving force
of development in economic, social and cultural life, reflecting also the spatial organization
of human society. Taking into account the fact that cities are becoming generators of eco-
nomic development and a source of growth for the national economy, there is an increasing
urge to identify the stages of development and to establish a system for the ranking and
positioning of cities and regions in this process (the level of categorization). This will allow
for the preparation of appropriate strategic and development guidelines for cities and urban
regions. In order to be able to compare the level of their efficiency in fostering development,
there is an intensifying need to develop indicators, which can measure the performance of
cities, are representative and comparable between countries, and allow verification to oth-
ers. At present, there are many different urban indicators and institutions that compile and
analyze them. Performance measurement systems, developed for internal use in some cities,
already show a degree of measurement feasibility. The fundamental problem is that this va-
riety of indicators lacks consistency and comparability (over time and between compared
cities). Therefore, their use cannot be approved in a wider context (benchmark) of compara-
tive situations. In the case of medium-sized cities, one needs to question the applicability of
the methodology and indicators, used mostly for large, global cities by internationally recog-
nized institutions. With the established set of indicators and assistance of computer pro-
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grams for multi-parameter decision-making processes (AHP), this chapter also seeks to
investigate comparisons between performances of selected European cities (on a qualitative
basis).

In the third chapter of this section, authors discuss the development and effects of foreign
direct investments on local communities of Slovenia and Serbia. Based on data gathered
through a questionnaire, a comparative statistical analysis was used to find stylized facts,
which could be a sign of a different stage of transition in both countries. The study was con-
ducted at the end of 2014, and the sample consisted of 66 communities from Slovenia and 61
communities from Serbia. The study proves that the more progressive path of transition in
Slovenia was not offset by a significantly higher level of foreign direct investment activities.
In both countries, however, foreign direct investments proved to have mostly positive ef-
fects on the economic development of the local communities concerned.

Finally, I would like to thank InTech publishing company for giving me the opportunity to
become the editor of this book. I appreciate that they believed I could provide the necessary
knowledge and technical assistance. We together managed to find the other great colleagues
that contributed to this book. I thank each of them for their valuable contributions that re-
sulted in this book; I think that it will be an asset to the professional community. I also wish
to thank our technical reviewers and colleagues at InTech. We could not have done it with-
out you.

Vito Bobek
University of Applied Sciences FH Joanneum, Graz, Austria
University of Maribor, Slovenia
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Chapter 1

A Theoretical Framework (Modelling) for International
Business Management

Schapour Zafarpour

Additional information is available at the end of the chapter

http://dx.doi.org/10.5772/60903

Abstract

The international business management is one of the most relevant parts for the
development of the countries and at the same time the most complicated matter in
this complex. There are many economic players on different levels with different tasks
to achieve the final goal of the economy in a country, depending on the level of
development [1]. The need for managing international business arises in the flowing
areas or levels: 1. The international framework with all the institutions and organisa-
tions that determine country’s economic and support policy in emergent situations.
2. Impact of globalisation on international and national policy and activities. 3. The
national framework, which fairly complicated because there are many active players:
a) National economic policy: understanding it and the environment for trade
activities. b) National economic structure and competiveness of the domestic
companies. ¢) International management capacities. d) Local or regional environment
and conditions for the companies. e) Focus on the world market conditions and their
development

1. Real trade activities in general and special types of countries. 2. Financing possi-
bilities of trade activities according to the financing infrastructure (financial market)
in countries. 3. Benefit of trade balance to national development and economic welfare
of the people in countries concerned particularly: a) Increasing of the purchasing
power of the people, i.e., per capita income, b) Creating more employment opportu-
nities

Keywords: International institutions, international organisations, globalisation
process, national support for international trade, international management, trade

activities, benefit of international trade activities on national development

I m EC H © 2015 The Author(s). Licensee InTech. This chapter is distributed under the terms of the Creative Commons
Attribution License (http://creativecommons.org/licenses/by/3.0), which permits unrestricted use, distribution,
and reproduction in any medium, provided the original work is properly cited.



4 Perspectives on Business and Management

1. Introduction

The aim of this paper is to show and to interpret the real motivation of international trade
business with all the benefits, barriers, and problems. The model we propose illustrates our
approach to International Business Management. Our proposed theoretical framework could
be easily applied and would probably hold good in practically 80%—90% of countries.

The international trade management is the backbone of every economy. This implies that the
trade balance of a country heavily influences the economic development of the country.

The process of managing international business is not an easy one because there are many
problems and barriers that need to be overcome to reach the ultimate goals of national
economic policy, i.e., the economic welfare of the people, which implies a low unemployment
level and a higher purchasing power of the income earners to meet their basic needs (for greater
details, see discussion by [2, 3].

Our model demonstrates the complexity and independency of different levels in international
business management. Each level has different goals and directions.

Level 1: International framework

— Financial institutions

— Organisational institutions

Level 2: Globalisation

Level 3: National objectives

— DPolitical stability

— Infrastructure

— Trade policy

Level 4: Location

Level 5: Company

— Company structure

— Decision-making process (management)

— World market conditions

Level 6: Foreign trade activities

— Basic

— Special

Level 7: Foreign trade financing

— Short term

— Medium term
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— Long term

Level 8: International business

— Reduction of unemployment rate

— Increasing purchasing power

— Welfare in the countries

2. Level 1: International framework

At this level, we have two kinds of organisations with the objective to develop the world trade

activities and to improve the world market sales.

International

Process of
Globalisation

National
Framework

Conditions

of Location

International

Management

Framework

1

Financial Trade
Organi- Organi-
sations sations
| |

World Bank || WTO/GATS
EIB, ECB EU, NAFTA
IMF, FED TTIP ...

EMS/EURO

AR

Improvement of

IR
Int. " Comp.
Marketing| Fin Strategy

Sales Market Structure
(Demand)

Cross Cultural
Management

.

Improvement of
Production Structure

(Supply)

Intercultural
competence

Social
competence

Professional
competence

Foreign Trade Activity

| Foreign Trade Financing |

Basic Forms Special Forms:
*Export «Finishing Process
*Import *Production under Licence
«Transit «Direct Investments

r -Cooperation

i
Increase of Creation of Utilisation of
Purchasing Power [« Jobs Capacity
— Rates of 1 (Country/Company) [
— GDP per capita Unemployment - Reduction of Costs

Figure 1. International business management

© S. Zafarpour
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2.1. International financial institutions

The World Bank, International Monetary Fund, National Reserve Banks, European Central Bank, and
other National Financial Institutions

These organisations can and do support only the countries (infrastructure, etc.) and not the
individual companies. The country has to apply for their financial support. The support always
depends on accepting the laid down conditions (e.g., restructuring the country) of these
organisations. The importance of there is now visible in the current economic and financial
crisis. We must note that these financial institutions work on the benefit for the financial
market.

2.2. Organisational institutions

2.2.1. WTO, EU, NAFTA, MERCOSUR, ASEAN, etc. (TTIP)

The task of these mentioned trade organisations is to create standards and free competition on
the world market. However, countries with more political or economic power do and can
influence the rules and get more favourable treatment.

3. Level 2: Globalisation

The phenomenon of globalisation has practically started some thirty years ago, coming down

from international institutions. It was a copy of the U.S. success model of neo-liberalisation

policies. Many EU countries did follow the model. The globalisation is a process and has

following preconditions:

3.1. Change of economic policy

* Deregulation of employment markets

* Privatisation of nationalised companies

* Reduction of taxes for earnings and property incomes

* Low inflation to avoid the inflation of monetary capital

* Simplification of the international capital flows

* Improvement of the chance to success for companies to create an attractive climate for
investments

3.2. Liberalisation of international trade and capital

* Simplification of trade in goods and services as well as the transfer of capital

* General Agreement on Trade and Tariffs (GATT) of 1948 was basis for the worldwide free
movement of goods
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* WTO (reform of GATT agreement): from 1993 to 1999.

* Facilitation of to the movements of good and regional free trade zones (e.g., EWR, NAFTA,
MERCOSUR, and ASEAN)

* Further liberalisation of the capital flow

3.3. International standards and norms

* Efforts in harmonising the technical production standards to be able to push the transna-
tional processing trade (car industry, amperage of white goods, configuration of copy
machines, and printers)

Following these conditions, we do have some advantages and some disadvantages:

Liberalisation of domestic markets: The national property does not belong to any current
government but to the people of a country. The governments are elected to follow the needs
of the people and not to follow personal whims and interests of the people or the interests of
financial markets. Privatisation could support corruption and nepotism.

The globalisation has altogether different impact on politics, people and national economies.

3.4. Process of globalisation on companies

The process means liberalisation of four markets
* Capital market

* Labour market

* Information market

* Technology market

Size of company Strategy Problems Task of government

o ) ) o Shifting the jobs to abroad Support of passive foreign
Multinational companies Internationalisation . . .
(low-cost countries) direct investment

Tax relief and support of
Lack of competitiveness to
Middle-sized companies Regionalisation . o active foreign direct
compared with multinationals )
investment

Improvement of domestic
Small-sized companies Specialisation Lack of cheap capital )
capital market and cheap loan

Table 1. Globalisation process has different impacts depending on the size and strategy of a company
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4. Level 3: National objectives

This level is perhaps the most complex level because of complications that result due to the
multiplicity of factors, players, goals, and strategies. It is expected that all of them that they
create the best congenial conditions for international trade and business.

4.1. Political stability

Political stability is absolutely necessary for foreign trade activities of a country. It depends on
and must thus be is based on ownership laws

* that must be written down in the constitutional laws

* that are totally independent of the three national institutions
o Justice
o Executive
o Legislative

The following picture shows us how important political stability is.

______* political stability

economical stability

b social stability

purchasing more jobs
power

Figure 2. Importance of political stability for the countries

© S. Zafarpour

Political stability is necessarily based on economic stability. Economic stability is based on
social stability. Social stability in turn depends on low unemployment rate and purchasing
power of the per capita income of the people (currently many countries in crisis days are faced
with frequent strikes and labour unrest due to the lack of two).
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4.2, Infrastructure

4.2.1. Material infrastructure

This must essentially need to be improved, built, and maintained in the country (e.g., roads,
harbours, railways, airports, bridges, etc.). It covers the needs of the people and the companies
(reducing the transport costs to become more competitive).

4.2.2. Institutional infrastructure

These are financial institutions on microlevel within countries (banks, insurance companies,
and financial markets) that respond to the domestic market needs (of the people and compa-
nies). On the other hand, they pay taxes to the government. With these taxes, the government
can cover the needs of the macroeconomy.

The building of a capital market in a country depends on the policy decisions (centripetal or
centrifugal) of the government.

COMPANY

competitive

demand/
products

purchasing power

improvement of
national
conditions

material

Cheap
loan
— CAPITAL

foreign trade infrastructure

policy
—
GOVERNMENT

political stability

more
investment higher

competitiveness

optimal utilising
of the company

higher
Tax-declaration

ical stability

social stapility

purchasing
power

©S. Zafarpour

Figure 3. Significance of the domestic capital market for the development of a country
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* Companies need demand and purchasing power as well as improvement of national
conditions to get competitive products, higher competiveness against other companies
(economy of scales), higher export, optimal use of the companies’ capacities, and higher
profit.

* Higher profit could be invested in capital market, which means cheap loan and more
investment for the companies.

* Companies with higher profit pay more taxes to the government.

* The government can get higher taxes for investment in political stability, economic stability,
and social stability.

* On the other hand, the government can invest in institutional, material, and personnel
infrastructure.

4.2.3. Personnel infrastructure

Personnel infrastructure is the quality and quantity of professional educated people—in
private and government sector —in a country. The government has a relevant role in allocating
the resources and to support the sectors in quality and quantity term.

The best hardware does not work without software and the best software does not work
without hardware. The country should thus educate the future decision makers in professio-
nal, social, and international competences. This is the key of success in international business
management.

4.3. Trade policy

Trade policy depends only on elected government. It could be progressive or digressive. The
government may (or may not) support the companies (financially) in active and passive trade
activities. The national frameworks for companies in international business may differ from
country to country (e.g., state guarantee for international trade of the companies).

5. Level 4: Location

The location is essential for the success of a company. Companies are located in different areas
with different conditions for different products. The selection of the right location has a direct
impact on the transportation costs, which means being more or less competitive to other
companies.

Conditions and factors of location are different on the mezzo level between macro and micro.
That is a tandem between government tasks (responsible for infrastructure) and company
needs. Many companies of any size get problems because they are not at the best matching
location. The following picture demonstrates the importance of the location in general and
regional determinants.
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| determinants for selection of location |
[

| }

___ I general selection regional selection
factors factors
_.I raw material I_ | quality & quantity of
traffic infrastructure
I
—'| energy sources I— +{ tax & other local
expenses

—-| sales market I— |

—| price of ground |
__| labour market I— |
| | quality & quantity of
labour

I
_| environment duty |

Source: modified S. Zafarpour | | agglomeration
effects

Source: modified S. Zafarpour based on Wirtschaftsgeographie 1 (Schatzl L. /Wagner H.G.)

Figure 4. General selection factors for location of businesses

6. Level 5: Company

The company is the fundamental and essential unit in international business and trade
management. There are too many intricacies at company level too. No companies, no business
—no trade at all. Success of the companies depends on the competitiveness on the market
(domestic or world market):

* Qualification of the staff (quality and quantity)
* Creation of company potential
* Innovation (products, services)

On this level, there are three different factors that act on its success in the world market.

6.1. Company organisation and its production structure

Size, product, management, finance, research and development

11
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6.2. Decision-making process (international management)

It is much easier to act in the domestic market, whereas it is important to have more interna-
tional competences in the world market because each business aspect becomes “international”
(financing, organisation, marketing and advertising are all measured by international param-
eters).

This would mean that we have more competences as well as more costs, which are to be covered
through the international trade. The most important person in a company is the decision
maker. He or she should have special skills:

* Professional competence (technical education and experience)—it is more or less the same
in Europe and probably everywhere

* Social competence is to receive and understand the social signals and to react adequately
(which could be a problem in globalised activities)

* Cross-cultural competence is to understand and evaluate your own cultural values to
receive other cultural signals, to understand, and to react in the right way according to the
following picture

study (expertise)

Social Competence

ability to work in a team

communication

financing additional skills

dealing with power languages

acceptance of own faults experience (interns.)

maturity of personality

culture stay abroad

flexibility -
cross cultural training

openness flexibility,

technological knowledge

one’s own initiative openness

motivation

arientation contextual knowledge

risk taking

working atmosphere
(dealing with conflicts) ° P

‘ Id of | i ,:"Bd
jield o ﬂ're atio H ] ‘ction

Interest and joy in work

o = - —_ Q
gz 3 §9 323% 2g 3 83
=0 @ 50 S=2 553 = c o
g = ° 3o Se=s = o S =
= @ o] 5 = =< o Q =] A
D ©n Q Q@ = @ Pt =Y
o = = g2 98 p= e oa
5 = Sa 95 [ a
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Eg © S. Zaf
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Figure 5. Cross cultural management factors
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The picture explains the different views of companies with expectations inside the companies
and external expectations on employees/labour markets.

The inside triangle shows all the tasks, capacities, and responsibilities of the company:

* Corporate culture and the atmosphere

Different departments with fixed goals

¢ Financing capacities

* Production structure and capacities

* Marketing strategy and capacities

The outside triangle shows the labour market with different skills and expectations.

The problems come from the different sides of views. There are some correlations between the
expectations, but not always. For example, on social competence, flexibility, openness, and so
on depend on both sides understanding. The companies will profit more and the employees
will have more income to cover their own needs in general.

6.3. World market

International trade management is the link between total demand on the world market and
the available supply in countries. The decision maker is the key person in this process. He or
she can make —with or without support—the final decision. The key person can keep direct
influence on all the factors inside the company. He or she has an indirect influence on regional
factors but not any significant influence on factors on the world economy. Only rare multina-
tional companies could have some influence.

Once we have demand on the world market through international framework for all the
countries and companies, we require adequate national framework at all levels to create
favourable conditions for the companies to create the required level of supply. However, the
task of international management or decision makers (with all their competence and skills) is
to bring supply and demand together cross border.

The world market demand for the products is basically:
* Demand for labour-intensive products (under 29%)
* Demand for capital-intensive products (about 44%)

* Demand for know-how intensive products (over 50%)

7. Level 6: Foreign trade activities

The measurement of success of all steps we have mentioned before are the following trade
activities.
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Company
decision makers

-size and structure ~~ [RE— direct influence
* product- & production-

structure
* management- and
marketing-program
« finance-structure

expenses for R & D and
advertising
« status of organisation etc. Lo .
‘ indirect influence
Z ~

................... ¢

| World economy factors | | Regional influence factors
= price fixing at the world market = infrastructure: material, personnel
= purchasing power at the world market and institutional
= Indebtedness of the sales-market = access to labour market,
= location of the country information market, capital market and
= sanctions and conflicts at the world market technology market
= expenses of the competitors for R & D,
marketing and advertising ©S. Zafarpour

Figure 6. Influence of decision-makers on three different business level

7.1. Basic types of international trade

7.1.1. Exports (direct/indirect)
7.1.2. Imports (direct/indirect)

7.1.3. Transit trade (through third country)

7.2. Special types of international trade

7.2.1. Across the border processing

7.2.2. Licensing, franchising

7.2.3. Foreign direct investment (FDI) and joint ventures

7.2.4. Cooperation

Reason: creation of better framework conditions and reduction of production costs.
— Increase in competitiveness by

* reducing production costs abroad (cost and location advantage),

* accessing core resources (safeguard supplies of raw materials),

* making easier market entry in case of trade barriers,
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* lowering taxation on earnings in the host country,

* reducing exchange risk (risk avoidance).

7.2.1. Across the border processing

active processing

Supply of merchandise for | __
(treatment) processing

P return of the processed
merchandise

passive processing

e, SUPPIY Of merchandise for
(treatment) processin
return of the processed
merchandise

Reasons: lUFiI?s'ation of wage differences .
M Division of labour between partner companies
HQutsourcing of production due to capacity reasons
M Export promotion

Figure 7. Across the border processing

7.2.2. Licensing, franchising
Export of know-how and patents
* Unwanted direct investment

¢ Low investment for licensors

7.2.3. Direct Investment (DI)

Advantages:

* Utilisation of low labour costs/wages

* Presence on the sales market

* Desired from the viewpoint of development policy
Disadvantages

* Fewer jobs in the home country

* Transfer of profits might be regulated or limited
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¢ Political risks

Active direct investment

D a— Capital export

Passive direct investment

Capital import

Figure 8. Direct Investment (DI)

7.3. Cooperation

Joining of economically and legally independent companies in order to execute offers together
Economic boom

Cheap capital (low interest rate) — self-automation tendencies
Result: Establishment of many small enterprises

Recession

Expensive capital (high interest rate) — saving tendencies
Result: Bad orders position (cutback in employment)
Enforcement for cooperation

Advantages:

* Economies of scope (joint marketing, acquisition, R&D, etc.)
* Abolishment of intercompany competition (price war)

* Reduction of foreign trade risks

* Opportunity to create direct contacts with foreign partners
Disadvantages:

* In case of flat hierarchy (on leadership level)

Types: vertical horizontal, complementary
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8. Level 7: Foreign trade financing

The financing of trade and any other businesses are of the most challenging barriers.

* The multinational companies have no big problems with it because of their own reserve
capital from one hand, and they are successful enough to get money from the banks.

* The middle-sized companies do not have problems until the balance is positive over many
years.

* The small-sized companies have more problems in this field if the percentage of own capital
is less than 30% of the investment volume and if the company cannot offer any guarantees
or property.

| Instruments of foreign trade financing |

short-term middle- and long-term

foreign trade financing foreign trade financing
draft-financing delivery-credit
bank-financing maintained credit
document-financing forfeiting

- collection of fin. documents export-leasing

- letter of credit
export-factoring

special instruments of
foreign trade financing

project financing
countertrade

Source: modified S. Zafarpour based on Das Exportgeschift (Moser R., Topritzhofer E.)

Figure 9. Financing on different levels

9. Level 8: International business

Every society basically aspires to have low unemployment, to have high rates of increase in
per capita national income, and to maximise economic and social welfare. This fundamental
idea has been imbibed in conventional Keynesian economics [4] and well implemented in the
New Deal policies of the United States in the 1930s. Keynesian policies have been largely
responsible for achieving the said goals at national and international level during the 1950s
and 1960s. The spell was broken in 1973 with stagflation and recession in the United States
and Europe. However, with the process of globalisation that started in the 1990s, the liberali-
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sation policies of WTO have once again focused on the mentioned goals. This has made the
role of international business management more or less indispensible.

10. Summary

This multiple theoretical analysis of international business management is a modest contri-
bution to the understanding of the complexities and independency of different protagonists
and players to bring the economy of a country to higher levels of equilibrium. It means the
reduction in unemployment and increased per capita incomes of the people, especially of the
low and middle class, who will consume, save, and invest more that would lead to higher
employment levels. This would ultimately lead to the maximisation of total economic welfare;
in other words, it would meet Maslow’s conditions of needs.

Self-actualisation

Ego

Social

Safety

Physiological

Source: Maslow’s hierarchy of needs (Maslow 1970)

Figure 10. Basic needs of the people everywhere
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Abstract

Interest and initiatives related to Social Responsibility, ISO 26000 and EFQM
Excellence Model, have increased over last decade. Strategic management models are
framework for achieving sustainable growth and sustainable competitive advantages.
The purpose of this paper is to trace and define the relations between several European
Foundation for Quality Management (EFQM) criteria and the components of ISO
26000 as well as total responsibility management and interrelations between organi-
zations and their stakeholders. In the light of the analysis, the systemic and holistic
EFQM model may be considered as a tool for the governance and implementation in
the corporate strategy according to ISO 26000 recommendations. The ISO 26000
standard tries to link with the EFQM Excellence Model. This paper considers that the
social responsibility perspective is a key element of the EFQM Excellence Model,
which includes stakeholders and potential contribution to the sustainable develop-
ment. Organizations pay from year to year more attention to continual quality
improvement and implementation of EFQM Excellence Model, including social
responsibility models, and their interrelations reflect the real and potential synergies
like sustainable competitive advantages, sustainable cooperative advantages, and

sustainable cooperative excellence in the future.

Keywords: EFQM Excellence Model, ISO 26000, social responsibility, stakeholders,

sustainable development
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1. Introduction

Interest in social responsibility (SR), corporate social responsibility (CSR), total quality
management (TQM), European Foundation for Quality Management (EFQM), and especially
in ISO 26000 as well as their interdependence is increasing. Social responsibility is one of the
most important management topics in companies as well as in other organizations in the last
decade. There is a clear recognition that strategic management models are the framework for
achieving sustainable growth and sustainable competitive advantages.

“The practical application of SR can be well supported by guidelines of business excellence as
defined by the EFQM and includes five input and four result criteria” [1]. This changing model
follows the present organizations environment, and it is reviewed every 3 years (the last
version EFQM 2013). Flexibility is one of the most important factors that influence the success
within global and local organizations.

The EFQM Excellence Model 2013 incorporates current key business challenges: “(1) build
agility into the business; (2) greater emphasis on developing approaches; (3) more important
are the accountability of leadership, governance and risk management; (4) doing the right thing
is important; (5) measurement indicators; (6) criteria are now more explicit and prescriptive;
(7) futuristic focus; (8) wider focus covering entire value chain; (9) greater emphasis on
corporate social responsibility; (10) sustainability; (11) innovation; (12) other subtle and notable
changes made are changes made in fundamental principles of excellence, changes in excellence
model, changes in RADAR logic” [2]. EFQM 2013 helps organizations to manage quality
successfully and operate according to sustainable determination.

“The principles and guidelines of social responsibility are outlined in the most recent release
of the ISO 26000 standard, which links the principles of management with the business
excellence model EFQM” [3]. The new SR definition has been implemented by International
Organization for Standardization (ISO). “Social responsibility is the responsibility of an
organization for the impacts of its decisions and activities on society and the environment
through transparent and ethical behavior” [4].

The practice by implementation of ISO 9000 and EFQM is different; some organizations tend
to implement ISO 9000 procedures first and the EFQM Excellence Model is included later. The
EFQM specialists as well as the practice confirm that the most appropriate is to apply ISO 9000
and EFQM together, but it is a never-ending process. The resources limitation is sometimes
the reason why organizations are not able to implement both at the same time. Moreover, we
have to now that ISO 9000 (day-to-day quality standard) has limitations; on the other hand,
the EFQM Excellence Model is long-term oriented (prepares organization for long-term
sustainable excellence).

Social responsibility guideline —ISO 26000 —was issued by a well-known authority —ISO. ISO
26000 is a CSR guideline that enables all organizations to define and implement CSR in their
corporate strategy. “ISO 26000 exposes seven core subjects —human rights, labour practices,
the environment, fair operating practices, consumer issues, community involvement and
development [4]” in which an honest behaviour supports success; all of them are linked by
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two crucial concepts: (1) interdependence and (2) holistic approach. ISO 26000 is reference
standard for all (C)SR topics—EFQM, SA 8000, AA 1000, ILO, ISO 14001, GRI, ISO 9001, ISO
31000, OHSAS, and EMAS.

“Business can be understood as a set of relationships among groups which have a stake in the
activities that make up the business. A stakeholder approach to business is about creating as
much value as possible for stakeholders, without resorting to trade-offs” [5]. Relationships
with stakeholders are also very important in the educational institutions (all levels), health
system, government and public sector, local communities, nongovernmental institutions, and
public-private partnerships. At the same time, we can discuss about relationships with
primary and secondary stakeholders. Organizations are trying to meet their own requirements
as well as the requirements and expectations of their stakeholders.

Responsible competitiveness —“Businesses can compete effectively across the responsibility
spectrum” [6]. The importance of corporate responsibility increases. It requires that it be
integral to and supportive of broader sustainable development strategies and policies (at
organizational level and governmental levels). The relationship between competitiveness and
SR is not a simple one. CR can also encourage innovation, investment, cooperation, and
competition. It means that organizations pay attention to ecological, social, and financial
aspects of their responsibility in interaction with all stakeholders (for example, they care about
their sustainable production, emissions and waste, employee safety and satisfaction, and
stakeholder involvement). It is clear that responsible shareholders are important stakeholders
who must support sustainable leadership orientation.

“Public policies to amplify SR practices need to be, and indeed are being, formulated in the
context of this complexity at an international level, and also at regional, national, and even
community levels” [7].

The purpose of this paper is to trace and define the relations between several EFQM criteria
and the components of ISO 26000, total quality management (TQM), and total responsibility
management (TRM) as well as interrelations between organization and its stakeholders. In the
light of the analysis, the systemic and holistic approach EFQM model may be considered as a
tool for the governance and implementation in the organization strategy according ISO 26000
recommendations. Socially responsible organizations focus on economic growth, stakeholder
strategic management, long-term sustainable development, sustainable indicators, sustainable
competitiveness, and cooperative advantages.

2. European Foundation for Quality Management (EFQM)

EFQM was established in 1988; its members are companies and other institutions (research,
education, and national organizations). “The EFQM Excellence Model is a practical tool that
indicates the position of business and other organizations on excellence path and helps them
to determine their shortcomings and encourages appropriate solutions” [8]. The first EFQM
Excellence Model was published in 1992; it is flexible and can be implemented in large
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companies, SMEs, and other organizations (private and public, government, local communi-
ties, and other organizations).

“Business excellence models, particularly the EFQM Excellence Model, are being used by
organisations all over the world for self-assessment, benchmarking, sharing of best practices
and assessing organisations for national quality business excellence awards” [9].

From a theoretical and practical point of view, the business excellence models (particularly
EFQM) have to be applicable and implementable in different types of organizations. Many
countries try to encourage implementation of the organizational excellence models, like
Deming (Japan), Malcolm Baldrige (USA), and EFQM (Europe).

At the same time, we would like to present the difference between ISO 9000 and EFQM
Excellence Model. ISO standards have a long tradition; one of the most important standards
is ISO 9000 (requires certification), which is comprehensive and exactly describes quality
requirements, protocol, and how to meet all these requirements. On the other hand, EFQM
Excellence Model is opened, its implementation needs creativity, but it is possible just in
freedom. Furthermore, in such holistic approach, creativity and complexity go together in the
EFQM Excellence Model.

“The EFQM Excellence Model is business management framework aimed at sustained wealth
generation” [10]. “The EFQM Excellence Model, a non-prescriptive framework, is based on
nine criteria. Enabler criteria are concerned with how the organisation undertakes key
activities and results criteria are concerned with what results are being achieved” [1, 11].

The basic concepts of this model are extensive and involve results orientation. Customers are
one of the main stakeholders; their satisfaction and loyalty are important for each organization.
Leadership plays the crucial role; it must be the model as well as the motivator and strategic
processes, which are focused on quality, stakeholder partnerships, and sustainability. Em-
ployees are one of the main stakeholders, and their involvement reflects as their contribution
to innovativeness, improvement, and competitiveness. Stakeholder partnership is a long-term
process and is part of the holistic and systemic social responsibility in organizations.

Furthermore, the EFQM Levels of Excellence Scheme was created to provide systemic and
holistic recognition to organizations at all levels of their excellence promotion and improve-
ment. “The main objective of the scheme are to: (1) extend recognition to organisations at every
level of achievement; (2) maximize the number or organisations who are able to apply the
principles of the EFQM Excellence Model for organisational improvement; (3) provide
independent feedback from practicing managers to support organisations in their quest to
improve and (4) provide practical products and services that help organisations achieve
improved levels of excellence” [11].

Organizations practicing excellence scheme may use the EFQM Excellence Model percentages,
but on the other hand, they may use percentages more suitable to their own type of organiza-
tion. Additionally, we present the recommended percentage of “the EFQM Excellence Model
criteria: (1) Leadership (10%); (2) Policy and Strategy (10%); (3) People (10%); (4) Partnerships
and resources (10%); (5) Processes (10%); (6) Customer results (15%); (7) People results (10%);
(8) Society results (10%) and (9) Key performance results (15%)” [11].
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2.1. Importance of good leadership and management

Leadership is similar to as well as different from management. They both involve influencing
people, require working with people, and are concerned with the achievement of common
goals. Organizations need people who do the right thing and who do the right things right.

Nowadays, managers must also deal with a growing international competition. “Managers,
wherever they are in the organization, but particularly in the top management, need to take a
long-term perspective” [12]. Transformative leaders lead by values; they are the best model
for others within the organization, create and integrate vision into strategies and processes,
care and make a public commitment, constantly communicate with stakeholders with the aim
to avoid potential problems in the future, and encourage competitiveness and good relations
with stakeholders.

The business benefits of good leadership reflect as improved business (competences, innova-
tiveness, and proficiency) and employee performance (employee satisfaction and involve-
ment). In addition, we want to highlight “factors identified as particularly important—
commitment to management and leadership development, human resources practices that
reinforce management and leadership development” [13].

How can we define good leadership and management? At the first position are core leadership
and management skills. We highlight the most important effective leadership skills. “The best
leaders face problems head on and have the confidence to propose sometimes innovative or
difficult solutions, all managers need to be effective leaders; (1) Strategy and planning; (2)
People management; (3) Budgeting & financial planning; (4) Risk management; (5) Fostering
innovation and creativity —continuous innovation strategies are managed by more highly
educated and better informed managers; (6) Partnership working” [14, 15].

“Improving leadership and capability management is very important, so we present 10 top
tips for employers: (1) recognise that good leadership and management matters; (2) be a role
model: good leadership and management starts at the top; (3) implement good working
practices as a framework for good management and leadership; (4) effective leadership runs
through organisations like writing through a stick of rock; (5) provide training, support and
mentoring to new line managers; (6) be clear about what good management skills and
behaviours look like; (7) assess your organisations” management capability at individual and
organisational level and act upon it; (8) make the most of the practical tools that are available;
(9) invest in your workforce routinely and as part of your business strategy and (10) be
authentic about good leadership and employee engagement (adopted 30-35)” [14].

“EFQM Excellence Model is based upon 9 main dimensions and these dimensions are called
criteria (input criteria—leadership, policy & strategy, people, partnership & resources and
processes; result criteria—customer results, employee results, society results and key per-
formance results (criteria are supported by sub-criteria)” [16].

The EFQM Framework for CSR is interrelated on the EFQM Excellence Model and also gives
guidelines on integration of social, environmental and economic results or influences.
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“The EFQM model can be described as a higher form of quality management in organizations”
[17].

EFQM model refers also to CSR and ISO 26000. European Commission presented CSR
definition: “companies integrate their social and environmental concerns in their business
operations and in their interaction with stakeholders on a voluntary basis” [3]. Responsible
organizations pay attention first to economic growth, but simultaneously they care about their
environmental and societal impacts. The real sustainability-oriented winners implement
higher responsibility and sustainability standards (as it is necessary according the law).
Innovative social responsible organizations cooperate with all stakeholders with the aim to
achieve the sustainable stakeholder synergies (excellent case are Scandinavian countries,
where governments pay one of the crucial roles).

3. Total quality management and total responsibility management

In total quality (TQ), the environment in which the organization operates is changing con-
stantly. Management’s job, therefore, is to provide the leadership for continual improvement
and innovation in processes and systems, products, and services. Continuous improvement is
part of the management of all systems and processes. Improvement and learning need to be
embedded in the way an organization operates. Improvements are very often concentrated on
customer satisfaction, products and services improvement, productivity improvement,
operational performance, work processes, errors minimization, waste minimization, flexibil-
ity, responsiveness, organizational management process improvement, continuous learning
(learning organization at all levels), competitive comparisons, supplier performance, employ-
ee performance, and costs and financial performance. The goal of each organization should be
long-term survival; the management has very important role, and it has to focus on improve-
ment and must be able to create a system that can produce quality outputs. Employees are one
of the key factors, and from this reason, training and education can provide needed skills. On
the other hand, organizations have to pay attention also to structural rationality. It includes
horizontal processes from suppliers to customers (as final user or buyer of their products or
services). Simultaneously, the management needs to pay attention to the so-called philosophy
toward change. It means that change, continuous improvement, and learning are encouraged.

Organizations must be able to adapt to changing environment. Competition is very strong,
and the winners will be just the organizations that will be able to provide sustaining total
quality and total responsibility. From this reason, the critical self-assessment is needed; it
should be concentrated on management and leadership involvement (all levels), products and
process design (meet customer needs), product and services control (minimize defects),
customer and supplier communication (cooperative relationships), quality improvement
(results achieved and plan for improvement), employee participation (employee skills and
their participation—quality processes), education and training (skills quality improvement
techniques), and quality information (complete information about results).

“The TQM practices suggested in the EFQM Excellence Model allows firms to outperform their
competitors in the results criteria included in the Model. Therefore the research published in
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2007 provides a valuable benchmarking data for firms in it substantiates the EFQM Enabler’s
contribution to the attainment of competitive advantage” [18]. The sustainability leaders
constantly involve sustainability initiatives into their processes, organizational culture, and
permanent cooperate with all stakeholders. In addition, sustainability must be systemic and
holistic, and the expected result is long-term sustainable competitiveness.

Responsibility management through a systemic process is called total responsibility manage-
ment. Itis very important to make this process explicit. In this way, managers (decision makers)
understand how to manage quality and how to build constructive and responsible stakeholder
responsibilities as well as relationships with them.

The linkages between more responsible practices and better financial performance and
productivity come from a variety of sources and in many ways can be relate to simple good
management. Some unrecognized costs can actually be reduced when responsible practices
are implemented. In this way, responsibility management can be cost-effective.

TRM is very similar to TQM, where top management and customers play the crucial role. TRM
pays attention to stakeholders’ interests (stakeholder partnerships especially with key
stakeholders). A proactive and innovative relationship with stakeholders generates improve-
ment and permanent learning system, which contributes to the organization’s growth,
sustainable development, and competitiveness, as well as regions and states where they
operate.

“The TRM core values include: (1) visionary and committed leadership; (2) stakeholder-driven
excellence and responsible practices; (3) organisational and personal learning through
dialogue and mutual engagement with relevant stakeholders, (4) valuing employees, partners,
other stakeholders; (4) agility and responsiveness; (5) focus on the future (short and long term);
(6) managing for responsibility and improvement; (7) management by fact, transparency,
accountability; (8) public responsibility and citizenship; (9) focus on positive results, impacts
and value-added for stakeholders with responsible ecological practices” [12].

Leadership (especially top management) is very important in each organization. It must be
innovative and be able to include and create stakeholder partnerships. Furthermore, they have
to be exemplary for the organization’s values and innovative strategic management, and they
should be able to manage long-term responsibility, which results also as sustainable compet-
itiveness and sustainable development.

“The improvement and innovation elements of TRM create a significant demand for compa-
nies to broaden how they measure performance (economic, societal, and environment issues
—sustainable indicators)” [19].

4. ISO 26000—guidance standard on social responsibility

ISO 26000 is a guidance for SR and an instrument that helps organizations by systemic and
holistic SR implementation. In ISO 26000, the working group involved experts from 90
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countries, 40 international organizations, and stakeholder experts (customers, government,
industry, labor nongovernmental organizations, services, research and academic organiza-
tions, and other organizations).

Social responsibility has a long tradition, and all theories and authors pay attention to the
common principles (accountability, transparency, ethical activities, and stakeholder respon-
sibility), which have to be respected in each responsible organization include accountability
and transparency.

SR core subjects according ISO 26000 are as follows: (1) organizational governance, (2) human
rights, (3) labor practices, (4) environment, (5) fair operating practices, (6) consumer issues,
and (7) community involvement and development [4].

Additionally, the main purpose in ISO 26000 of the concept of “SR” has been to make it simple
for easier implementation in different organizations (not just in corporations). Of course, it has
advantages and disadvantages and difficulties, but it is a guideline for holistic and systemic
implementation in the organization’s strategy. ISO 26000 is extremely important and deserves
attention. Furthermore, it needs explanation for potential users, and in the near future, its
review will also be needed.

Moreover, permanent monitoring of SR performance as a requirement for permanent im-
provement regarding SR is needed (SR tools). A disadvantage of such tools is that not all SR
impact areas are relevant for all organizations. ISO 26000 again proposes that stakeholders can
play and important part in the evaluation of the SR performance of an organization. Bench-
marking against the objectives and achievements of other organizations (SR champions in your
industry, competitors, and other organizations with which the organization wants to compare
itself) can help to anticipate developments in an industry or sector and evaluate what possible
changes and consequences of these changes are important for organization.

Many researches on SR have been published already. “Research conducted by Brandsma
showed that 54% Dutch organizations were at the initial stage of implementing policies on SR
and 15% had not taken any steps at all” [20, 34].

ISO 26000 has short history, but there are many misunderstandings that refer to potential users
about the scope of guidance and its usefulness in different types of organizations. Moreover,
the relationship with other standards needs explanation. Other standards like quality,
environment, safety, health, and information security are in interrelation and very close to ISO
26000.

What is social responsibility? It is the variety of definitions and opinions it attracts, a feature
that is both a strength and a weakness. More and more topics are being categorized under the
banner of SR, which continues to inflate its meaning. Consequently, discussions about SR are
confused by different interpretations because of the debate about the importance and meaning
of SR—it is a dynamic concept, and its concerns change in conjunction with the development
in markets and society.

The triple-bottom-line concept, introduced by Elkington, argues that paying attention to
people (social justice), environment (ecological quality), and society (societal well-being or
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prosperity) can create economic value for organizations. Furthermore, “he argued that only
those organisations that systematically align their goals with the goals of society and recognise
the interdependence of the 3Ps (people, planet, profit) will be successful and survive in the
future” [21].

From this reason, many developments have a role in this, such as governments and public
sector authorities in many countries, especially in Scandinavian countries, which increasingly
procure sustainability. CSR (or SR) has become more visible and important in the past few
years for companies, governments, and NGOs alike. Many companies (especially large
companies) have developed CSR strategies and report annually on successes (and failures) of
these strategies—usually stand-alone sustainability reports. Moreover, citizens and (future)
employees increasingly expect companies to act as “corporate citizens.” The number of
“green” consumers, who are inclined to buy sustainable products and services, are growing,
as is the market of fair trade products.

Corporate social responsibility has a long tradition. The reason in the industrial revolution was
to improve employees” health and well-being to protect their own interests.

A good illustration of this is from one of the founders of capitalism, Adam Smith (most
famously known for the idea of “the invisible hand”). Smith’s well-known works are An
Inquiry into the Nature and The Causes of the Wealth of Nations, Theory of Moral Sentiments,
and The Wealth of Nations [22, 23]. In his works, he emphasizes the importance of ethical
forces in the fee-market mechanism and international trade, taking into account restrictions
from a viewpoint of natural justice to prevent a dominance of amoral egoism.

In the first half of the 20th century, many authors paid attention to social responsibility of
management in companies. The Functions of the Executive by Barnard, Measurement of Social
Performance of Business by Kreps, and Social Responsibilities of the Businessman by Bowen were
published [24-26].

The book on CSR written by Bowen is the starting point of the modern era regarding CSR
thinking. The book discussed the observation that the largest companies are important centers
of power and decision making, and that the actions of these companies affect the lives of
citizens in several ways. This book notes that change is a dominant feature of life and that this
change requires greater recognition and acceptance of social responsibility by business.
Around the same time, some other important publications about CSR appeared, such as
Management’s Responsibility to Society: The Growth of an Idea by Heald and Corporate
Giving in a Free Society by Eells [27, 28].

“In 1960 Davis described CSR as businessmen’s decisions and actions taken for reasons at least
partially beyond the firm’s direct economic and technical interest” [29]. “In 1963 Maguire wrote
in his book Business and Society. The idea of social responsibilities supposes that the corpo-
ration has not only economic and legal obligations but also certain responsibilities to society
which extend beyond these obligations” [30]. Walton (1967) stated in his book Corporate Social
Responsibilities that companies should voluntarily acknowledge and accept that they have
responsibilities beyond the gates of the company [31]. In 1972, the Limits of Growth [32]
described the devastating environmental effects of economic growth. The current interest in
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CSR also comes from other areas and disciplines—quality management, values, and ethical
behaviour of organizations. McAdam and Leonard pay attention to employees and customers
[33, 34]. Management models such as those of the EFQM framework also give explicit attention
to CSR—and this attention is growing. EFQM perceives the social responsibility for organi-
zations as one of the pillars of excellence, and more attention has to be paid to CSR and
sustainability. The explanation for the organization area “society” illustrates that every
organization does not only supply services to (members of) society but is also part of society
(organization becomes aware of its responsibility for its surrounding —environment, society,
and development).

There are also other authors who paid attention to CSR. “In 2005, Kotler and Lee issued
Corporate Social Responsibility: Doing the Most Good for your Company and Your Cause”
[35]. “In 2006, the new well-known article Strategy and Society: The Link between Competitive
Advantage and Corporate Social Responsibility was published” [36]. Strategy guru Prahalad
has developed the strategy concept “the bottom of the pyramid,” aimed at doing business with
the poor, and the well-known management guru Peter Drucker discussed CS-related issues
during a large part of his career [37, 38]. “According to Friedman view, there is one and only
one social responsibility of business—to use its resources and engage in activities designed to
increase its profits so long as it stays within the rules of the game, which is to say, engages in
open and free competition without deception or fraud —’the business of business is business””
[39]. According to Carroll, CSR has an economic, legal, ethical, and philanthropic face and
points to the more strategic character of CSR—process in enterprises where ecological,
economic, and social aspects are integrated in a strategic way [34, 40, 41].

The development of ISO 26000 started in 2005. “ISO 26000 has ambition to be a comprehensive
SR guideline that will enable all organisations to define their SR” [34]. The aim of ISO 26000 is
to offer practical framework (including international conventions which are close to SR) with
relevant systems (interaction with SR). The ISO organization offers several important advan-
tages for the development of a global SR guidelines, from the perspective of the organization’s
objectives. ISO is one of the few organizations that is broadly acknowledger internationally.
ISO will receive visibility in many organizations that already work with other ISO management
systems but which have not yet engaged meaningfully with SR. “Research conducted by
Brandsma in 2009 confirms this” [20]. Between 55% and 60% of the respondents that work with
an ISO-certified or related management system standards are considering applying ISO 26000
in their organizations. The development of ISO 26000 has been on the largest multistakeholder
process that has ever been organized. Hundreds of experts from numerous countries have
cooperated in the process. The aim has been to strive for a mutual and universal basic
definition, principles, working methods, and guidelines—an international standard, written
in (relatively) straightforward language. In addition, the guideline is applicable to all organi-
zations, in all countries, in all stages of development, in all sectors and does not conflict with
other SR standards or demands—it has no intention of replacing these. “The ambition of ISO
26000, as a generic, overarching SR guideline, is to enable its integration with any existing SR
or CSR standards” [34].
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The results of the before mentioned research showed that most organizations that indicated
an interest in ISO 26000 are still at an early stage in terms of SR implementation. For all these
organizations, ISO 26000 is an applicable source of guidance as an introduction into SR and
SR subject areas and as a guideline to structure their SR activities. Organizations that have
already developed SR strategies and initiatives are more likely to apply ISO 26000 to increase
the credibility of the own SR claims, e.g., by referring to the guideline in their SR communi-
cations. Moreover, ISO 26000 contains a process standard, a performance standard, a principle
standard, and a basic standard, but it is not certification standard.

“ISO 26000 guideline aim is to help and support organisations, to contribute to sustainable
development” [4]. Moreover, the ISO 26000 guideline highlights many aspects, and it contains
advices and instructions for easier implementation in different organizations. Guidelines
prescribe many requested activities and expectations, which have to be realized. Additionally,
activities on SR implementation are structured, and concepts and principles are explained. SR
core subjects are explained, harmonized (uniform and universal concept), and integrate ISO
26000 with other standards. It also provides the map of standards, which are in interrelation
with SR and offers overview (core subjects and step-by-step implementation. Finally, the
guideline reflects many SR subjects and encourages organizations (in their own context) to use
them with the aim to encourage their SR activities, which reflect as their contribution to
sustainable organization and sustainable society.

“ISO 26000 intends to give organisations the possibility to formulate an organisation-specific
interpretation of SR, based on the SR foundation it provides. ISO 26000 crucially enable
organisations to develop their own unique SR profile” [34]. This idea of an SR profile plays an
important role in ISO 26000 because it characterizes a new generation of SR.

The four most important clauses in ISO 26000 are preceded by a classification of the scope of
the guideline. First, ISO 26000 is applicable to all types of organization and the purpose of ISO
26000. Furthermore, it specifically states that ISO 26000 is not meant as a standard for a
management system or for certification purposes. Next, the most important terms and
definitions that are used in ISO 26000 are described (“terms, definitions, and abbreviated
terms”). After the terms and definitions, ISO 26000 directs attention to the background to
Clause 3, which includes a description of trends and developments, characteristics of SR, and
the relationship between SR and sustainable development. Moreover, this clause pays
attention to the relationship between ISO 26000 and the responsibilities of governments in SR.
The guideline also points at the role of government in stimulating SR among companies but
offers no further specific guidance on this issue.

5. Stakeholders involvement and corporate responsibility

Stakeholder theory has much to say about strategic management. The stakeholder perspective
offers an alternative that can enhance the economic perspectives of modern strategic manage-
ment. After more than half a century of research and debate, there is not a single widely
accepted definition on CSR. Researchers in the field of CSR have claimed that the phrase
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“corporate social responsibility” has been used in so many different ideas and concepts (social
performance, governance, accountability, sustainability triple bottom line, and social entre-
preneurship).

Stakeholder identification and engagement—One of the general CSR principles within ISO
26000 concerns respecting stakeholders’ interests. Identifying stakeholders, knowing their
expectations, and enabling stakeholder engagement therefore play an important role in the
guideline as they are a key to understanding, addressing, and implementing social responsi-
bility. “Porter and Kramer add that by engaging in strategic CSR, new product offerings are
likely to emerge, which are in turn benefiting both, social and environmental issues in addition
to a company’s long-term competitiveness” [36, 42]. Organizations engage and interact with
many stakeholders (primary and secondary) with the aim to implement strategic SR processes
successfully.

“Freeman et al. suggest the new vision of capitalism—stakeholder capitalism (based at six
principles: stakeholder cooperation, engagement, responsibility, complexity, continuous
creation and emergent competition)—founded on libertarian and pragmatist lines” [5].
Stakeholder capitalism is based on freedom, rights, and the creation by consent of positive
obligations. This kind of value creation shows that on this way it is possible to make our
capitalism more responsible and resilient (social nature of value creation).

For the successful processes that refer to stakeholder management, we suggest additional
advices and argumentation. The organizations need better description how organizations can
manage their relationships with stakeholders. The nature of relationships between different
organizations and their stakeholders requires a combination of their divergent interests and
ambitions. Accountability, one of key elements, includes environmental responsibility —
sustainability reporting, societal demands need more attention, and political and legal trends
require more regulation. Value creation is also one of the main challenges from theoretical and
practical point of view—a richer description of theoretical explanation including types of
measurements as well as stakeholder literature is needed. All these issues allow leaders and
academics to create improved organizational practices and outcomes.

In the systemic and holistic context of stakeholder theory, there is also the opportunity to
redefine the concepts that are closely related to it. These concepts refer in the literature (and
researches) on business ethics, economics, public administration, finance, philosophy,
management, governance, private and public sector, as well as private—public partnership and
finally to local communities, nongovernmental organizations, and others. In this context, the
interdisciplinary nature of stakeholder concepts needs more attention —from theoretical and
practical view.

One of the general CSR principles within ISO 26000 concerns respecting stakeholder interests
[4]. Stakeholders are seen as a starting point for CSR policies and fulfill an essential role in
determining an organization’s social responsibilities. The guideline is very clear—ISO 26000
stresses the importance of a stakeholder orientation in an organization’s approach toward SR.
To identify its social responsibility properly, an organization should, according to ISO 26000,
understand three specific relationships [4]: (1) relationship between the organization and
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society —the actions and expectations that ISO 26000 specifies for core subjects and issues can
assist an organization in this; (2) an organization should understand the relationship it has
with its stakeholders—stakeholder’s expectations, as emphasized by ISO 26000, are not
necessarily the same as expectations of society; (3) needs to be understood —the relationship
with society as whole—it is always useful for an organization to consider whose or which
interest certain stakeholder represents. ISO 26000 finds it important in stakeholder relationship
that an organization uses its influence to encourage stakeholder to address SR.

According to ISO 26000, determining an organization’s sustainability impact is the most
important way to identify stakeholders (but the relevant stakeholders are not the same for
every organization). Organizations should always consider the legitimacy of their stakehold-
er’s interests, demands, expectations, and wishes. The goal of ISO norm would be to offer
practical methods and tools for the identification and involvement of stakeholders with the
goal of developing a substantiated basis for supported decisions. Norm can be a useful addition
to several standards (the ISO proposal refers to ISO 26000, ISO 9001, ISO 14001, and ISO 10001
—customer satisfaction). For any of these standards, a good stakeholder analysis is an
important ingredient (complex broad process and projects with multistakeholder focus are
needed as well as importance of stakeholder “sphere of influence”) [34].

An organization should also be aware of the interests and needs of its stakeholders and
facilitate open dialogue. Furthermore, ISO 26000 adds that the active engagement of stake-
holders is based on trust and goes beyond public relations (a mutual belief that they are
engaging in dialogue for the right reasons). This means that the essence of the dialogue should
concern aspects that are strongly related to sustainable development and sufficiently impor-
tant for the parties involved, and that the interests of all parties are clearly formulated from
the start. Interaction is therefore the basis of stakeholder engagement in the view of ISO 26000,
which suggests a number of methods and tools (both formal and informal; both for individual
stakeholder and collective negotiations, such as stakeholder panels, seminars, conferences and
workshops, roundtables, advisory committees, or internal forums). An organization is
constantly interacting with its stakeholders, and it should manage these relationships and its
social responsibilities well. Moreover, creating stakeholder engagement is important and
offers organizations numerous advantages, but it is not one-off event, and a continuous process
and periodically review of policies (activities) in the field of stakeholder engagement is needed.

Implementation is a critical area because the successful implementation of SR is clearly a big
challenge for many organizations. ISO 26000 stresses that connecting SR to the culture, values
and thus the identity of the organization will have a positive effect on understanding and
acceptance, which in turn can facilitate and speed up the implementation process. It means
that organizational change tends to be a long-term process—taking years to be realized. For
each organization, itis important to indicate the most important barriers to SR implementation.
The barrier to SR implementation could be, for example, lack of a clear action plan, too little
time available, too little knowledge about SR implementation, too little knowledge of SR,
obtaining by-in from the board, economic crisis, too little budget available, creating engage-
ment with employees, and creating engagement with middle management, which might be
eliminated by ISO 26000.
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A commitment from the top of an organization is an important prerequisite to making any
initiative work. According to ISO 26000, an organization should “make SR an integral part of
its strategy, policy, organizational culture, structure and operations” [4]. When the board of
an organization is aware of the (economic) advantages of SR in the context of sustainable
development or in reaching certain ambitions of the organization, the chances for a long-term
and enduring commitment increase. ISO 26000 emphasizes that commitment and understand-
ing of SR are necessary at all levels of an organization. Furthermore, stakeholder dialogue is
also an instrument to avoid and possibly solve conflicts or differences of opinion with
stakeholders. Additionally, ISO 26000 provides several suggestions on how to enhance the
credibility of communications and SR claims and SR report, among which are ensuring that
the organization’s performance as reported in its sustainability report is comparable over time,
is comparable with the performance of similar organizations (in the same sector), contains
explanation on why an organization does not report on certain seemingly relevant SR topics,
uses eco-labels or existing SR assessment criteria, and is verified by an external third party.
According to ISO 26000, “an organisation should develop mechanisms to solve conflicts or
disputes with stakeholders appropriate for the kind of conflict or dispute as well as for the
particular stakeholder involved” [4]. Moreover, an organization is supported to the transpar-
ent with respective stakeholders about the procedures it has in place.

Finally, to make SR a living part of an organization, a structural approach is necessary. Internal
and external buy-in as well as support from top management is very important for this. SR
implementation is given a lot of space in ISO 26000 and includes advice on SR communication,
enhancing the credibility of SR claims and integrating SR in existing systems and structures.
Implementing SR successfully depends on getting the soft side (culture, values, and engage-
ment) right, as well as dealing with hard issues (structures, measurement, and embedding).
Moreover, it should constantly benchmark performance against its stated aims and change
these when and if it becomes necessary as developments inside and outside the organization
evolve.

6. Sustainable business excellence and sustainable competitiveness

The sources of a nation’s (nowadays also regional’s or local’s and organization’s) prosperity
is competitiveness. In the global world, it is difficult to compete successfully. Innovativeness
and especially SR are two of the most important factors for large or small payers at the global
or local market.

SR is important to competitiveness, and placing SR within the strategy seems very important.
SR should be the core activity, and it means that the stakeholder expectations regarding SR
are in focus at the same time. SR strategy (reflects organization’s values and mission) includes
relations with stakeholders, measurement (indicators —ecological, social, and financial aspects
—according Global Reporting Initiative are recommended) as well as SR reporting. Each
organization should focus SR efforts on market, regulatory, and operational actions. In last
decade, organizations recognize the importance of SR and care about their impacts on their
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ability to compete successfully. Organizations, especially large and medium sized, must be
able to create innovative strategies for SR.

Simultaneously, we would like to highlight some barriers to innovative SR and sustainable
excellence, and one of them is insufficient organizational capacity to incorporate SR know-
how. Decision makers in organizations do not build the bridges with their stakeholders and
are limited in SME'’s resources for SR. Furthermore, there are also practical and theoretical
limits (stakeholder selection and interpretation).

“SR of creative people, their co-workers and stakeholders are one of the most influential
groups. Tolerance for diversity brings talents and makes investment in technology worth,
while the 3T model (Florida 3T Model—Talent, Technology, Tolerance) makes the difference
between the most successful and other regions” [19].

“The concept of business excellence is deeply rooted in TQM (Rehder and Ralstons’s in 1984
—Baldrige criteria the first TQM model). In 1991, the EFQM Excellence Model was developed
by the European Foundation of Quality Management to promote quality throughout Europe”
[43].

Moreover, it significantly contributes to its competitiveness as whole as well as to competi-
tiveness of organizations and regions or local communities where they operate. Competitive-
ness is a very complex and long-term process. Nowadays, it is better to discuss about
sustainable (responsible) competitive advantages.

The EFQM Excellence Model is very complex, and from this reason, it is very important for
each organization to recognize the key aspects or findings. First, business excellence influences
short-term and long-term sustainable competitive advantages and performance and awards
support competitiveness. Strong competition is one of the reasons why organizations try to
improve performance and in this way contribute to sustainable development. The excellence
model helps organizations to implement the core values and concepts of excellence in
organizations at macro- and microlevels. Furthermore, organizations need assistance with
benchmarking, and the most important is learning from the best practice (case studies).

Professional approach to benchmarking is needed. “Some projects fail because 25% had
received not training in benchmarking; 30% do not use a benchmarking methodology; 30% do
not develop a project plan e.g. poorly defined aims, stakeholder not identified etc. and 35% do
not undertake a cost/benefit analysis. The best practice benchmarking is the most powerful
type of benchmarking” [43]. Furthermore, business excellence and benchmarking provide the
path of success in future.

Long-term oriented and responsible organization pay attention to the development of
excellence and SR model because they are working on it in order to improve the competitive-
ness and sustainable cooperation (its own competitiveness and competitiveness of the local
community or region where they operate). “The EFQM business excellence model can serve
as an example of integration and as a system of the improvement of an organization’s opera-
tional success of the basis of the integration of the models and leadership standards” [44].
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Scandinavian countries are very often mentioned as a world known leaders in CSR or SR and
sustainable development. The concept of “creating shared value” has Scandinavian origins,
where institutional and cultural factors play important role and particularly these factors
promote CSR, SR, and sustainability. “The recent phenomenon of movement from implicit to
explicit CSR in a Scandinavian context and what this may entail” [45]. Stakeholder engagement
encourages a cooperative approach to business and other operations.

7. EFQM excellence model and ISO 26000 implementation

“EFQM Excellence Model is a practical tool providing various advantages from the perspective
of empirical research just like other quality awards” [18].

The EFQM Excellence Model is very useful. It has practical value, meaning it is a practical-
oriented model, and we can highlight few of the most significant advantages. The model is
permanently revised and updated in these activities, and EFQM consultants are involved
because their contribution is significant. EFQM Excellence Model is very complex and needs
systemic and holistic approach, and from this reason, it provides a large and comprehensive
set of subcriteria and sometimes even sub-subcriteria to explain the precise meaning of any
criterion.

Comparison with others, especially with the best organizations (leading organizations in their
fields—benchmarking), is very important for each organization. Different award models are
helpful for comparison between organizations, as well as a good case on how to achieve the
responsible competitive advantages and cooperative relationships with all stakeholders.

The crucial role plays leadership that cares about responsibility for developing infrastructures,
as to achieve desirable and requested results. For example, in ecological and social influences,
one of the main stakeholders is the employees, and their satisfaction is very important and
financial results (not just profit for shareholders but also satisfaction and cooperative relation-
ships with all stakeholders).

Using EFQM model, organizations have the support of a performance excellence framework
founded on the SR principles to develop sustainable approaches on for business excellence for
people, planet, and profit. Each organization has to include SR as part of its strategy, but these
approaches have to be measured continuously, and the results have to be reviewed and
improved as necessary.

ISO 26000 is contemporarily not certifiable, but the review is necessary. It should be reviewed
periodically, perhaps parallel with EFQM Excellence Model. Improvement should be included
in the next version (EFQM is good example). In the near future, ISO 26000 should be trans-
formed (step by step) from suggestions and advices to a certifiable management system. We
forecast that the market (private and public organizations) will speak on this challenges (the
Scandinavian countries are an excellent case; results confirm the right orientation). The
initiatives related to ISO 26000 increases, and use of the guideline for contractual purposes
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grows. The need for a certifiable social management system (SMS) will become clear in near
future.

The last revision in EFQM Excellence Model has been realized in 2012. Global economic
environment and stakeholder requirements are changing constantly and organizations.

In the future trends, the convergence of international SR standards and other standards,
including EFQM Excellence Model, the management of costs related to the implementation of
SR, and the opportunities for innovation in large organizations, SMEs, and other organizations
are expected.

8. Conclusions and future research

“The EFQM Excellence Model 2013 real challenge for organizations will be to become agile
and flexible so as to act swiftly to attain and retain its leadership in the global and local market
place” [11]. We hope that organizations will recognize and understand their key business
challenges and value in EFQM 2013 (manage quality and achieve sustainable excellence).

Sustainable excellence is a long-term process. From this reason, the suggestions according ISO
26000 must be more explicit for different types of organizations (companies, local community
management, education at all levels, and other organizations), including indicators as well as
reporting. All companies (large- and medium-sized companies) and other organizations from
developed countries and BRIC countries should report about their sustainable activities each
year. It means that they should use the indicators recommended by ISO 26000 and Global
Reporting Initiative. Furthermore, ISO 26000 recommendations, later certification (step by
step), and legislation are needed. ISO 26000 certification will be a long-term process, and in
this way, the implementation process will be encouraged, comparable between different types
of organizations and even different industries. We forecast that the market will speak on this
issue. As initiatives related to ISO 26000 increase, and the use of guideline for contractual
purposes grows, the need for a certifiable social management (CSM) system will become clear.

How and when to implement the EFQM Excellence Model? In organizations that have
introduced the Quality Management System (QMS—ISO 9001), it should already be the next
step. Contemporarily, quality philosophy, like TQM, TRM, ISO 26000, and EFQM, requests
ISO 9001, which is an excellent basis for the implementation of the EFQM Excellence Model
(sustainably oriented according ISO 26000, including indicators and reporting).

On this way, the EFMQ implementation period is relatively short. It provides recommenda-
tions that help organizations to evaluate organization quality management level (additional
subcriteria and sub-subcriteria are recommended). EFQM Excellence Model leads organiza-
tions to continual quality improvement, higher quality, sustainable stakeholder management,
sustainable cooperative advantages (or competitive advantages) at local, regional, or global
market, and increase the sustainable organizational culture.

The outcomes of this overview represent an innovative contribution to the development and
potential implementation aspects, discussion, and conformation. Furtherance of theories is
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important in studying SR (or CSR), TQM, TRM, EFQM, ISO quality standards, ISO 26000,
sustainable excellence, and indicators. Literature review (theoretical and empirical base) and
debate on TQM, SR, EFQM, and ISO 26000 are still included.

The aim of this study is to highlight the characteristic features, systemic, and holistic ISO 26000
implementation according EFQM, to present the available theoretical frameworks for quality
and SR-oriented models, and to compare them to published researches, which pay attention
to sustainable models is achieved.

“Finally, we want to draw attention to the Scandinavian contest and encourage the field of
strategic management to shift its focus from achieving a competitive advantage toward
achieving a cooperative advantage” [46]. In the context of SR (or CSR) according EFQM, ISO
quality standards, and ISO 26000, we will discuss about sustainable cooperative advantages
or sustainable cooperative excellence in the future.

Future research might also analyze the EFQM and ISO 26000 in different organizations,
including their specifics as well as barriers by implementation, measurement, and reporting
(in large MNCs, medium-sized companies, government, local community management,
educational organizations at all levels, health system, and others). Additions and concretiza-
tion of ISO 26000 and EFQM especially for SMEs and recommendations for other organizations
(in public sector) are needed.
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Abstract

This chapter proposes an Enterprise Business Intelligence Maturity Model that
involves thirteen key process areas (Strategic Management, Performance Measure-
ment, Balanced Scorecard, Information Quality, Data Warehouse, Master Data
Management, Metadata Management, Analytical, Infrastructure, Knowledge
Management, People, Organization Culture and Change Management). This key
objective of this chapter was to investigate impact on demographic factors such as age
of Bl initiave, organizational size, number of IT/BI employees, type of industry and
revenue of the company towards the Enterprise Business Intelligence Initiave. A
survey was conducted around 132 companies in this study. Results shows that age of
BI initiatives, organizational size and number of IT/BI employees have relationship
on Bl maturity level while BI maturity level has strong relationship on the revenue of
the company. Results above also show that the type of industry has no relationship
on the Bl maturity level.

Keywords: Business Intelligence, Maturity Model

1. Introduction

Business Intelligence (BI) can be defined as any set of methodology or process or tools that
transform raw data into useful information and provide decision support for managers [1]. BI

I m EC H © 2015 The Author(s). Licensee InTech. This chapter is distributed under the terms of the Creative Commons
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can be categorized as a black box, where a backup process takes place, such as where data are
processed and translated into knowledge that can be used for decision making. BI can be
formed from technological perspective, managerial perspective and product perspective.
From the managerial perspective, Bl can be named as a process, an emphasis on data collection
and an analysis from their internal and external sources in order to produce applicable
information [2, 3, 4, 5].From a product perspective, Fernandes et.al [6] described Bl as a result
of a product for decision making and as a performance evaluation of business data and analysis
products practice. From the technological perspective, BI can be labeled as BI systems and it
can be considered as a tool to allow decision makers to discover information from the data
source [7, 8,9, 10].

BI consists of three core components: data warehouse, business analysis and business per-
formance management. Data warehouse is one of important features of BI where data are
extracted from the external sources such as transaction data, data from enterprise resource
planning (ERP), and data source from supply chain management (SCM) and it is stored. In the
business analysis component, data are taken from data warehouse where a data mining
technique is applied to convert into useful knowledge. Lastly, the end user can view the
business performance business performance management component.

BI is essential for the organizations in order to win the business’s competitors. However,
several of the organizations still find it hard to implement BI. Hwang [11] stated that one of
the main reasons why Bl failed is the lack of technical staff and the lack of budget. In fact, Pauli
[12] pointed out that most BI projects failed because of the lack of technology and right tools.
Besides that, change management and organization culture also important factors that
determine the success of Bl implementation [13, 14].

There are many studies [15, 16, 19] on the impact of demographic factors on business intelli-
gence initiatives but these are only concentrated on three factors, such as types of industry,
organizational size and age of BI initiates. For example, Eckerson [15] stated that the more
years the company has implement BI, the higher the level of Bl maturity. Rabel et.al [16] stated
that the larger the organization, the more mature the Bl implementation of the company.
Williams and William[19] pointed out that BI adoption is beneficial to all type of industry.
Studies that review other demographic factors (number of employees and revenue of the
organization) that will affect the implementation of BI maturity are scarce. Thus, this chapter
outlines the research question as follows:

RQ1: What is the relationship of the organization’s demographic on business intelligence
maturity in Malaysia?

This research question is composed of the following;:

RQ1.1: What is the relationship between the age of Bl initiatives and BI maturity?
RQ1.2: What is the relationship between the organizational size and Bl maturity?
RQ1.3: What is the relationship between the types of industry and Bl maturity?

RQ1.4: What is the relationship between the numbers of IT/BI employees and BI maturity?
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RQ1.5: What is the relationship between the revenue of the organization and Bl maturity?

2. Literature review and proposed framework

In this section, the authors had reviewed several existing BI maturity models. These models
include TDWI maturity model and Gartner’s maturity model. The authors found that most BI
maturity models do not cover Bl as whole aspect. For example, Gartner’s (2010) [23] maturity
model proposed five maturity levels: unaware, tactical, focused, strategic, and pervasive but
the model only concentrates on business standpoint and lack of technical standpoint. Further-
more, the criteria to rate the maturity levels are not well defined [24]. Eckerson [15] only
concentrates on the technical point of view but lacks the technical point of view. Rajteric [24]
recommended that there is a need to integrate the existing different maturity models with
appropriate design questionnaire and evaluative criteria in order to evaluate the maturity level
of the business organizations. Thus, an Enterprise Business Intelligence Maturity Model
(EBIMM) is proposed and adopted from the theory of CMMI, which is integrated from
technical perspectives and business perspectives.

The proposed Enterprise Business Intelligence Maturity Model (EBIMM) consists of five levels;
Level 1-Initial level ; Level 2-the Managed level ; Level 3-the Defined level ; Level 4-the
Quantitatively managed level and Level 5 — Optimizing level.

3. Methodology

The EBI2M assessment questionnaire is distributed to selected Malaysian companies that
implement BL. The questionnaires were distributed through various Big Data Conferences,
CIO forums and emails, online or hand delivered to the head of IT or senior manager or BI
experts responsible in the selected organizations across a wide range of organization size. A
total of 132 companies were participating in the empirical study.

The respondents were instructed to rate organizations’ Bl implementation based on thirteen
factors, namely change management, culture, strategic management, people, performance
management, balanced scorecard, information quality, data warehousing, master data
management, metadata management, analytical, infrastructure and knowledge management.
The rating for each appraisal criterion is based on the CMMI capability rating as 0 (process
that is not performed and completely dissatisfied), 1 (process is performed but mostly
dissatisfied), 2 (process is performed but slightly dissatisfied), 3 (process is performed and
slightly satisfied), 4 (process is performed and mostly satisfied) and 5 (process is performed
and completely satisfied).

Level 1 — Initial: 0 items
Level 2 - Managed: 10 items
Level 3 — Defined: 24 items
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Level 4 — Quantitatively managed: 14 items
Level 5 — Optimizing: 6 items

The items at the respective levels were grouped together and the average scores for the levels
were calculated based on procedures that proposed by Baskarada [25]. The estimated readiness
ratings of the organizations were derived by adding the average capability ratings at each level.
For instance, if the average score at Level 2 was 3.92, then the rating was 3.92 divided by 5
giving a rating of 78.4%. These ratings for Level 1 to Level 5 were added to give an estimate
rating of the level of readiness for capability level. For example, given that Level 1 = 100%,
Level 2 =78.4%, Level 3 =51%, Level 4 = 48.2%, and Level 5 = 66.7%, then:

Level of Readiness =1+0.784 + 0.51 + 0.482 + 0.667
= 3.442, which approximate at Level 3

4. Results and analysis

This section elaborates on the analysis of an organization’s demographic date such as age of
BI initiatives, organizational size, types of industry, number of IT/BI employees and the
revenue of an organization on EBI maturity.

RQ1.1: What is the relationship between the age of Bl initiatives and BI maturity?

age Mean N Std. Deviation
1-2 years 2.0000 12 0.00000
10 years above 4.0000 4 0.00000
3-4 year 3.0000 32 0.00000
5- 6 Years 3.2500 48 0.43759
7-8 years 4.0000 12 0.00000
9-10 years 4.0000 12 0.00000
less than 1 year 2.0000 12 0.00000
Total 3.1212 132 0.68829

Table 1. Description statistic for age of Bl initiatives

From the table 2, it is found that Spearman Correlation, rho=0.873, which is larger than 0.7,
indicates that there is strong relationship between the age of Bl initiatves and the BI maturity.

Conclusion: There is strong relationship between the age of Bl initiatives and BI maturity

RQ1.2: What is the relationship between the organizational size and BI maturity?
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age_no maturity_level
Spearman's tho age_no Correlation Coefficient 1.000 873"
Significance (2-tailed) . .000
N 132 132
maturity_level Correlation Coefficient 873" 1.000
Significance (2-tailed) .000
N 132 132

**. Correlation is significant at the 0.01 level (2-tailed).

Table 2. Spearmen correlation between age of Bl initiative and BI maturity level

company_size _n
o maaturity_level
Spearman’s rho company_size_no Cormrelation Coefficient 1.000] 508"
Sig. (2-tailed) . .000]
N 132 132
maturity._level Correlation Coafficient .608" 1.000]
Sig. (2-tailed) 000
N 132 132

**. Correlation is significant at the 0.01 level (2-tailed).

Table 3. Spearmen correlation between company size and Bl maturity level

From the table 3, it is found that Spearman Correlation, tho=0.608,, indicates that there is
moderate relationship between the company’s size and the BI maturity.

Conclusion: There is moderate relationship between the company’s size and BI maturity
RQ1.3: What is the relationship between the types of industry and BI maturity?

Type of industry can be categoried as service and non service. Service industries focus on
improving products and services for their customers (example : financial, healthcare, educa-
tion, telecommunication) whille non service focus on improving processes for the production
and distrbution of the products and services (retail, logistic, manufacturing and construction).

From the table 4, it is found that Spearman Correlation, rho=0.087,, indicates that there is no
relationship between the type of service and the Bl maturity.

Conclusion: There is no relationship between the type of service and BI maturity
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type_no maturity_level
Spearman'stho  type_no Comelation Coefficient 1.000 087
Sig. (2-tailed) . a19|
M 132 132
maturity_level Comelation Coefficient D87 1.0004
Sig. (2-tailed) 319
M 132 132

Table 4. Spearmen correlation between type of service and BI maturity level

RQ1.4: What is the relationship between the numbers of IT/BI employees and BI maturity?

Number of IT/BI employees can be categorized as low (1-5 persons) and medium (6-10

persons).

no_of_employee Mean N Std. Deviation
Low 3.0000 112 0.65760
Medium 3.8000 20 0.41039

Total 3.1212 132 0.68829

Table 5. Description statistic for number of IT/BI employees maturity level

no_of_staff | maturity_level
Spearman’s rho no_of_staff Comelation Coefficient 1.000 429"
Sig. (2-tailed) . .000|
N 132 132
maturity_level  Comelation Coefficient 4297 1.000|
Sig. (2-tailed) 000
M 132 132

**. Correlation is significant at the 0.01 level (2-tailed)

Table 6. Spearmen correlation between number of IT/BI employees and BI maturity level
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From the table 6, it is found that Spearman Correlation, rho=0.429,, indicates that there is weak
relationship between the number of staffs and the BI maturity.

Conclusion: There is weak relationship between the number of staffs and BI maturity
RQ1.5: What is the relationship between the revenue of the organization and BI maturity?

With respect to the revenue of an organization, it was classified into small (Less than RM 20
million), medium (RM 20 million to RM200 million), and large (more than RM200 million)
enterprises.

reveanua_no | maturity_level
Spearman's tho  revenue_no Comelation Coefficient 1.000| 608"
Sig. (2-tailed) ) |
M 132 132
maturity_level  Comelation Coefficient 608~ 1.000|
Sig. (2-tailed) 000
M 132 132

**. Correlation is significant at the 0.01 level (2-tailed)

Table 7. Spearmen correlation between the revenue of the organization and BI maturity level

From the table 7, it is found that Spearman Correlation, rho=0.608,, indicates that there is
moderate relationship between the revenue of an organization and the Bl maturity.

Conclusion: There is moderate relationship between the revenue of an organization and BI
maturity

5. Conclusion

This chapter has condensed the findings of the analysis based on survey data collected from
132 participating companies in Malaysia. Results shows that age of Bl initiatives, organiza-
tional size, number of IT/BI employees and the revenue of an organization have relationship
on Bl maturity level. Results above also show that the type of industry has no relationship on
the BI maturity level. The result above also tally with Eckerson’s study [20], which stated that
in the phenomenon of increasing the age of Bl initiatives, the mean of Bl maturity will increase.
The recent survey conducted by Rabel et.al [16] also indicated that Bl maturity and the number
of year conducting are related to each other. Han et.al [10] pointed out that BI maturity rating
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undertaken in different organization and BI maturity is increase with the longer the company
implement BI. Elbashir et.al [17] proved that there is a positive relationship between the
organization size and the BI maturity mean while Sen et.al [18] argued that for organization
size is one of the success factors in order for data warehouse or BI technology.

This research project may be used as a framework to lead any future research towards
advancing the theory of Enterprise Business Intelligence Maturity. In the future, large samples
size could be used to strengthen the generalizability of the proposed framework. Moreover,
this research could intend to explore more maturity indicators that contribute to the EBI
maturity model. This is because technology and business environment is always keeping
changing and there are more maturity indicators that could emerge in the future.
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Abstract

Exposure to new sources of competition across the world encourages cities to become
more competitive and to allocate their resources more effectively and efficiently.
Responding to the demands of many different groups and managing the allocation of
resources between different claims isnowadays one of the most important challenging
tasks for city governments.

To reach their desired destination, cities must be aware of where they are starting out.
First, they should identify their strengths and weaknesses and after that define the
position they want to strive for in the future. By defining the position of the future,
they need to be aware of the significant trends and other factors that will influence
the direction in which the future unfolds.

To overcome the challenges mentioned, many successful European cities designed a
model that simplifies the monitoring of long-term goals. The important thing is that
these goals are consistent with the city’s development vision and strategy, and both

must be based on values, wishes, and priorities of the local residents.

In the proposed chapter, the authors present the vision and strategy model that was
developed for Slovenian cities.

Keywords: Vision and strategy model, cities, globalization challenges

1. Introduction

Cities have an important political, social, economic, and cultural role in their regions. They are
the foundation of economic development and the core of exchange and trade; they help

I m EC H © 2015 The Author(s). Licensee InTech. This chapter is distributed under the terms of the Creative Commons
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promote personal freedom and are the centers of creativity, development, and innovation.
Globalization has caused many societal changes and influenced the role of cities, which in turn
must face the challenges globalization brings about.

There are numerous studies available on the consequences of globalization in various
countries, but many fewer focus solely on cities, although the volume of research has been
growing in recent years. Analysis of globalization effects on cities in South Africa showed
that the economic, social, and cultural consequences are especially noticeable (see [1]).
Globalization has caused an increase of foreign direct investment in Indian cities (in [2])
while study (see [3]) shows that direct investments were the main consequences of
globalization in Cairo. Study on how globalization affects developing cities highlighted the
need for a model which would help those cities overcome the obstacles of globalization (in
[4]). Looking into different globalization effects, some studies analyse the connection
between cities, trade, and economic growth (see [5]).

The challenges cities face because of globalization are strengthening the need to manage cities
more effectively, and they demand the implementation of new decision-making models on all
levels. In this chapter, we present the vision and strategy model which could serve as a tool
by overcoming globalization challenges.

2. Factors of cities” development

In the past, various factors influenced the development of cities. With the emergence of
globalization, however, this worldwide movement has become the main factor, putting the
interplay between the globalization process and the local potential to the forefront and thus
creating new opportunities for cities. People’s individualism has created a so called I-genera-
tion (individualistic, informal, informed, interactive, and international), and it affects the
dialog between the city managements and the ever more demanding city residents. The third
factor of development can be seen in the integration of all fields, which encourages new
potential synergies. The development of information and communication technology is
enabling an ever faster rate of progress. Through an increasing proportion of elderly popula-
tions and lower fertility rates, the changing demographic environment in developed countries
creates financial pressures on public health and retirement systems, and a smaller base of
economically active people is creating new conditions on job markets.

A growing share of urban populations increases the impact cities have on the prosperity and
welfare of regions and even entire countries. An important factor of urban development is also
the migration of populations, which presents an especially big challenge in the areas of
cohesion, integration, and employment, and at the same time generates new opportunities and
threats for the creation of social capital, identity, and knowledge potential in cities, regions,
and countries. What kind of effects the factors mentioned above have on cities depends on
many circumstances; however, some of the effects can be negative and cities can only avoid
them with a suitable strategy.
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The negative effects of city development primarily apply to the consumption of natural
resources, reflected by severe environmental problems, such as polluted air, polluted soil,
polluted groundwater and surface water, etc. In some cities, where the population density
grew faster than the capacities and plans of local authorities, this has caused social problems.
In business, deindustrialization and the implementation of new technologies limited local
income and drove some residential quarters to the brink of financial ruin, which also hurt the
developmental efforts of entire cities. Various authors have thus developed several kinds of
tools for the revival and further development of cities.

The efficiency factors relevant for city development can be grouped into three key groups (in
[6-13]:

* Economic
* Technological
* Social factors

In [6] economic diversity (industrial/service sectors, international/domestic, and large/small
companies, old/new economy), educated workforce (availability, demand and supply ratios
at universities, research institutes, in governments and in the private sector), connectedness
(internal/external, physical/electronic/cultural), ability to lead strategically (vision, leadership,
partnerships, politics), knowledge and innovation in companies and other organizations
(investment in modern, knowledge-based equipment, investment in research and education,
investment in innovation, work productivity), and quality of life (social, cultural, and envi-
ronmental) are among the most important factors of cities’ competitiveness.

The Huggins Index of Urban Competitiveness ([in 14]) emphasizes the importance of the local
economy’s ability to attract and maintain companies with stable or growing market shares,
while simultaneously sustaining or improving the standard of living in the city. The index is
divided into several subcategories, including knowledge-based companies, economic activity,
company density, GDP per capita, productivity, wages, and unemployment. The urban
resources base consists of location, age, favorable economic structure, company characteristics,
ability to learn and innovate, communication, high-quality environment and services, and
local leadership (see [15]).

“Cities of the future” will need to be able to provide and manage six interrelated forms of
capital (strategic assets and resources of the city) (see [9]):

* Intellectual and social capital

* Democratic capital

* Culture and leisure activities capital
* Environmental capital

* Technical capital

* Financial capital
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Intellectual and social capital

Environmental

capital
Technical
Culture and capital
leisure capital

Democratic capital
Source: ([9]).

Figure 1. Integrating capitals

Intellectual and social capital consists of people and knowledge resources, including urban
residents’ skills, competencies, and know-how. This form of capital is the main success factor
for attracting investments. The level of social capital is reflected through the quality of formal
and informal relationships in a city and is linked with a low crime rate, a low education level,
and a lower level of segmentation and segregation.

Democratic capital (transparency, cooperation, and partnerships) stresses the need to include
city residents in policy making and decision making. The awareness that city residents are no
longer only voters and consumers but also cocreators of policies that shape the future of cities
is coming to the forefront (ibid, 2005, p. 4). The information technology boom has made it
possible to use democratic capital more extensively, and a number of cities are thus taking
advantage of the internet, using it as a new channel for interaction between city leaderships
and residents.

Culture capital and leisure activity capital encompasses values, behaviors, and public expressions
and manifests itself through numerous attributes, which provide the city with a unique
identity. Many cities build their unique identities by creating their own trademarks. In addition
to a range of high-quality cultural services and lifestyles on offer, those trademarks also draw
attention to other city attributes, which help attract and retain people’s attention.

Environmental capital means natural resources, including clean, green, safe, and attractive
environment. Balancing environmental impact with economic development is a big challenge.
Pollution is a major problem for many cities, and their policies should therefore incorporate
economic and environmental considerations.
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Technical capital is the city’s infrastructure and consists of both the basic infrastructure (housing,
transport, water, and energy under strain) and the infrastructure needed for efficient commu-
nication within the city administration.

Financial capital (money and assets) is important because cities nowadays are facing a number
of financial challenges. In order to respond to them, cities have to establish accounting policies
and analyses that allow them to understand their financial position. Often cities adopt an
entrepreneurial approach to financing and providing services.

Although every city has its own unique identity, they face numerous common opportunities
and challenges. The diversity and abundance of factors affecting city development require a
unified strategy or model for long-term urban development that will effectively include all
kinds of capital. Numerous successful European cities have already created their strategies,
outlining their transformation into so-called knowledge or creative cities. These strategies are
based on encouraging city residents” knowledge, creativity, and innovation, as well as the use
of their varied experiences. Most urban city strategies favor a traditional, economic growth-
oriented development policy, with an emphasis on attracting investors. Cities provide them
with the best opportunities, modern infrastructures, highly trained workforce, low taxes, high-
quality public services, and selective industrial policies that favor investments in modern
strategic fields. This kind of policy requires strong support from all public authorities in their
respective strategic fields, and also includes the establishment of research institutes and
modern education programs.

Regardless of which type of strategy is employed, it is important to have one in place in order
to define a city’s direction of development. If a development strategy is not defined, projects
often remain unrealized, not taken advantage of to their full potential, or simply unsuitable
for a certain area. In the following subchapter, we are presenting a vision and strategy model
that cities can use by planning their development. The authors of this chapter participated by
developing a model created based on the needs of the Slovenian market and which has been
tested in various Slovene cities with success.

3. The vision and strategy model for strategic management of a city

The vision and strategy model for Slovenian cities has been developing for years. The research
on existing strategies in foreign cities, an analysis of strategic documents at the European and
national level, and an analysis of the needs and capabilities of cities in Slovenia served as the
basis for the model.

We had several goals in designing the model. First, we wanted to create a model that would
facilitate the equal inclusion of opinions and priorities of city residents and other stakeholders
of the cities. Within the principles of model transformation, we were mindful of the stability
and the efficiency principle. We created a model that makes it possible to define development
objectives and measures needed for their realization for a period of up to 20 years.
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At its core, the model focuses on five main pillars, which have been identified as those vital
for a city’s development. They are as follows:

* Economy

* Transport and communication
¢ Environment

* Quality of life

* Education

The framework of VIS model is shown in Figure 2 below.

VALUES VISION AND STRATEGY
OPFPORTUMNITIES MODEL

CONSISTENCY

STRATEGY -
OPERATIONAL
PROGRAMS

ECONOMY
TRANSPORTATION AND
QUALITY OF LIFE
EDUCATION

- - -
e —=E=1=R=R
FUTURE PROJECTS = = .

Figure 2. The vision and strategy model

All pillars are interconnected and mutually complementary. The main objective of each city is
a strong economic position, and this has been primarily taken into account in the model’s
creation. By “strong economic position,” we mean not only economic growth but also economic
development, which is a reflection of progressive change in the socioeconomic social structure.
The transport and communication pillar has been incorporated into the model because
transport is part of the environment, and as a tertiary industry, it contributes greatly to
economic development and the interconnection of different places. Transport and communi-
cation infrastructure has to meet the needs of economic development. In addition to adequate
construction and the technical state of the transport network, there is a need for good-quality
and high-capacity roads, which have a positive impact on economic activities and traffic
accessibility. An important role must also be given to environmental protection in the creation
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of the long-term development vision and strategy. The environment pillar thus includes the
prevention of biodiversity loss as well as the implementation of efficient and smart electric
power grids and the development of a more competitive low-carbon economy, which effi-
ciently and sustainably uses resources and other forms of environmental protection. The fourth
important pillar of the vision and strategy model is education. It is a fact that we live in a
knowledge-based society and that the skills of residents influence their lives in the greatest
possible way. We are all aware that knowledge is the best investment; therefore, personal
development and growth have also been included in the vision and strategy model. The last
pillar of the model is the quality of life, including cultural events, accessible sports and
recreational facilities, social activities, residence safety, neighborly relations, and spiritual care.
In all phases of the model, attention is directed toward the above-mentioned pillars, and each
step of the model is structured around those pillars.

The model methodology demands the completion of a structured questionnaire among
various interest groups, a field survey on residents’ life satisfaction, a survey for the definition
of the selected city’s identity (recognizability), and an analysis of existing statistical indicators
for the city. Below, we present an example step-by-step representation of the vision and
strategy model.

e
5 Definition of key
objectives and
design of
operative
programs

Compliance of
vision with EU
policies and
AS-IS analysis national strategies
and programs

p——

" Definition of
indicators for
strategy
implementation
monitoring

Competitiveness Development
evaluation vision

Sheme 1. The process for the creation of city vision and strategy model

The above picture shows the process, which consists of six steps. The first step of the process
is an analysis of the city’s current situation.

3.1. The AS-IS analysis

The AS-IS analysis is an evaluation of the current situation in a city. The first step encompasses
a precise definition of demographic and social indicators, economic indicators, and environ-
mental and natural resource-related indicators. In general, a study of available capital is
conducted; strengths, weaknesses, opportunities, and threats are explored, and at the same
time, the location’s attractiveness and the importance of economic and sociopolitical environ-
ment for the selected city are defined.
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Besides a statistical analysis of publicly accessible statistical data, the AS-IS analysis also
includes the following;:

* A public opinion analysis based on a life satisfaction survey among city residents

* A public opinion analysis among residents of other cities in the country with the goal of
defining the selected city’s recognizability in the region

* An analysis of individual responses from a sample of focus groups, which serve to gather
information on the status quo of various aspects of city life. The individual focus group
participants are carefully selected, and some of them are visible members of the city in one
of the fields that could turn out to represent the city’s development potential. In-depth
interviews are carried out with those individuals.

Based on the data gathered with the help of the above-mentioned statistical methods, devel-
opment potential and possible obstacles to development are defined. Within the AS-IS
analysis, particular attention is paid to the city’s budget, which is an important basis for later
steps and for the definition of an individual city’s competitiveness. The next step in the process
is the evaluation of the selected city’s competitiveness.

3.2. Competitiveness evaluation

Competitiveness is defined with the help of two methods—the benchmarking method and the
SWOT analysis. Publicly accessible data from the Statistical Office and data gathered with the
help of questionnaires, filled out by residents and various interest groups already in the first
phase (AS-IS analysis), comprise the main statistical base for the competitiveness evaluation.

With the competitiveness evaluation, we also define general strategic questions that a city is
faced with on a daily basis. We use the following matrix to define strategic issues for the city
(Table 1).

Broad strategic Symptoms Strategic orientation/questions
context
Declining city - High level of inactive population The city needs
- The city is not within commuter distance toa - a good connection to other urban centers
stable or growing economic center - the adaption of services to ensure provision of
- Very few income generating activities essential city services at lower cost

- A constant outward migration from the city for - to reverse trends in a city

various years

The city is in - Unemployment is high The city needs the appropriate

transition - Some “key” old industries closed down - assistance of a transformation of city
- The labor market is focused too much on - way of transforming old industrial locations into
outdate industries new spaces for modern living, working, art, and
- Favorable chances for new ideas culture

- adaption of local skills
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Broad strategic Symptoms Strategic orientation/questions

context

- encouragement of new ideas and new business

- positioning
The city is - The city is successful The city needs provision of adequate infrastructure
growing - There is inward migration and services

- Existing infrastructure is becoming inadequate - to increase the population
because it was not designed for a larger - to ensure adequate environmental standards for a
population growing population and quality of life

- to ensure social integration and cohesion

City resources are- The city does not have the ways and means to The city should

tight generate sufficient income - generate more income
- The city is not using its resources efficiently - make tax collection more effective
enough - make safe investments for the future

- This situation can take place in any of the above

three mentioned situations

Source: (see [16]).

Table 1. Strategic issues relevant for the city

With the help of the matrix above, we can analyze in which stage the city is and define the
most important strategic questions and orientation our model of vision and strategy should
answer.

3.3. Creating the vision

Some cities and people see the vision and strategy as a piece of paper or as a tool for political
promotion. In forming the model, we avoided this risk by including stakeholders and their
ideas in the process of forming the vision of the city.

When creating the vision, we took into consideration the fact that every city needs a strong
and interesting vision, which then serves as the basis of its long-term development strategy.
It is important that the vision include stakeholders and their ideas from various fields, but
simultaneously the general public must be made familiar with the vision in order to build their
enthusiasm around it and enable them to identify with it. The creation of the development
vision is based on the AS-IS analysis and the competitiveness evaluation.

Residents’ values, including traditional and postmodern values, also play an important role
in defining the vision. At the same time, indicators measuring the performance and potential
of a city are also taken into consideration when creating the vision.

In this stage, we use the prioritization matrix, for which we formed an automated template in
an Excel spreadsheet. This spreadsheet includes criteria for judging priorities.
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In the next step, the development vision’s compliance with existing strategic development
documents on the EU and national levels are checked.

3.4. Compliance of vision with EU and national policies

In this step, the residents’” knowledge of EU policies and national strategies is examined, and
at the same time, the new city’s vision is checked against those documents. First, compliance
is checked against development documents at the EU level, then the state, then at the regional
level, and finally at the city level. Simultaneously, a list of existing projects is made and their
alignment with the new vision is reviewed as well. The next step is the definition of key
objectives and operative programs.

3.5. The definition of key objectives and the design of operative programs

Key objectives and operative programs are prepared for each of the above-mentioned five
pillars (economy, transport and communication, environment, education, and quality of life).

Each of the five development pillars is divided into three parts. Part one shows elements from
the residents’ point of view and it reflects their perception of the current situation and certain
expectations. In the second part, clear, quantified, realistic, and challenging objectives are set,
which form the basis of a transparent system for monitoring the execution of the development
strategy. Quantified objectives are also complemented by values or satisfaction of residents.
This ensures a permanent participation of the residents. The third part of each development
pillar is a pool of potential concrete measures for the attainment of objectives set. The pool of
measures stems from existing documents, the city’s legal obligations, and best practice case
studies, and it serves as a reminder for the actions taken by the city council and the city
administration. Based on the measures pool, the city prepares project ideas in advance so that
they are ready to be undertaken.

3.6. The definition of indicator values for the monitoring of strategy implementation

Using the statistical tool “expert choice,” the last step consists of setting the indicator target
values, applicable for the same period of time as the vision. Based on our experiences, 20 years
is the most relevant period. After the calculated final values, which are influenced by weights
assigned to individual indicators, cities have an efficient tool to monitor strategy implemen-
tation progress.

When the process of creating a vision and strategy model is completed, the strategic develop-
ment document must then be presented to city residents. Awareness of the direction of future
development gives residents additional motivation and desire to be involved in the realization
of measures that will contribute to the city’s development.

4. Introduction of the model in practice

The model is designed in such a way that it can be used for any city. A committed city
leadership, which motivates residents and creates an atmosphere where everyone wants to
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contribute to development, greatly contributes to the model’s more efficient realization.
Residents’ values, which form the foundation of the vision, make it possible for individual
cities to differ from their competitors, and they make it possible for the city to stand out and
get noticed to the fullest possible extent. The model’s introduction requires the prudent
application of strategic thinking at all levels and in all dimensions. The special added value of
the model, however, lies in residents” participation in all phases of the creation of the city’s
vision and strategy. The development vision and strategy created by using the model pre-
sented above will give the city answers to the following questions:

1. Who are the relevant subjects for the development of the city?

2. What is the current state of affairs in various fields (economic activity, social activity,
environment, and spatial planning)?

3.  Whatkinds of developmental opportunities are available and what are the developmental
shortcomings?

4. What are the objectives and priorities of the city’s development?
5. Which measures need to be undertaken to achieve the objectives set?
6. Which projects lead toward the objectives set?

Of course, the newly created development vision and strategy only represent the first step,
which must be followed up by building trust in the city, establishing partnerships in various
directions and on various levels, and attracting key factors necessary for the development and
realization of projects that support the city’s developmental objectives. This is a long-term
process, which due to residents’ participation from the early start, their inclusion in the
projects, and their influence on the indicators facilitate a broad consensus that minimizes the
possibilities of everyday political meddling in the city’s development.

The model gives cities the ability to compete and position themselves in order to provide
quality of life, jobs, and services that attract business and people. Cities with vision and strategy
have better conditions for funding city projects via banks, national funding, or EU funding.

To this day, the vision and strategy model has been carried out in more than 20 Slovenian cities.
For all these cities, the model has helped us define specific strategic goals and the way to
achieve them. The model pays special attention to practical aspects of strategy delivery.
Moreover, the model also emphasizes the significance of an integrated approach and the
importance of building partnerships.

5. Conclusion

Many challenges brought about by globalization have encouraged cities to orient themselves
toward the future. Some have done that successfully and some are taking small steps with the
help of individual projects and are therefore less successful. One of the reasons for a lower
success rate is the absence of a development vision and strategy.
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The above-presented process for developing the vision and strategy model of a city enabled
its users to understand and analyze what will be at the center of attention for their city in the
future. The process consists of six steps, and its successful implementation in practice depends
on several different factors. One such important factor is the courage of the city’s leadership
to test new ideas and to encourage a robust dialogue between politicians, the administration,
companies, associations, and individuals. The fact that the model foresees the inclusion of
residents, various interest groups, experts from various fields, and the city’s leadership in
equal measure shows that the creators of the model are well aware that a strategy can only be
successful if people recognize the fulfillment of their wishes and expectations in it. Practice
shows that objectives, plans, and strategies in themselves do not lead to success; only people
and the values that guide their realization can achieve this.
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Abstract

Cities represent the driving force of development in economic, social, and cultural life,
reflecting also the spatial organization of human society. Taking into account the fact
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 to establish a system for the ranking and positioning of cities and
regions in this process (the level of categorization). This will allow the preparation of
appropriate strategic and development guidelines for cities and urban regions to take
place. In order to be able to compare the level of their efficiency in fostering develop-
ment, there is an intensifying need to develop indicators that measure the performance
of cities, are representative and comparable between countries, and allow verification
to others. At present, there are many different urban indicators and institutions that
compile and analyze them. Performance measurement systems, developed for
internal use in some cities, already show a degree of measurement feasibility. The
fundamental problem is that this variety of indicators lacks consistency and compa-
rability (over time and between compared cities). Therefore, their use cannot be
approved in a wider context (benchmark) of comparative situations. Upon 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 interna-
tionally recognized institutions. With the established set of indicators and assistance
of computer programs for multiparameter decision-making processes (analytic
hierarchical process [AHP]), this paper also seeks to investigate comparisons between

performance of selected European cities (on a qualitative basis).

Keywords: city, region, urban development, globalization, urbanization, measure-
ment systems, development of urban indicators, indicators, city ranking, quality of

life, competitiveness
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1. Introduction

Existing methodologies in comparison to performance and quality of urban city structure affect
more or less a wider field of urban and regional disparities, while specific approaches cover
only limited areas. [34] focuses exclusively on infrastructure impacts, Callois and Aubert
(2007) empirically analyze the impact of social capital on regional development. The advantage
of quoted approaches represents limited number of variables involved in analysis. In the area
of measuring the quality of life, [53] provide an overview of indicators of sustainable devel-
opment, as well as [54] and [55], but the interpretation of the indicators of quality of life is
missing. In the field of competitiveness, [62] presents the synopsis of indicators measuring
urban competitiveness on a European scale, while [39] indicate the multicast nature of
sustainable development that consequently leads to the unclear definition of the measuring
indicator. Missing thematic indicators can also be found in the context of measuring regional
disparities, both at the level of the broader European countries [58] and in the narrow sense of
the regions [36]. Comparing cities by the use of indicators that represent diverse aspects of
urban life is only possible with the meaningful structured set system; easily adding a large
number of indicators to achieve a single index may result in criticism of uncertainty and
noticeable limitation of its interpretation. Similar effects can also be achieved by using a larger
set of nonaggregated indicators; therefore, identification of appropriate, small number of
relevant indicators is crucial. In the process of establishing the set of indicators, the inclusion
of indicators with higher impact on the general differences between selected cities in different
countries is necessary; an additional assumption incorporates the integration of indicators
from the field of environmental, human, and social capital as well as the demographic point
of view.

2. Theoretical background and applied practices

When searching for the most relevant performance indicators of city development, we proceed
from the fact that more than two-thirds of the population live in urban areas. The urban
environment provides a fertile ground for the development of science and technology, culture,
and innovation. On the other hand, in cities, there is also more emphasis on the problems such
as unemployment, discrimination, segregation of society, and poverty. The cities are also faced
by challenges, associated with mitigating the effects of climate change, job creation, prosperity,
and quality of life. Therefore, the development of cities has a decisive impact on the future of
the economic, social, and territorial development. As highlighted by the recent European
Commission survey entitled “Cities of the Future—Challenges, Ideas and Expectations” (EC,
2011), a phase of urban sprawl in recent decades has shown serious problems associated with
the deterioration of urban areas due to lack of infrastructure construction and basic services.
Promoting urban renewal as the driving force of prosperity and creating opportunities
together with strengthening the link between cities and development, and between urban
centers and surrounding areas, are the main challenges to provide stable economic growth.
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Establishing a system of indicators for measuring performance development of selected cities
included the consideration of contemporary city’s complex aspects with reference to (a) the 72
attributes of a smart city,' (b) the performance of the city, and (c) urban status or urban
sustainability.

The case study example of Glasgow classifies city performance indicators as follows: (1)
population (mortality, fertility, population projections), (2) economic participation (employ-
ment, unemployment, vacancies), (3) poverty (access to bank accounts, children poverty,
financial hardship, low-income households), (4) health (life expectancy, inability to work), (5)
social capital (social inclusion, social networks, trust and reciprocity, civic participation), (6),
environment (green environment, open space, air quality, recycling), (7) transport (transport
volume, journeys to work and school, traffic accidents, cycling), (8) education (children
education, the highest qualification obtained, the qualification of the working population,
training of young people), (9) safety of local communities (overall level of crime, antisocial
behavior, violence, unintentional injuries), (10) lifestyle, (11) cultural vitality (involvement in
sport and cultural events), and (12) mind-set (religion, politics, involvement in the community,
trust, national identity).

Indicators of sustainable development reflect the complex and dynamic structure of the urban
environment. With the adoption of Agenda 21 (1992), this type of indicator was developed by
a number of institutions, including the World Bank (UN—Urban Indicators Programme),
followed by indicators of the World Health Organization (WHO), as the analytical tools for
studying population health and quality of life in urban environment. A wider set of indicators
also includes project SUD-LAB EC (European Commission) with an expanded 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) quality of transport,
(f) urban management, and (g) waste management. For each of listed categories, a set of
indicators is reflecting the level of urban functionality. Indicators of the EU-TISSUE Pro-
gramme, in use in 15 European countries, relate to the areas of sustainable urban management
(descriptive indicators), sustainable urban transport, sustainable urban construction, and
sustainable urban design [2].

In accordance with the Charter on European Sustainable Cities and Towns, [60] lists six key
areas of sustainable development and urban transformation: (1) active city/town, (2) beautiful
town, (3) green city/town, (4) town with a better environment, (5) cooperation for a better city,
and (6) town catalogue. The strategy of urban sustainability consequently includes urban
sustainability 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, and consumption; (7) environment and social expenditure; (8) urban safety; (9)
public health; (10) social justice; and (11) global change.

Among indicators of central city area development, Nitulescu (2000) includes the following:
(1) types of land using (constructions, green areas), (2) green areas surface from the total town
center’s surface, (3) percent of residential buildings from the total number of buildings from

1http://www.smart-cities.eu.
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the center of the town, (4) percent of trade buildings from the total number of buildings from
the town center, (5) percent of central functions buildings (administrative, international,
unique endowment) from the total number of buildings from the center of the town, (6) built
areas of public utility related to then inhabited areas, (7) employment density (number of
working places related to the town center surface), (8) rate of employed population for each
sector (industry, trade, services), (9) number of crossroads for the surface of the town center,
(10) surface of pedestrian circulation for the surface of the town, and (11) surface of pedestrian
circulation for the surface of roadway [2].

Among indicators of urban status ranks, Suler’s (2005) category of population and labor force
indicators are as follows: (1) number of inhabitants, (2) population density (per hectare), (3)
working places/1000 inhabitants, and (4) proportion of the population employed in the service
sector. The category of living and quality of life indicators include the following: (5) number
of residential buildings per 1000 inhabitants, (6) houses equipped with plumbing (% of
buildings), (7) number of personal cars per 1000 inhabitants, (8) number of houses with
bathrooms inside the building, (9) number of hospital beds per 1000 inhabitants, (10) number
of doctors per 1000 persons, (11) financial/banking institutions (headquarters, working points),
and (12) accessibility to lines of communication (railway station, bus station). The indicators
of category society, culture, and leisure include the following: (13) education units (high school,
secondary, postsecondary school), (14) secondary school in primary and secondary educa-
tional units (%), (15) cultural and sports endowments (theaters, public libraries, gyms,
auditorium, stadium), and (16) accommodation places/1000 inhabitants. Indicators of the
urban network are specified as follows: (17) modernized streets (%), (18) streets with water
pipes (%), (19) waste water treatment, (20) household gas distribution pipes (%), (21) sanitation
motor vehicles for 100 km of street, (22) scavengers for 1000 inhabitants, and (23) green area
surface m?/inhabitant.

[2] defines an index of local development as an integrated indicator, including the importance
(weights) of individual elements as category of infrastructure (4), followed by the economy
(3), community (2), and the public administration (1):

L= [(1x 4) + (1 3) + (1% 2) + (1,x 1)] / 10, (1)

where I is the local development indeX, I, is the infrastructure index, I, is the local economy
index, I, is the local community index, and I,, is the public administration index.

Category infrastructure includes utilities, transport infrastructure, health infrastructure,
natural resources, and natural environment. Economy includes financial services and insur-
ance, labor, and public budget. Public administration includes public administration, services
and support to small and medium-sized enterprises, urban planning, communication, and
information dissemination. Among the indicators of development, Banicd (2010) introduces
the community spirit, safety of citizens, tourist attractions, cultural/sports facilities, and
cultural/historical heritage.
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[63] formed an indicator of the publicurban transport quality using available Eurostat database
indicators, including the following subindicators: (1) the proportion of journeys to work by
public transport, (2) the length of the public transport network, (3) the number of stops of
public transport per km?, (4) the price of a monthly public transport ticket, (5) the number of
stops per 1000 population, (6) the number of stops per 1 km of public transport network, (7)
the ratio between the public transport network on fixed infrastructure and flexible connections,
and (9) the proportion of land for transport use.

World Bank Urban Development Indicators include the following: (1) proportion of urban
population with access to improved health services, (2) proportion of urban population with
access to water resources, (3) number of motor vehicles per 1000 population, (4) number of
passenger cars per 1000 inhabitants, (5) emissions of PM10 (micrograms per m?), (6) proportion
of poverty, (7) fuel prices, (8) fuel consumption per capita, and (9) the percentage of the urban
population.

Significant importance among urban sustainability indicators belongs to European Common
Indicators (ECI), first established in 1999-2003, by the research institute Ambiente Italia.
Within a base with more than 1000 indicators, 10 key indicators, reflecting the development
trends of European cities in accordance with the principles of social inclusion, local governance
and democracy, local/global integration of the city, local economy, environment, cultural
heritage, and quality of the institutional environment was selected: (1) citizens’ satisfaction
with the local community, (2) local contribution to global climate change (CO, emissions per
capita), (3) local mobility and passenger transportation, (4) availability of local public open
areas and services, (5) quality of the air (emissions of PM,), (6) children’s journeys to and from
school, (7) sustainable management of the local authority and local enterprises, (8) noise
pollution, (9) sustainable land use, and (10) products promoting sustainability.

With reference to the cited attributes of a smart city,” city performance, and urban sustaina-
bility, a system of indicators, whose structure is presented in the following text, for measuring
performance development of the city was developed. Areas of measurement, enabling the
international comparison of cities, covered six areas: (1) demography, labor market, and
economy; (2) quality of life; (3) society, culture, and leisure activities; (4) research and devel-
opment; (5) accessibility of urban networks and international connectivity; and (6) manage-
ment of sustainable resources. Within listed areas of measurement system, categories enabling
grouping of individual indicators and appropriate weighting of the their relative importance
were set. Relevant indicators resulted from knowledge of current topics and problems of urban
development as well as the renewal priorities of local development model. The indicator
system, based on current challenges of a multicultural society, was reaching the areas within
the sphere of local communities, trust in institutions, prosperity, quality of life, environmental
change, social exclusion, unemployment, poverty, polarization, and demographic changes.
From this perspective, it can be regarded as a dynamic system, where 53 selected indicators
serve as a basis, always possible to upgrade and adapt to the situation and degree of urban
development.

2 Specifically explained in Section 6.
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3. Selection of indicators

The selection of appropriate indicators included research and exploration, evaluation, and
selection of relevant databases, through which adequate indicators of measurement as a
basis for determining the level of the city performance development and consequently a
useful tool for ranking of comparable medium-sized European cities was obtained.
Indicators in the study were selected on the basis of following assumptions: (1) objectivi-
ty (clear, easy to understand, precise, and unambiguous); (2) relevance, measurability, and
reproducibility (quantitative, systematic observable); (3) validity (with the possibility of
verification and data quality control); (4) statistical representativeness (at the city level); (5)
comparability/standardization —longitudinal (over time) and transverse (between cities); (6)
flexibility (with the possibility of continuous improvement); (7) efficiency/performance (as
decision making and local management planning tool); (8) accessibility (available databas-
es, use of existing data); (9) interaction (social, environmental, economic); and (10) consisten-
cy and temporal stability. Last but not least, the selection of appropriate indicators was also
related to the concept of data homogeneity. In searching for the relevant data, many of the
existing semantic information about the state of the city and urban region were expected
to be available; therefore, the data credibility was highlighted.

4. Selection of cities

In Europe, more than 600 cities and urban regions are classified as medium-sized with a
population between 100,000 and 500,000 inhabitants (selection criteria). In the case of a
single manual data collection, the data processing for such number of cities are practical-
ly impossible. Therefore, the reselection of urban sample in terms of a data source (all
selected cities should be covered by a specific source, e.g., Urban Audit) was necessary to
eliminate the risk of the diverse resources’ use, related to the area and the region of the
city, induced by the dimension of the selected city sample. In case of insufficient data, the
use of different spatial levels (Eurostat database is corresponding to NUTS2, representing
regions and provinces, while the Eurobarometer data correspond to NUTS0/national level)
was imminent. Quoted databases focus on the European cities’ profiles, which further
narrowed the selection frame. The final selection of cities was defined (Table 2) on the basis
of the following: location (criterion 1: all selected cities are located in Europe), database
(criterion 2: inclusion in the database Urban Audit), definition in terms of a smart city
(criterion 3: placed in the “Smart Cities” base), comparability in terms of urban size (criterion
4: comparable population size: medium-sized cities with the range of 100,000 to 200,000
inhabitants), and regional significance (criterion 5: capital region or important regional
center). With reference to fulfilled criteria, research cities represented Maribor (Slovenia),
Pleven (Bulgaria), Linz (Austria), Erfurt (Germany), Trieste (Italy), and Brugge (Belgium).
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Table 1. City performance measurement indicators
City NUTS0 NUTS1 NUTS2 NUTS3
Maribor Slovenia SIO: Slovenia SI02: West Slovene region SI012 Podravje region
Pleven Bulgaria BG3: North I SE Bulgaria BG31: Northwest BG314 Pleven
Linz Austria AT3: Westosterreich AT31: Oberdsterreich AT312 Linz-Wels
Erfurt Germany DEG: Thiiringen DEGO: Thiiringen DEGO1 Erfurt
Trieste Italy ITH: North-East ITH4: Friuli-Venezia Giulia ITH44 Trieste
Brugge Belgium BE2: Vlaams Gewest BE25: Prov. West-Vlaandeeren = BE251 Arr.Brugge

Source: http://ec.europa.eu/eurostat/ramon/nomenclatures

Table 2. Selected cities and the corresponding regions (NUTS classification)

5. Data structure and categorization

5.1. Database

The database of the research was largely represented by an Urban Audit indicator set for core
cities, available as a part of a broader Eurostat collection. The base of data analysis (accessed
February 2012) covered 30 countries: the EU-27, along with Turkey, Switzerland, Norway, and
372 urban units (city and the wider urban area) and specific metropolitan areas. The temporal
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span, used in the research, included periods 2010-2012, 2007-2009, and 2003-2006, exception-
ally 1999-2002, but only to illustrate the missing measurement in the time series. In addition
to Urban Audit, research also implied regional databases of EUROSTAT (appsso.euro-
stat.ec.europa.eu), and the index of quality of life in each country was defined by using ranking
of International Living survey. Taking into account the selection of cities from different
countries in terms of validity and international comparability, and to avoid inaccuracies due
to diverse methodological approaches, the research additionally incorporated data from the
Statistical Office of the Republic of Slovenia (www.stat.si), Austria (Statistik Austria; www.sta-
tistik.at), Italy (SISTAN Sistema statistico nazionale; www.sistan.it and www.istat.it), Germa-
ny (www.destatis.de), Belgium (statbel.fgov.be), and Bulgaria (www.nsi.bg). Urban Audit
database, used in 75.47% of cases, was followed by Eurostat database with 22.64% and other
data sources (1.89%); overall data coverage rate reached 87%. Limitations of the research
referred to the missing data; the inclusion of the secondary databases that would otherwise
fill out the data gap could be due to the chosen methodology of data collection and evaluation,
which will result in the reduced data comparability of data and furthermore between cities
within individual indicators. Dropping variables was potentially admissible in cases of minor
influence on the dependent variable (i), which, in most cases, proved to be the best choice since
it pointed out the problems associated with data collection (listwise/casewise deletion of
missing data of the valuation criterion). Options of replacing missing data represented single
imputation as the arithmetic mean (overall mean) or multiple imputation methods (e.g.,
program Amelia II). When using programs of multicriteria decision making (Expert Choice)
in research, only indicators without data gaps were evaluated.

6. Criteria weighting

6.1. Determining the weights of indicators: different approaches

Weighting of indicators emphasized the suitability requirements, with the value of the weight
indicating the impact of each criterion on the final goal (objective). Weighting methods are
different, are very widely used, and are scalable in many cases applied, where 0 equals the
insignificant impact of the indicator, range 1-3 represents a significantly less important
indicator, range 4-7 represents a little less important indicator, and range 8-10 represents an
equally important indicator in terms of the relative importance with the most important criteria
[1, 30]. In the case of a clearly defined target group, the determination of relevant weightings
is also possible by using the questionnaire survey. Stepwise methods label 5-6 as low impor-
tance indicators (complementary, supplementary, secondary, incidental, indirect, and no
impact), 7-8 as average significant indicators (imperative, mandatory, or required indicator),
and 9-10 as high importance indicator (fundamental, essential, decisive, definitive, and
guidelines).

The weighting is also possible with the prioritization of functional variables in the form of a
matrix (CICAPSO, 2012), consisting of the power zone with a low dependence of variable x
(abscissa axis) and a high impact y (ordinate axis); connection zone, linked with a high depend-
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ence of x and a high influence of y; isolated zone, with a low dependence of x and a low impact
of y; and exit zone, with the high dependence of x and low impact of y. The weightings in the
power zone are the most important, influential, and less dependent; those identified in the
connection zone are often associated with conflicts, relevant by influence, but at the same time
very dependent. In the isolated zone, the weights with low or no dependence and influence
on other, mostly useful at the end of the evaluation, can be found. As last in the exit zone,
weights of minor importance and high dependence, with the purpose for understanding the
power and connection zone, are located.

Impact (y) 1

Power zone Connection zone

Isolation zone Exit zone

Dependence (x)—
Source: [9].

Table 3. Matrix of weights.

Conceptualization of the system of indicators in research was based on the relevance of the
individual categories, taking into account the relative importance of weights on the objective
measurement: performance development of selected cities. Considering that the system of
indicators represents a baseline tool, the weighting depends on the purpose of the decision
maker in terms of defining the specific goal of measuring and monitoring. Comparability of
the indicators was previously reached by using available, credible databases (Section 5.1).

In the case of the desk research data collection, the z-transformation method, which provides
standardization and data aggregation, is suggested. In the concept of the “smart city,”
establishing a standardized indicator value of each city was followed by determining the
weightings in accordance with the coverage degree of indicators (lower weightings indicated
that values of indicators were not covering all cities). Indicators were assumed to have equal
influence on a particular category (currently 70 cities with 74 indicators represent 87% level of
coverage). Indicators of “smart economy” include innovative spirit (3 indicators with a weight
of 0.17), entrepreneurship (2 indicators with a weight of 0.17), economic image/trademark (1
indicator with a weight of 0.17), productivity (1 indicator with a weight of 0.17), and flexibility
of labor market (2 indicators with a weight of 0.17). “Smart mobility” indicators represent the
following: local accessibility (3 indicators with a weight of 0.25), (inter-)national accessibility
(1 indicator with a weight of 0.25), availability of ICT infrastructure (2 indicators with a weight
of 0.25), and sustainable, innovative, and safe transport systems (3 indicators with a weight of
0.25). Among indicators of “smart environment,” the attractiveness of natural conditions (2
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indicators with a weight of 0.25), pollution (3 indicators with a weight of 0.25), environmental
protection (2 indicators with a weight of 0.25), and sustainable resource management (3
indicators with weighting of 0.25) are considered. Indicators of the category “smart people”
include the following: level of qualification (4 indicators with a weight of 0.14), affinity to
lifelong learning (3 indicators with a weight of 0.14), social and ethnic plurality (2 indicators
with a weight of 0.14), flexibility (1 indicator with a weight of 0.14), creativity (1 indicator with
a weight of 0.14), cosmopolitanism/open-mindedness (3 indicators with a weight of 0.14), and
participation in public life (2 indicators with a weight of 0.14). Indicators of the category “smart
life” represent the following: cultural facilities (3 indicators with a weight of 0.14), health
conditions (4 indicators with a weight of 0.14), individual safety (3 indicators with a weight of
0.14), housing quality (3 indicators with a weight of 0.14), education facilities (3 indicators with
aweightof 0.14), touristic attractiveness (2 indicators with a weight of 0.14), and social cohesion
(2 indicators with a weight of 0.14). Participation in decision-making processes (4 indicators
with a weight of 0.33), public and social services (3 indicators with a weight of 0.33), and
transparent governance (2 indicators with a weight of 0.33) form the category of “smart
regulation” indicators.

By determining the adequate weighting, the research in this section also considered weighting
of indicators, measuring the competitiveness of cities in the context of the knowledge economy,
where the greatest importance was given to categories of quality of life (weighting 0.20) and
knowledge base (weighting 0.20), followed by the categories of innovation (weighting 0.10)
accessibility (weighting 0.10), urban diversity (weighting 0.10), productivity (weighting 0.10),
and social connectivity (weighting 0.10). Areas of agglomeration and economic heritage were
defined with a weight of 0.05 [62].

With reference to quoted concepts, the largest weighting importance in research was assigned
to the categories of quality of life, environment, lifelong learning, development of information,
and communication technology and city brand (weighting 0.20), followed by labor market,
productivity, entrepreneurship, innovation, and mobility (weighting 0.15). The importance of
social cohesion, governance, and urban diversity was defined with a weight of 0.10; a minimum
effect on the performance development measurement was attributed to demographic catego-
ries (weighting 0.05). Weightings for individual categories of indicators 1-53 are presented in
Table 1.

In terms of weighting credibility, the study also considered Mercer’s classification and
evaluation indicators (weights) of quality of life (Quality of Living Report) in European cities
(Urban Audit database, benchmarking analysis of 246 European cities). The study of 10
dimensions, namely, (1) quality of life, economic environment, (2) political and social envi-
ronment, (3) sociocultural environment, (4) health and medicine, (5) schools and education,
(6) public services and transport, (7) recreation, (8) consumer goods, (9) housing possibilities,
(10) natural environment, and 39 quality of life indicators showed a certain degree of area
similarity to the selected indicators’ system in the research (demography, labor market,
economy, quality of life, society, culture and leisure activities, and R & D). Mercer’s weights
in specific areas are defined as follows: political and social environment (weighting 0.283);
economic environment (0.048), which includes employment in the services sector (NACE
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classification J-K); area of health and medicine (0.229), which also includes life expectancy in
years; schools and education (ISCED with weight of 0.041); public services and transportation
(0.157), including air passengers using nearest airport; recreation (0.109); housing possibilities
(0.062); and the natural environment (0.071), including rainfall [33].

7. Multiattribute decision models and system of indicators’ simulation
with computer-based programs

7.1. Methods for decision support

After the system of indicators for monitoring performance development of the city had been
set, the purpose of the study was to enable quality decision making in a systematic, organized
manner. The preparation of scenario and the selection of the chosen strategy involved either
verbal or numerical representation of inputs in principle, which required the inclusion of
artificial intelligence. Multicriteria models represent a useful tool to support decision making
in complex decision situations, where a large number of factors and variants affect the final
decision. Supporting software tools in designing a decision model evaluate variants and offer
a range of different analyses for detailed decision’s verification and justification [6, 7].

Systematic decision-making processes for supporting smart decisions should be based on
combining normative theories and cognitive aspects, forming an integral part of decision
making in practice. According to [23], problem solving can be done in several ways: intuitively,
routinely —by adopting the past used procedures, or random selection —by systematic rational
thinking using relevant information. In the latter, the decision maker measures the values of
alternatives by each individual criterion or by multiple criteria simultaneously [11].

The general approach of decision analysis originates from axioms of the game theory, by John
von Neumann and Oskar Morgenstern. The main steps represent problem structuring,
estimating the likelihood of possible outcomes, determining their utility, evaluating alterna-
tives and selecting strategies. Briefly, the process of multiattribute decision making involves
problem identification and its structuring, the model building, and activities of problem
solving planning, wherein[5] have foreseen also returning from each following to the previous
phase [11].

The major role in decision making according to multiple criteria goes to classification or
ranking. Identifying the decision maker’s relative importance of each criterion can be ex-
pressed as a priority (the criterion is more important than the other) or weighting, which
declares the relative importance of the various criteria [10].

In the research, comparison of the cities’ development performance was carried out using the
analytic hierarchical process (AHP) method, developed by Thomas L. Saaty. In accordance
with the theory of AHP, multicriteria problems are initially presented in the form of a
hierarchical model. Several papers demonstrated the AHP efficiency in different areas [19, 21,
26, 31, 32, 37, 51, 52, 59, 64]. The oldest reference we have found dates from 1972 [41]. After
this, a paper in the Journal of Mathematical Psychology [42] precisely described the method [26].
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The method’s basis represent pairwise comparisons of the two criteria at the same level in
relation to the element on the next (higher) level. In order to help the decision maker to provide
the pairwise comparisons, Saaty created a 9-point intensity scale of importance between pair
of elements (Table 4). If the estimation a.., is assigned to criterion i in comparison with j, then
to criterion j when compared with i, the reciprocal value is assigned [44, 48, 50].

Weighting criteria and priorities to alternatives are not assigned directly by decision makers;
they are calculated from the judgments, entered by comparing the importance of criteria and
preferences of alternatives in pairs in verbal, graphic, or numerical manner [10].

A top-down approach of AHP method leads from the goal to the alternatives, while the bottom-
up approach represents expression of judgments about alternatives before expressing judg-
ments on the criteria [16, 38].

Intensity of Definition/explanation
importance
The criteria are equally important; alternatives are equally preferred/equally
! contribute to the objective.
Experience and judgment slightly favor one activity over another. The criterion is moderately/
> slightly more important than the comparable criterion.
Experience and judgment strongly favor one activity over another. The criterion is strongly more
> important than the comparable criterion; alternative is strongly more preferred.
Very strong or demonstrated importance. Criterion is powerfully more important than the
7 comparable criteria.
9 The criterion is extremely more important than the comparable criterion; alternative is extremely

more preferred, highest possible favoring of one criterion over another.

Source: [10].

Table 4. The fundamental scale for pairwise comparisons.

Evaluating the importance of criteria and preference of alternatives, according to individual
criteria, includes a criteria importance estimation by setting the appropriate weights; for AHP,
the sum of the weights for each group of criteria is considered equal to 1 (hierarchical manner
of determining the weights).

Attributes (criteria at the lowest hierarchical level) are represented as follows [10]:
2y, Zy ..., %, while
wy, W, ..., ww, represent the weights.

It is assumed that:

w +w,+..w, = Lw >0m=1,2,..,k, )
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a,=—+;i=1,2,..,k;j=1, 2,...,k, meaning: (3)

attribute z; is a;- times as important as the attribute z;.

By calculating the values of alternatives with respect to each attribute is:
v,,(A;) value of alternative A; with respect to the attribute z,, and

v,(A;) value of alternative A; with respect to the attribute z,,.

Given n objects, e.g., attributes or alternatives, we suppose that the decision maker is able to
compare any two of them. In preference modelling, this assumption is called comparability.
For any pairs (i, j); i, j = 1, 2,..., n, the decision maker is requested to tell how many times the
i-th object is preferred (or more important) than the j-th one, which result is denoted by a;;

a,= ——=—i=1,2,...,mj=1,2, ..,n, 4)

ratios of values of alternatives, indicating that alternative A, is with respect to attribute z,, a;-
times as good as alternative A, [10].

By pairwise comparison, regarding the importance of the criteria, a square matrix A whose
elements are the ratios of a; criteria weights [10, 15, 22] can be composed as follows:

A= [%}' ®)

The characteristics of the matrix are as follows [10]:

1
a; > 0,a, = ;,aﬁ = land (6)
]l

a. a

i = @i

i,m,j=1,2,.,k 7)

The consistency of matrix is confirmed in the case of:

Aw = kw. (8)
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In practice, the consistency is usually incomplete; therefore,

Aw = lw, )

where A represents the eigenvalue and w the eigenvector of the matrix A, which belongs to the
eigenvalue A. Only if k = A, the consistency of the decision maker is complete. [5, 10] defined
a measure of consistency or consistency index (CI) as follows:

Cl= Amax—k (10)
k-1
where A, represents the principal eigenvalue and k the size of matrix.
The calculation of the consistency of the decision maker is defined as follows [10, 50]:
CR= a (11)
R

where CR is the consistency ratio, and R represents the random consistency index.

The consistency index is compared to a value, derived by generating random reciprocal
matrices of the same size, to give a consistency ratio (CR), which is meant to have the same
interpretation, regardless the size of the matrix. The comparative values from random matrices
are as follows for 3 <k <10 [5].

Size of matrix k 3 4 5 6 7 8 9 10
Comparative value 0.58 0.90 1.12 1.24 1.32 1.41 1.45 1.49
R

Source: [42, 5 and [10].

Table 5. Comparative values.

A consistency ratio of 0.1 or less is generally considered to be acceptable. Evaluating the
importance of the criteria results [15, 22] in:

a»n  a (12)
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Advantages of the method include (1) unity (a single, comprehensive, and flexible model for
unstructured problems), (2) interdependence (of the system elements), (3) complexity (com-
bining deductive and systemic approaches to problem solving), (4) hierarchical structure, (5)
measurement (descriptive expressed properties by corresponding scale), (6) consistency
(foresees the consistency of judgments for determining priorities), (7) synthesis, (8) exchange
(considers relative priorities and enables selection of the best alternative), (9) judgment and
consensus (combining various judgments in the result), and (10) reiteration (allows reconsid-
eration of the problem definition, correction of judgments, and improved understanding of
the problem) [48].

[10] classifies activities of solving the multicriteria decision-making problem as (a) structuring
the problem (criteria tree), (b) determining weights of the criteria, (c) calculating aggregated
values of alternatives, (d) alternatives ranking, and (e) sensitivity analyses.

In accordance with the method of AHP, by using leading supporting software Expert Choice,
research compared previously selected cities (Table 1), with the aim to identify the perform-
ance of urban development, using the criteria (indicators) and alternatives (variants), arranged
in a hierarchical model. Synthesis results replied to the question of the performance develop-
ment effectiveness of selected national city compared to chosen European cities.

8. Problem modeling

The structuring of a decision making process started by defining the global objective (goal
setting) —selecting the most development successful among six preferential cities, followed by
entry of criteria, which represent six areas: (1) demography, labor market, and economy; (2)
quality of life; (3) society, culture, and leisure activities; (4) research and development; (5)
accessibility, urban networks, and international connectivity; and (6) management of sustain-
able resources. The process continued with defining alternatives (cities: Maribor, Pleven, Linz,
Erfurt, Trieste, and Brugge) and structuring the problem-specific criteria and subcriteria entry.

The chosen indicators were derived from the set of 53 indicators (Table 1), where selection was
narrowed to 24 indicators (3, 6, 7, 9, 13, 15, 20, 22, 23, 25, 26, 31, 33, 38, 39, 42, 43, 44, 45, 46, 47,
48, 50 and 52) due to the availability and completeness of data (no data gaps) for all criteria
and all alternatives, thus providing credible values regarding to the attribute and the global
objective. In addition to the presented weighting approaches (Chapter 6), the importance of
each criterion in comparison with the importance of other criteria of an area (1 to 6, a total of
24 indicators = criteria) following the concept of classifying indicators (Table 3) was introduced.
Weights in the power zone are the most important and influential (indicators: 3, 7, 15, 22, 25,
26,42, 43, 45, 46), those identified in the connection zone are important regarding the influence,
but at the same time significantly dependent from others (indicators: 9, 20, 31, 39, 44, 47, 48),
while weights located in the isolated zone, with small influence above others, are the most
useful at the end of the estimation (indicators: 6, 13, 23, 33, 38, 50, 52).

Figure 1 demonstrates the process of problem structuring using criteria tree. Weights are based
on available data and methods for calculating the factor weights (Saaty). At each node of the
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Figure 1. Structuring the problem (criteria tree).

hierarchy, a matrix will collect the pairwise comparisons of the decision maker for the criteria
and subcriteria, e.g., subcriterion of the total working population is three times more important
than the proportion of the population employed in the service sector, equally important as the
unemployment rate, and 1.5-times more important than average disposable income (Figure 2).

The total working population includes employment not only in the services but also in other
sectors (agriculture, hunting, forestry, fishing, mining, manufacturing, construction, etc.);
consequently, the importance assigned is greater. Compared with the rate of unemployment,
its importance is equal, owing to the fact that the entire working population and unemploy-
ment rate represent an important factor of social inclusion. Confirming the strength of the
importance judgment, theoretical principles define “labour force participation rate,” ex-
pressed as [3]:

Pop = total population LF = labor (“labour force”)=U + E

LF,,, = total working population p = participation rate = LF / LF,,,
(males and females 15-64)

E = number of employees (“employed”) e = rate of employment=E /LF

U =number of unemployed persons u = unemployment rate = U / LF.
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Figure 2. Comparison matrix of the first node (graphical scale).

The increase of the unemployment rate can be simultaneously reflected by the increase of
employment, e.g., if a larger number of new workers are entering the workforce segment, but
only a small fraction actually becomes employed, an increase in the number of unemployed
exceeds the growth in employment. The rate of presence in the labor market is therefore a key
component of long-term economic growth, almost as important as productivity [3].

One of the AHP’s strengths is the possibility to evaluate quantitative as well as qualitative
criteria and alternatives on the same preference scale of nine levels, also verbal (Figure 3). The
subcriterion - number of students in upper and further education ISCED 3-4 per 1000 resident
population, is according to the criterion of society, culture, leisure activities, equally important
as subcriterion - number of students in higher education ISCED 5-6 per 1000 resident popu-
lation. The strength of the given importance judgment is based on the results of the research
about skills, needed in Europe by focusing on the 2020 objectives, carried out by European
Centre for the Development of Vocational Training in 2008.

Defining future employment opportunities, the research highlighted the importance of
qualifications ISCED 3-4 and 5-6 against the others (trend of “replacement demand”). Forecasts
include 105 million new jobs by 2020 (2006-2020); among them, 41 million require a high level
of qualification (ISCED 5-6). The existing qualification structure must be, in accordance with
quoted, necessarily transformed as the foreseen remaining 55 million new jobs expectedly
require medium-level education (ISCED 3-4), which traditionally include vocational qualifi-
cations, while less than 10 million new jobs include lower qualification levels (CEDEFOP, 2008,

p. 13).

Pairwise numerical criteria comparisons (Figure 4) showed that criterion employment in high-
tech industries and knowledge-intensive sectors (NUTS 2) is three times more important than
the R & D expenditure in % of GDP (NUTS 2). The strength of the criterion importance
judgment was expressed on the basis of the United Nations Educational, Scientific, and
Cultural Organization (UNESCO) survey measuring R & D personnel, carried out by Institute
for Statistics in 2009. Salaries of researchers in high-tech and knowledge-intensive sectors
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Figure 3. Judgment scale (verbal).
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Figure 4. Judgment scale (numerical).

represent a significant part of expenditures for research and experimental development, taking
into account the total R & D personnel by sector and occupation as well as the level of
qualification and full-time employment (“FTE method”). The consideration of the head count
(HC) methodology, half-, part-, and full-time FTE, consequently led to overestimated expen-
diture (research and experimental development) in % of GDP, which again reinforced the
validity of the criterion importance judgment (UNESCO, 2009). The matrix was shown as
perfectly consistent (inconsistency ratio = 0.00).

When calculating the final value of alternatives, in the synthesis, where local priorities change
to global, the additive model is used in a research. Expert Choice allows two modes of
synthesis: (a) the distributive (the sum of the priorities on each level equals 1), used in the case
of the desired alternative selection, better in relation to the other, and (b) an ideal mode, used
in the case of obtaining only the best variant, regardless to any other [10]. If the priorities are
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already known, the distributed mode is the only approach, which retrieves these priorities.
Introducing or removing (Troutt, 1988) a copy [4] or a near copy [17] of an alternative results
in a rank reversal of the appeared alternatives. The latest was subject to criticism [17, 27, 28,
56] but also legitimization [24, 40, 43, 46, 47, 49, 59]. In accordance to Wang and Luo (2009),
the rank reversal is not unique to AHP but to all additive models [29]. In this study, the
distributive mode was selected; adding or removing alternatives was reflected in the adjust-
ment of ratios and rankings.

The final values of alternatives to the objective (main goal) of “the best city performance
development” (Figure 5) were as follows: Erfurt (0.191), Linz (0.188), Brugge (0.180), Trieste
(0.159), Pleven (0.142), and Maribor (0.134).
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Source: Expert Choice processing of collected data.

Figure 5. Selection of the best city performance development: the final values of alternatives.

8.1. Interpretation of results

By analyzing the evaluation results (Table 6) using the criterion of demography, labour market
—employment, economy (and its subcriteria), the city of Maribor reached a value of 0.120,
reflecting the weakest result in comparison with other cities, with 57.97% realization of “the
best city performance development” main goal, as compared to Linz. Trieste reached this
objective by 95.17, Brugge by 89.37, and Erfurt by 67.63%. According to the criterion quality
of life, Maribor reached a rating of 3 by 59.84% realization of the main objective; its position
worsened with a rating of 5 according to the criterion society, culture, and leisure activities
(56.83% of main goal accomplishment). Improved classification (rating 4) was achieved in the
field of research and development. However, by the criteria of accessibility of urban networks
and international connectivity (46.70% as compared with the leading Trieste and the value of
0.212) and management of sustainable resources (51.11%), the weakest goal realization was
recorded. Considering all quoted (sub)criteria of areas 1-6, the latter was most successfully
reached by the city of Erfurt, followed by Linz, Brugge, Trieste, and Pleven, with last rating
belonged again to Maribor (realization of 70.16%).

With the purpose of determining the stability of the resulting solutions [12], respectively, the
sensitivity of the result by varying criteria weights (the latter identifies in changing values and
the order of the alternatives), the sensitivity analysis in forms of “performance,” “dynamic”



Measuring Urban Development and City Performance
http://dx.doi.org/10.5772/61063

Scope/rating (ratings) 1 2 3 4 5 6
Demography, labor market— Linz Trst Brugge Pleven Erfurt Maribor
employment economy (0.207) (0.197) (0.185) (0.151) (0.140) (0.120)
Pleven Brugge Maribor
Quality of life Erfurt (0.142) Trst (0.133)  Linz (0.106)
(0.249) (0.220) (0.149)
Society, culture, leisure Brugge Erfurt* Maribor
Linz (0.271) Trst* (0.155) Pleven (0.081)
activities (0.184) (0.155) (0.154)
Erfurt Maribor
Research and development Linz (0.218)  Trst (0.150) Brugge (0.132) Pleven (0.075)
(0.283) (0.142)
Accessibility of urban networks Pleven Maribor
Trst (0.212) Linz (0.171)  Erfurt (0.165) Brugge (0.153)
and international connectivity (0.201) (0.099)
Management of sustainable Erfurt Maribor
Linz (0.200) Brugge (0.184) Trst (0.158) Pleven (0.118)
resources (0.225) (0.115)
Total 1-6 to the objective of “the
best ci f Erfurt Linz (0.188) B (0.180) Trst (0.159) Pl (0.148) Maribor
est city performance inz (0. rugge (0. rst (0. even (0.
vE (0.191) 88 (0.134)

development”

*Rating 3 is shared by Erfurt and Trieste (equal values).

Table 6. Comparison of the evaluation results.

"o

“gradient,
performed.

two-dimensional (2D) plot,” and “head to head” (between two alternatives) was

Performance sensitivity graph in the Figure 6 indicates which alternatives are better or weaker
ataparticular criterion (Canéer, 2009), e.g., Erfurt is the best according to the criteria of research
and development and sustainable resource management. Pleven is the best according to the
criterion quality of life and weakest regarding society, culture, leisure activities, and research
and development. Maribor is the weakest in terms of the criteria demography, labour market
—employment, and economy; the accessibility of urban networks; and the sustainable resource
management. Trieste is the best regarding the accessibility of the urban network.

The gradient analysis enabled to identify influence on the final value of alternatives due to
individual criteria weightings alterations [12]. Dynamic sensitivity analysis (Figure 7) indicates
the weight increase of the criterion of society, culture, and leisure activities from 0.150 to 0.164
or more for the second-ranked alternative to become the best one.

Head-to-head analysis, by comparing two alternatives, clearly demonstrated the superior one
by accomplishing individual criterion and global goal (Canéer, 2009). As apparent from the
Figure 6, the city of Pleven was more successful according to the criterion of demography,
labor market—employment, economy, quality of life criterion and the criterion of accessibility
of urban network, while the city of Maribor indicated better performance according to the
criteria society, culture, and leisure activities, as well as research and development. Pleven
gathered higher final value, namely, for 0.0144.
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Analysis of the 2D plot led to identifying the dominated and nondominated alternatives
regarding the pair of selected criteria [12]. As shown in Figure 6, according to the criteria of
demography, labor market—employment, economy, and quality of life, Linz, Trieste, Brugge,
and Pleven represent the nondominated alternatives, while Erfurt and Maribor belong to
dominated alternatives.
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Figure 6. Sensitivity analysis.
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Figure 7. Change in weightings.

9. Conclusion and future development

The research aimed at testing the development efficiency of such a methodology for measuring
performance success of urban development, which would be useful within the national as well
as international (European) comparable city sample. For the testing purposes, the selection of
cities followed certain criteria. The determination of adequate measurement indicators, closely
associated with evaluation of known methodological concepts (Smart City, city performance,
and urban status and sustainability) and relevant databases, resulted in obtained useful tool:
a system of 53 selected indicators by field measurement, meaningfully divided into six areas
and added categories to enable ranking of comparable medium-sized European cities.

Using AHP and its supporting Expert Choice program tool for quantitative data analysis,
which included narrowed set of 24 indicators (no data gaps), the research sought out for the
confirmation of selection decision possibility in quoted city sample. AHP evaluation of
alternatives provided clarity in multiattribute decision-making process, resulting in ranking
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in accordance with a defined hierarchy and relative importance of decision criteria (criteria
tree and weightings). Achieving the best possible decision due to complex problem structure
therefore demands a trade-off between prefect modeling and usability of the model.

Meanwhile, advantages of the hierarchical problem modeling included the possibility to adopt
verbal judgments and the verification of the consistency, Expert Choice incorporated intuitive
graphical user interfaces, automatic calculation of priorities and inconsistencies, as well as
several ways to process a sensitivity analysis. It has to be pointed out that, beside the traditional
application of AHP and supporting software, a new trend in use, namely combining others
methods, e.g., neural networks, SWOT analysis, and others, is emerging, as AHP is still part
of certain theoretical discussions, resulting from the limitation due to assumed criteria
independence and hierarchy problems due to appropriate judgment scale.

Author details

Jasmina Mavri¢!" and Vito Bobek?
*Address all correspondence to: jasmina.mavric@krs.net
1 Economic institute Maribor, Maribor, Slovenia

2 University of Applied Sciences, FH Joanneum, Graz, Austria

References

[1] Alanne, K. (2004). Selection of renovation actions using multi-criteria “knapsack”
model. Automation in Construction, Vol. 13, No. 3, pp. 377-391.

[2] Bénica, A. (2010). Sustainable urban development indicators case study: Tergu Ocna
Town, Present Environment and Sustainable Development, No. 4, pp. 346-347.

[3] Barth, P. and Heffley, D. (2004). Taking Apart Taking Part: Local Labor Force Participa-
tion Rates, University of Connecticut.

[4] Belton, V. and Gear A. (1983). On a Shortcoming of Saaty’s method of analytical hier-
archies, OMEGA, Vol. 11, No. 3, pp. 228-230.

[5] Belton, V. and Stewart, T.J. (2002). Multiple Criteria Decision Analysis: An Integrated
Approach, Kluwer Academic Publishers, Boston.

[6] Bohanec, M. and Rajkovi¢, V. (1990). DEX: An expert system shell for decision sup-
port, Sistemica, Vol. 1, No. 1, pp. 145-157.



[10]
[11]

[13]

[14]

Measuring Urban Development and City Performance
http://dx.doi.org/10.5772/61063

Bohanec, M. and Rajkovi¢, V. (1995). Vecparametrski odlocitveni modeli, Organizaci-
ja, Vol. 28, No. 7, pp. 427-438.

Callois, J. M. and Aubert, F. (2007). Towards indicators of social capital for regional
development issues: the case of French rural areas, Regional Studies, Vol. 41, No. 6,
pp- 809-821.

CICAPSO SAC—Centro Internacional de Capacitacion y Soporte. (2012). Metodo de
priorizacion de variables basado en matrices [online], www.planificacion.up-
la.edu.pe/portal/images/REFLEXIONES/METODOPARAPONDERGECYT(conf).pdf
(accessed April 3, 2012).

Cancer, V. (2003) Analiza odlo¢anja, Ekonomsko-poslovna fakulteta Maribor, Maribor.

Cander, V. (2007). Okvirni postopek za veckriterijsko odlo¢anje, Organizacija, Vol. 40,
No. 5, pp. A160-A167.

Cander, V. (2009) Kvantitativne in racunalnisko podprte metode ustvarjalnega razmisljanja
in odlo¢anja, Ekonomsko-poslovna fakulteta, Maribor.

Cancer, V. (2010). Considering interactions among multiple criteria for the server se-
lection, Journal of Information and Organizational Science, Vol. 34, No. 1, pp. 55-65.

Cancer, V. and Mulej, M. (2005). The roles of creative thinking and decision making
tools for building knowledge societies [online], https://dspace.jaist.ac.jp/dspace/
bitstream/10119/3962/1/20005.pdf (accessed July 10, 2013).

(v:an(:er, V., Bobek, V. and Korez-Vide, R. (2006). A contribution to the measurement
and analysis of the globalization of national economies, Drustvena istraZivanja, Vol.
15, No. 3, pp. 531-555.

(v:anéer, V., Knez-Ried], J. and Podgornik, R. (2003). Presojanje bonitete poslovnih
partnerjev z metodologijo AHP, Nase gospodarstvo, Vol. 49, No. 3-4, pp. 286-301.

Dyer, J. (1990). A clarification of “Remarks on the Analytic Hierarchy Process,” Man-
agement Science, Vol. 36, No. 3, pp. 274-275.

EC. (2011). Cities of tomorrow —challenges, visions, ways forward [online], http://
ec.europa.eu/regional_policy/conferences/citiesoftomorrow/index_en.cfm (accessed
April 20, 2013).

Forman, E. and Gass, S. (2001). The analytic hierarchy process—an exposition, Opera-
tions Research, Vol. 49, No. 4, pp. 469-486.

Golden, B. et al. (1989). The Analytic Hierarchy Process: Applications and Studies,
Springer-Verlag, Heidelberg.

Golden, B. et al. (1989). The Analytic Hierarchy Process: Applications and Studies, Spring-
er-Verlag, Heidelberg.

95



96  Perspectives on Business and Management

[22]

[23]

[24]

[25]

[26]

[27]

(28]

[31]

[32]

[33]

[34]

[35]

Grah, P. (2009). Oblikovanje strateskih razvojnih vidikov mest, Ekonomsko-poslovna fa-
kulteta Maribor, Maribor.

Griining, R. and Kiihn, R. (2005). Successful Decision-Making: A Systematic Approach to
Complex Problems, Springer, Berlin.

Harker, P. and Vargas, L. (1987). The Theory of Ratio Scale Estimation: Saaty’s Ana-
lytic Hierarchy Process, Management Science, Vol. 33, No. 11, pp. 1383-1403.

Harker, P. and Vargas, L. (1990). Reply to “Remarks on the analytic hierarchy proc-
ess,” Management Science, Vol. 36, No. 3, pp. 269-273.

Ho, W. (2008). Integrated analytic hierarchy process and its applications—a literature
review, European Journal of Operational Research, Vol. 186, No. 1, pp. 211-228.

Holder, R. (1990). Some comment on the analytic hierarchy process, Journal of the Op-
erational Research Society, Vol. 41, No. 11, pp. 1073-1076.

Holder, R. (1991). Response to Holder’s comments on the analytic hierarchy process:
response to the response, Journal of the Operational Research Society, Vol. 42, No. 10,
pp. 914-918.

Ishizaka A. and Labib A. (2009). Analytic hierarchy process and expert choice: bene-
fits and limitations, ORInsight, Vol. 22, No. 4, pp. 201-220.

Kocjancic, B. (2006). Izbira ukrepov obnove stanovanjske zgradbe s pomocjo veckriterijske
metode odlocanja, Fakulteta za gradbenistvo in geodezijo, Ljubljana.

Kumar, S. and Vaidya, O. (2006). Analytic hierarchy process: an overview of applica-
tions, European Journal of Operational Research, Vol. 169, No.1, pp. 1-29.

Liberatore, M. and Nydick, R. (2008). The analytic hierarchy process in medical and
health care decision making: a literature review, European Journal of Operational Re-
search, Vol. 189, No. 1, pp. 194-207.

Morais, P., Migueis, V. L. and Camanho, A. S. (2011). Quality of life experienced by
human capital: an assessment of European cities, Social Indicators Research. DOI
10.1007/s11205-011-9923-5, Springer Science+Business Media.

Nijkamp, P. (1986). Infrastructure and regional development: a multidimensional
policy analysis, Empirical Economics, Vol. 11, No. 1, pp. 1-21.

Nitulescu, D. C. (2000). Indicatori comunitari ai dezvolterii urbane, Calitatea vietii,
Vol. 7, No. 1-4, pp. 71-77.

Oliveira Soares, J., Lourengo Marqués, M. M. and Ferreira Monteiro, C. M. (2003). A
multivariate methodology to uncover regional disparities: a contribution to improve

European Union and governmental decisions, European Journal of Operational Re-
search, Vol. 145, No.1, pp. 121-135.



(48]
[49]

[52]

[53]

Measuring Urban Development and City Performance
http://dx.doi.org/10.5772/61063

Omkarprasad, V. and Sushil, K. (2006). Analytic hierarchy process: an overview of
applications, European Journal of Operational Research, Vol. 169, No. 1, pp. 1-29.

Ornik, J. (2008). Uporaba metod za presojanje bonitete podjetij v banki po veC kriterijih hkra-
ti, EPF, Maribor.

Parris, T. M. and Kates, R. W. (2003). Characterizing and measuring sustainable de-
velopment, Annual Review of Environment and Resources, Vol. 28, No.1, pp. 559-586.

Pérez, ]. (1995). Some comments on Saaty’s AHP, Management Science, Vol. 41, No. 6,
pp- 1091-1095.

Saaty, T. (1972). An eigenvalue allocation model for prioritization and planning.
Working paper, Energy Management and Policy Center, University of Pennsylvania.

Saaty, T. (1977). A scaling method for priorities in hierarchical structures, Journal of
Mathematical Psychology, Vol 15, No 3, pp. 234-281.

Saaty, T. (1986). Axiomatic foundation of the analytic hierarchy process, Management
Science, Vol. 32, No.7, pp. 841-855.

Saaty, T. (1988). The Analytic Hierarchy Process, RWS Publications, Pittsburgh.

Saaty, T. (1990). An exposition of the AHP in reply to the paper “Remarks on the ana-
lytic hierarchy process,” Management Science, Vol. 36, No.3, pp. 259-268.

Saaty, T. (1991). Response to Holder’s comments on the analytic hierarchy process,
Journal of the Operational Research Society, Vol. 42, No.10, pp. 909-929.

Saaty, T. (1994). Highlights and critical points in the theory and application of the
Analytic Hierarchy Process, European Journal of Operational Research, Vol. 74, No. 3,
pp. 426-447.

Saaty, T. (1999). Decision Making for Leaders, RWS Publications, Pittsburgh.

Saaty, T. (2006). Rank from comparisons and from ratings in the analytic hierarchy/
network processes, European Journal of Operational Research, Vol. 168, No. 2, pp. 557-
570.

Saaty, T. (2008). Fundamentals of Decision Making and Priority Theory with the Analytic
Hierarchy Process, Pittsburgh, RWS Publications.

Saaty, T. and Forman, E. (1992). The Hierarchon: A Dictionary of Hierarchies, RWS Pub-
lications, Pittsburgh.

Shim, J. (1989). Bibliography research on the analytic hierarchy process (AHP), Socio-
Economic Planning Sciences, Vol. 23, No.3, pp. 161-167.

Singh, R. K., Murty, H. R., Gupta, S. K. and Dikshit, A. K. (2009). An overview of sus-
tainability assessment methodologies, Ecological Indicators, Vol. 9, No. 2, pp. 189-212.

97



98 Perspectives on Business and Management

[54]

[55]

[56]

[57]

[58]

[59]

[60]

[61]

[65]

[66]

[67]

Slottje, D. J. (1991). Measuring the quality of life across countries, Review of Economics
and Statistics, Vol. 73, No. 4, pp. 684-693.

Somarriba, N. and Pena, B. (2009). Synthetic indicators of quality of life in Europe,
Social Indicators Research, Vol. 94, No. 1, pp. 115-133.

Stam, A. and Duarte Silva, P. (2003). On multiplicative priority rating methods for
AHP, European Journal of Operational Research, Vol. 145, No. 1, pp. 92-108.

Suler, J. (2005). Metode de fundamentare pentru elaborarea si implementarea strategiilor de
urbanizare, Editura Tehnice, Bucuresti.

Tausch A., Heshmati, A. and Bajalan, C.S.J. (2007). On the Multivariate Analysis of the
Lisbon.

Vargas, L. (1990). An overview of the analytic hierarchy process and its applications,
European Journal of Operational Research, Vol. 48, No. 1, pp. 2-8.

Voula, M. (1996). Our city, our future: towards sustainable development in European
cities, Environment and Urbanization, Vol. 8, No. 1, pp. 133-154.

Wang, Y. and Luo, Y. (2009). On rank reversal in decision analysis, Mathematical and
Computer Modelling, Vol. 49, No. 5-6, pp. 1221-1229.

Winter, A. (2010). Competitiveness of the City of Graz in the Knowledge-Based Economy,
FH]J, Graz.

Yatskiv, I. and Pticina, I. (2010). The urban public transport system quality indicator
for European cities [online], http://www.tsilv/Research/Conference/RelStat10/
Proceedings/Procceding/Sess_1_Pticina_Yatskiv.pdf (accessed March 10, 2012).

Zahedji, F. (1986). The analytic hierarchy process: a survey of the method and its ap-
plications, Interface, Vol. 16, No. 4, pp. 96-108.

Eurostat’s Metadata Server [online], http://ec.europa.eu/eurostat/ramon/nomenclatures
(accessed December 20, 2012).

European Centre for the Development of Vocational Training [online], http://www.cede-
fop.europa.eu/EN/Files/5191_en.pdf (accessed November 7, 2012).

Mercer [online], http://www.mercer.com/press-release/quality-of-living-report (ac-
cessed October 16, 2012).

European smart Cities [online], http://www.smart-cities.eu/model.html (accessed Octo-
ber 10, 2012).

The Glasgow indicators project [online], http://www.understandingglasgow.com/indi-
cators (accessed January 12, 2013).



[70]

[71]

Measuring Urban Development and City Performance
http://dx.doi.org/10.5772/61063

Measuring R & D—UNESCO [online], http://www.unesco.org/new/fileadmin/
MULTIMEDIA/HQ/SC/pdf/sc_workshop_botswana_measuring2_en.pdf  (accessed
January 16, 2013).

UIS activities in the collection and analysis of R&D indicators [online], http://
www.who.int/phi/4-UNESCO_UIS_international RandD_data.pdf (accessed January
16, 2013).

Urban Audit Database [online], http://appsso.eurostat.ec.europa.eu/nui/show.do?
query=BOOKMARK_DS-055270_QID_63858921_UID_-3F171EBO&layout=CIT-
IES,B,X,0;TIME,C,Y,0;INDIC_UR,L,Z,0;,INFO,L,Z,1;INDICATORS,C,Z,2;&zSelec-
tion=DS-055270INDICATORS,OBS_FLAG;DS-055270INDIC_UR,EN50241;DS-0552701
NFO,VALUE;&rankNamel=INFO_1_2 -1 2&rankName2=INDIC-UR_1_2 -1 2&ran-
kName3=INDICATORS_1_2_-1_2&rankName4=CITIES_1_2_0_0é&ran-
kName5=TIME_1_1_0_1&sortR=DESC_-1_FIRST&pprRK=FIRST&pprSO=DESCé&ppc
RK=FIRST&ppcSO=PROTO-
COL&rStp=&cStp=&rDCh=&cDCh=&rDM=true&cDM=true&footnes=false&emp-
ty=false&wai=false&time_mode=ROLLINGé&lang=EN&cfo=
%23%23%23,%23%23%23.%23%23%23 (accessed February 2, 2013).

99






Chapter 6

FDI Blessing — How Is It Recognized by Local
Communities? — A Comparative Study of Slovenia and
Serbia

Anita Macek, Rasto Ovin and Jelena Zvezdanovic¢ Lobanova

Additional information is available at the end of the chapter

http://dx.doi.org/10.5772/60978

Abstract

Foreign direct investments play a vital role in generating economic growth. National
governments as well as local communities therefore need an appropriate strategy for
attracting foreign direct investments on the one hand and maximizing their benefits

on the other.

In the proposed chapter, authors discuss the development and effects of foreign direct
investments on local communities of Slovenia and Serbia. Based on data gathered
through a questionnaire, a comparative statistical analysis was used to find stylized
facts, which could be a sign of a different stage of transition in both countries. The
study was conducted at the end of 2014, and the sample consists of 66 communities
from Slovenia and 61 communities from Serbia. The study proves that the more
progressive path of transition in Slovenia was not offset by a significantly higher level
of foreign direct investment activities. In both countries, however, foreign direct
investments proved to have mostly positive effects on the economic development of
the local communities concerned.

Keywords: FDI, local communities, transition

1. Introduction

Despite several issues and European governments’ reluctance to follow it, the EU Directive on
takeovers (see [1]) by now has been somehow embedded into real policy. It has become clear
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thatindustry consolidation encompasses technical development requires capital liberalization.
In this respect, it is no wonder that the literature dealing with pros and cons of the FDI and
especially C-B Mé&A has become less frequent.

When local communities are concerned, the FDI economic effect in principle should not differ
from the national economy. Despite the threats, they should mostly represent the chance for
the economy’s competitiveness and technological development in the sectors concerned (see
[2-6]). Due to the fact that local communities usually possess only few instruments to steer the
FDI and control its effects, the outcomes of foreign investment can very much differ between
the regions. It is the fact that here regions orientated toward basic industries (raw materials,
energy) can be subject to excessive degradation of the environment and social structure. On
the other hand, the regions with sectors that are subject to industry consolidation can mostly
expect positive effects similar to those valid for national economy. Evaluated for the USA, the
effects of FDI at the local level proved quite differentiated (in [7]). While country wages have
grown essentially, the effects on spending were not one-sided: foreign employment led to
declines in per capita revenues and expenditures at the country level. At the same time, there
was a considerable redistribution of the country’s expenditures away from public school
funding and toward transportation and public safety.

The following chapter first presents main transition features that are connected to FDI and FDI
environment in both countries serving as an example (Slovenia and Serbia). The third part
brings methodology and data used for analysis also presenting the sample as well as the poll
conducted by the authors in responding local municipalities in Slovenia and Serbia. The
conclusions offer a summary of results and concluding remarks.

2. Main transitional features of Slovenia and Serbia

Reaching 82% of the EU GDP per capita level according to PPS in 2002, Slovenia was by far
the most developed former communist country in Europe, as well as in the world. This was
firstly a consequence of relatively favorable economic history that this country had experi-
enced. Here we first mean the fact that until the outbreak of World War I, Slovenia shared the
central European model as a part of Austria. This economic tradition has remained an
advantage in ante- and postbellum Yugoslavia, where Slovenia maintained its leading position
having a rather large internal market offering stable demand and at the same time offering
weak competition. Namely, through the centuries, the other former republics of former
Yugoslavia shared less efficient models of economic development such as Hungarian model
(Croatia) or the Ottoman model (other parts of former Yugoslavia).

Slovenia succeeded in avoiding the Balkan conflict in the 1990s, and since the decay of
Yugoslavia, it has exercised a gradualist approach to transition. A lack of political will for
change and half-hearted reforms, however, together with the financial and economic crisis,
which actually lasted from 2009 to 2013, has gradually dethroned Slovenia as the leader of the
pack of transition countries. In 2013, it was eventually caught by Czech Republic, with Slovakia
and the Baltic countries clearly converging.
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2002 2007 2013 2014 Index 2014 2002 =

100
Czech Republic 74 84 82 83 112
Estonia 48 69 73 74 154
Lithuania 43 61 73 75 174
Hungary 60 61 66 68 113
Poland 47 69 67 70 149
Slovakia 53 67 75 76 143
Slovenia 82 87 82 84 102

Source: (in [8]).

Table 1. Catching up with the EU 28 (2002-2014) —indexes, average EU = 100

Table 1 shows that in 2014, Slovenia somehow recuperated its leading position, although the
developments in the past 12 years demonstrate the negative consequences of gradualism and
a lack of political will for developing a full-fledged market economy. On the other side, a
remarkable progress has been made by Lithuania and Estonia, followed by Poland and
Slovakia. These developments in a way also demonstrate the obvious presence of a “middle
income trap,” especially when considering developments in Slovenia and Czech Republic.
Nevertheless, as seen from the Czech example, the arrears that Slovenia has been heading to
are a consequence of less appropriate transitional measures as described above.

Following the topic of this chapter, it is relevant to check the FDI inflow compared with select
transition countries. As seen in Table 2, the Slovenian art of transition also consisted of a
reluctant opening toward foreign capital, thus also indirectly explaining the arrears that
Slovenia has demonstrated after a favorable start in the nineties.

Czech Republic Croatia Estonia Serbia Slovakia Slovenia

32.2 38.9 79.8 59.9 31.0 124

Source: (in [8]).

Table 2. FDI, net inflows (% of GDP), average 2005-2014

Soon after the beginning of the 1990s Balkan conflict, Serbia became a constituting part of the
Federal Republic of Yugoslavia (founded in 1992), consisting also of Montenegro, which,
however, declared independence in 2006. For the first part of this period, Serbia was subject
to political and economic sanctions (lifted in 1995 after the Dayton Accords, peace agreement,
was signed). These sanctions have influenced trade flows, FDI, bank transfers, access to
international financial markets, membership in international organizations, general inflow of
information, and free travel abroad. A sharp decrease in economic activity was marked in 1992
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with an inflation rate expressed in trillions of index points. Numerous restrictive measures
and sanctions toward the FRY are brought by the EU came in force again in 1998 following the
crisis, which arose in Kosovo and Metohia, and were gradually abolished only after political
changes in October 2000. In such an environment, it is not surprising that the transition in
Serbia is still in its decisive phase. This can also be seen from select comparative data presented

in Table 3 below.

Czech Republic Croatia Estonia Serbia Slovakia Slovenia
GDP/capita PPS, EU =

82 61 73 37 75 82
100 (2013)
Unemployment 2014 6.1 17.0 7.4 16.8* 13.2 9.8
Trade balance as %
-0.85 -16.9 -5.2 -16.1** 1.0 -1.6

GDP (2008-2013)
Gross fixed capital
formation, % GDP 28.2 22.3 25.8 20.0 22.6 22.4

2008-2013

Sources: (in [9-10]).

Table 3. Recent economic developments in chosen transition countries

The EU Agreement on Stabilization and Association with Serbia was signed in April 2008
together with the Interim Agreement on Trade and Trade Related Matters. The Serbian
Government adopted the National Programme for Integration with the EU for the period 2008-
2012, in October 2008, with the aim of coordinating its legislation with the legal attainments
of the EU. Taking into consideration the significant progress toward fulfilling the Copenhagen
criteria, as well as conditions from the Process of Stabilization and Association, the European
Council decided in March 2012 that Serbia would be awarded candidate status for EU
membership. In this way, the investment risks that are considered conflict areas by investing
companies (see [11]) were substantially reduced.

3. Method, data, and sample

Our study analyzed the acceptance of the FDI in Slovenian and Serbian communities. In the
study conducted at the end of 2014, a questionnaire was used.

The sample included 127 communities: 66 (of a total of 212) from Slovenia and 61 (of a total of
168) from Serbia. The directors of the municipalities’ management formed the target audience
for the study. We chose these state institutions because they should play an important role in
creating an environment conducive to business, generating employment, FDI attraction, and
sustainable economic development. Our aim was to find out the intensity of the efforts that
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were made by municipalities in order to attract FDI. On the other hand, we tried to research
their perceptions on the most important threats and benefits that accompany this form of
international capital flow.

The questionnaire for the ongoing study consists of 16 questions on inward FDI in commun-
ities. Basic differences have been spotted and analyzed in this phase of research, so this chapter
presents answers to the following questions:

1. Is attracting investments within the strategic goals of your community?

2. Rank the benefits of FDI by their importance from 1 (at least benefit) to 6 (maximum
benefit).

3. Rank the threats of FDI by their importance from 1 (at least threats) to 7 (maximum threat).
4. Isituseful for your community to open up to FDI?
5. In which industry your community is the most flexible toward FDI?

6. Rank the countries from where you want the most foreign investors 1 (at least welcomed)
to 9 (the most welcomed).

We used descriptive statistics in analyzing all questions to show the general picture about these
processes.

4. Analysis

Using the data gathered through the poll among local communities in both countries, make it
possible to draw several conclusions and also explain some expected differences between local
communities in Slovenia and in Serbia. The expectations of differences in the positive effects
of FDI as well as threats obviously go back to a different level of development. On the other
side, the difference in the transitional experience is felt less than someone would expect. This
probably is an inheritance of the pattern of governance and development that both countries
shared for more than 70 years.

As the first one, we will explain the differences that can be seen between the local communities
in both countries. The question referring to FDI attraction as a local community’s strategic goal
actually shows the clearest discrepancy between two countries’ local communities” attitude
toward FD], although in a surprising way.

Although Slovenia is clearly more integrated in the international community —at least by being
a full-fledged EU member —Serbian local communities seem to have clearer picture that their
growth also depends on their engagement with foreign savings. The picture could also be seen
as a reason and a consequence of Slovenian closed approach when FDI is concerned and has
been presented in Table 2 above.
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Figure 1. Attracting FDI as a local community’s strategic goal

When discussing experienced and expected benefits of FDI in local communities, the poll
results are closer to those that one knowing the transitional path in both countries would

expect.
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Figure 2. Benefits of FDI

Expectedly, Serbian local communities have a stronger hope for more direct benefits of FDI—
new technology and increased exports—although one could expect that benefits from in-
creased knowledge should also join this group. The deviation (the biggest of them all) probably
goes back to more ambitious self-estimation in the region that has physically less contact with
western (business) knowledge and so up to now could not fully recognize the gap.
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Also, one would expect that indirect benefits due to its higher level in transition process would
be better rated in Slovenia. Stronger positive expectations of better access to new markets as a
consequence of FDI are supported by traditionally greater international trade openness of
Slovenia. Also with economic spillovers into other communities, better experience with
integrated markets in Slovenia (EU membership) will be recognized.

Also with the next criteria (Threats of FDI—figure 3), one could observe the differences in the
transitional stage between the two countries, which are offset in the local community govern-
ments’ imagination of FDI effects. Here clear difference between Slovenia and Serbia can be
seen, especially with direct threats. Although there has been active debate and also opposition
to privatization through FDI in Slovenia, the threat of too-low prices achieved, the growth of
foreign influence, and reducing wages still are judged as less likely outcomes of FDI. Other-
wise, other possible risks are seen quite as expected —demonstrating typical differences in the
transition experience of both countries. When the threat that new owner would remove
companies’ development departments is concerned, the judgment inlocal communities in both
countries is actually equally strong.
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Figure 3. Threats of FDI

The difference in the transitional stages of the two countries is clearly seen also from local
communities’ flexibility toward FDI in different industries. A generally poor experience with
banking can be spotted in both countries—the banking industry receives by far the lowest
acceptance—and thus the readiness of local communities to act flexibly in the case of FDI in
banking.

Relatively close is also the readiness for flexibility in the fields of green energy production and
infrastructure. A bit surprising is that the need of infrastructure development is stronger in
Slovenian local communities, knowing that the infrastructure there is in considerably better
shape than that in Serbia. On the other hand, as expected, the willingness of Serbian local
communities when agriculture and industry are concerned is higher. These two sectors
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Figure 4. The flexibility of the local community toward FDI

(especially agriculture) namely contribute a considerably greater share to the nation’s GDP in
Serbia than in Slovenia.

Slovenia Serbia
Agriculture 2.8 7.9
Industry 28.9 31.8
Services 68.3 60.3
Tourism (2012) 2.45 1.13

Source: (see [12-13]).

Table 4. Comparative GDP structure in Slovenia and in Serbia in 2013 (%)

The total percentage (100%) in the above Table 4 does not hold since tourism is a part of
services. As presented in figure 4, expectedly the bigger difference in readiness for flexibility
toward FDI between local communities of both countries refers to tourism. Being relatively
more involved in international tourism flows, as offset in its share in national GDP, Slovenian
local communities are substantially much ready to be flexible when FDI in tourism is con-
cerned.

Next is the comparison between local communities with respect to the regions that are most
popular providers of FDI. To make the results transparent, we used separate graphs for both
countries, as presented in Pictures 5 and 6.

One would expect that Germany would gain the most support as the source country of the
FDI entering local communities in the region. This is also proven by our results; although in
Slovenia, the top country would be Austria. This refers to good experience with Austrian FDI
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Figure 6. Regions most popular as providers of FDI—Serbia

and of course to Austria’s vicinity. Also both countries were ranked in both samples, which
indicate a positive common experience. There is a difference in the strength of these expecta-
tions though: logically, as an EU member and with more highly developed economic and
industrial structures, Slovenia earns more attention as a possible investor than opposite. Italy
is also very popular as a source country. With Slovenia, this again has to do with its vicinity,
while in Serbia, a substantial FDI of FIAT in Kragujevac (2008) wakes expectations also in other
local communities. It is also expectable that in Serbia, Russia has also achieved quite an
important rank.
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5. Concluding remarks

Despite a temporary contraction during the global financial and economic crisis, international
capital flows have increased dramatically over time. Gross cross-border capital flows rose from
about three times faster than world trade flows from 1990 to 2013. In transition countries,
Central and Eastern Europe planned and conducted foreign direct investments well, which
helped not only national economies but also provided the tipping point in the development
of many local communities.

Foreign direct investments are important for communities’ economic development and are an
effective instrument for transferring know-how, technology, and skills. International capital
investments also bring other positive effects, most frequently in the form of increased em-
ployment, but because of the threats and challenges they also bring to the host countries,
international investments are not always welcome.

Our study proved that FDI have been entering decision makers’ perspective in local com-
munities in Slovenia and in Serbia. Despite a reluctant opening in this field in Slovenia, local
governments believe that foreign saving could substantially support their development goals.
A similar perspective is also seen in local communities in Serbia, although it is expectedly
partly influenced by Serbia’s stance on the transition process. The differences between local
communities in both countries are most striking when preferences regarding sectors of
investment are concerned. The differences in transition phases between the countries are,
however, most recognizable in the judgment of the benefits and threats of FDI. Here one could
also clearly see the difference in openness—here probably concerned with the fact that it was
only Balkan conflict resolution when Serbia’s transition toward a full-fledged economy started.
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and the larger economy, leaders can make more informed decisions. Understanding
past trends in light of today’s particular challenges, a wider knowledge of economics
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978- 953 51-51

535

Photo by cosmin4Q00 / iStock InteChopen

A%

\!,‘




	Perspectives on Business and Management
	Contents
	Preface
	Section 1
Theoretical Framework
	Chapter 1
A Theoretical Framework (Modelling) for International Business Management

	Section 2
Management of Companies
	Chapter 2
European Foundation for Quality Management Excellence Model Can Encourage ISO 26000 Implementation
	Chapter 3
Does the Demographic Factor Impact Enterprise Business Intelligence Maturity Initiaves in Companies in Malaysia?

	Section 3
Management of Cities
	Chapter 4
A Development Vision and Strategy Model as a Response of Cities to the Challenges of Globalization
	Chapter 5
Measuring Urban Development and City Performance
	Chapter 6
FDI Blessing — How Is It Recognized by Local Communities? — A Comparative Study of Slovenia and Serbia


