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Executive Summary

The Smartimpact network (URBACT IIl) is exploring and developing innovation management tools for
municipalities. The aim is to support cities to develop the infrastructtvesperate as smart cities,

with a focus on policy, financing, governance and lrssrmodel innovation.
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Figurel: URBACT Il Network Smartimpact

Thethird network meetingof the Smartimpact networtook place in Miskolc, HungaityJanuarn2017
and focused onthe ways in whichmunicipal organiz@ons need o be transformedto support the
developmentof smartcities

Newtechnologies, data and innovati@rethe core of a smart cityConsequentljearning, knowledge
management, and agile approaches to project delivarg ever more important features for
municipalitieswishing to becoméanto smart cities.Smartimpact partners are striving to become
innovation leaders in Europend are working to transform their municipal organizations to respond
to the new challengesThe want to be in the drivingeat when investing into connected technologies
and supporting local ecosystems of entrepreneurs and innovaldrs.project partners are pursuing
a range of approaches ttransforming their organisations. Sonsre placingemphasis on the
development of teamdo make the best use adata, othersare buildinga smart city strategy team
directly linked with city leaders, whilst others are focused strengthening citizen engagement. A
different strategy is to allocate strategic deimns and investments with municipal companies and
subsidiaries.

Thisreport looks at the governance and organisational structures daatsupport the development

of smartmunicipal organizationbased onthe experence ofSmartimpactpartners It presers an
overview of the wider challenges of organizational development and approaches taken by the
Smartimpact member cities Zagreb, Eindhg\2ublinand Manchester A municipality that strives to
develop and run a smart city needs to create excellentvkedge management structures and
processes.



The conclusion presentguidelines that are aimed to helgities to streamline their municipal
organizationgo address some of thehallenges smart citiggingandto driveinnovation as a principle
for urbandevelopment.

1. The Need for Continuous Organisational Transformation

Becoming a smatrt city involves many aspeétkey element is the challenge itings tomunicipalities

as organisations. As a cross cutting theme, developmeetsl to be planned, finared, built and
operatedacross a range afepartments and officesvithin the city administrationThink of a complex
project like the introduction of an electric caharing system that involves-cars, charging
infrastructure (e.g. within streetflights) provision of renewable energies, parking regulation,
intermodal integration with public transportpadmanagementtc. Several departments will have to
be engaged in a structured way to making this hap@&rthe same time, becoming smart means to
engad OAGAf a2 OASieé Dbodieshtdlaiger fanpafidsdio telpdceds NIufan
innovation. Thisneedsa sound toplevel organisation, strategy based decision making and the
management and mnitoring of a complex systeroften in an iterativeapproach.

Putting an innovatiordriven approach at the core of urban development fundamentally transforms
the way how cities organize the urban development processcuadlengedow they structuretheir
own organizationdor the future. It requires munigialities to depart from administraticfocussed
institutions and become innovatieariented organizations able to take risks, experiment, incorporate
new solutions and processdacrease the speed of (re)actiand drive change across a wide network
of stakeholders from the private and public sectors.

Municipalitieshave not been known asnnovation leaders Thisis due to traditional organization
structures e.g. silosfragmentedmanagement, budget structurepublic procurement regulationsa
risk-adverse culturas guardians gfublicfunds. There has also been little focus on ¢htulation of

the realcosts and benefits of smart technologids. addition almost no municipality has a budget for
innovation and testingln the pastreforms and organizationalhange have been infrequenbften

after political electionsand following a political agenddhe drivers have changed, with efficiency
savings high on the agenda.y U 2 R & @énicigaistaf nRebto dndade in continuougarning

and innovation proces to improve services, enhance efficiency and make best use of new and
connected technologies

df anything, the need for understanding how organizations learn and accelerating that

learning is greater today than ever be#oiThe old days when a Henry Ford, Alfred Sloan, or

Tom Watsorearned for the organizatioare gone. In an increasingly dynamic,
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integrating thinking and acting at all levels. While the challenge is great, so is the potential
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2. An Introduction to Organization Development

Organization dvelopmenthas a longstanding tralition in both the privateand in the public sectasr
It is the study of successful organizational change and performance and has been @efitiesl
following

oOrganization development is an effort (ilanned,(2) organizationwide,and (3)managedfrom the
top, to (4) increaseorganization effectivenesand health through (5)planned interventionsn the
2NHBI yAT I (A 2y QabehnlioMBisOiénadnSndedges: dza A y 3

Organization development differsdm other planned change
such as project management or innovation, becatimefocus is
2y o0dAf RAY3I (GKS 2NBFYATIGA
functioning and to achievitsgoals.lt is oriented to improving the
total systent the organization andts parts in the context of the
larger environment.
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The main approaches towards organization developm&etn
from the private sector and focus on enhancing productivity a
agility of organizations so they would be able to better react tc
changing environment.

¢Organization development is directed atriging about planned

OKIy3aS (2 AyONBFI&AS Iy 2NBFIYATIFIGA2yQa STFFTFSOGAODSY
initiated and implemented by managers, often with the help of an OD practitioner from either inside or
outside of the organization. Oagizations can use planned change to solve problems, to learn from
experience, to reframe shared perceptions, to adapt to external environmental changes, to improve
performanceand to influence future change&.

As examples,hte most widely applied model of organization development are thed’S Moded
(McKinsey2 NJ [ SiddngeR &8 RSt ¢ ®

2.1 The 7S Model
The 7S Modelhelps to analyse and improve an organization based on 3 hard elenstratedy,
structure, systems) and 4 soft elementsh@redvalues,skills, staff, style).

9 Strategy:top level plan to pursue and achieve the goals of the organization

9 Structure:line of reporting, task allocation, coordination and supervision levels

9 Systems:supporting systems and processes: e.g. information systémemcial reporting,
procurement, resource allocation, management systems etc.

1 Shared ValuesCore values of the organization. Form the underpinning culture and how the
organization behaves and is perceived to behave

91 Style:The overarching style of leadé&iip and the culture of interaction in the organization

i Staff: number and types of employees

1 Cummings und Worley 2011, S. 2
2 Cummings und Worley 2011, S. 23



1 Skills:Skills and competencies of the employes
22 ,AxET 80 #EAT CA -1 AAI
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organizations so they woulddonrporate a new way of behaving:
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2.3 Reality Dimensions of Organizations

In recent years it has beconiecreasinglyacknowledged that organization developmesannotbe
confined tothe formal structures and process@&é$ an organization.A secondc maybe even more
important ¢ dimension of organizations needs to be taken into account as well: culture, behaviour and
the interpersonal emotions of staff.

Thefirst reality dimensionof our organizationss the explicit level. It iwhat you seén org. chartsand
talk about in youmprojects and meetingsCommunicating on the level of the firdimensionwould
make you say something like:

2SS 320 GKS 00BIKHOKSIRSORRBRRI 62dzi GlFalia FyR
Thesecondreality dimensionof our organizationgs implicit ands locatedbetween the people. It is
the implicit rules of the organization and the sppken motivations for action that dominatedS 2 LX S Q a
behaviour within the organization. f@n they make up a large part @ih organisation: friendship,
jealousy, power, anxiety to weaken ones position, career ambitions, external promotion etc. are
powerful motivations for action. Although they amaplicit and not being spoken abaquhey trigger
behaviour from the backgroundf progress of a seemingly easy project keeps stalling or suddenly
progress takes up pace unexpectedly, it is usually at this level where important factors are located.

Communcating on the level of the secomimensionwould make you say something like:

3Hungenberg 2014, S. 54
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Figure3: Reality dimensions of organizations

In summary, organisational developmeXt

a) Xencompasses all components of an organization, including the main areas of
management

b) Xneeds to follow a process that enables continuous learning and flexibility

C) Xdeals with the explicit and the implicit structures and factors that shape thehaviour of

people at work.

3. Specific Demands for Organisational Development in Smart
Cities

The development of smart cities is a specific challenge for municipalities and city administrations
principally because several factors convergeaand need flexible, agile and innovatiedriven
organizations:

3.1 Increased importance of knowledge and learning

1 Rapid technological changalaces &igh burden orthe planning, financing and operation of
urban infrastructures and municipal services. In 2013, when the EU Comniieg@anthe first
aYl NI OAGASa initigfive, cieatNayay Abie fo 8rabface the Internet olfifigs
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(IoT) were at the forefrondf innovation. In 2017 the first cities experimeriiegarwith block
chain technology in the energy sector and de#frning algorithms for datdriven transaction
platforms Howevermost cities have noyet evenbegunto look at howloT could support
sewvice deliveryor at the opportunities offered bwactive management of urban data.

1 Increasingly complex environmentspose large challenges for city managersda
municipalities deaing with demographic change efficiency challenges and budget
reductions rapid socieeconomic changes angh ageing infrastructureOnthe other hand
they are required to addresshallenges like global warming, resource depletion, the digital
transformation of our societies and an integration of European societies and markatkcal
level all with a citizen based arithndson approach.

These two factors hint anincreased importance of kowledgeandinnovationfor the development
and management of our citie®©nly ifcontinuous learning takes place in a structured way (allowing
people to make mistakesand learn from them), will municipalitiesbe able to keep up with
technological change and increasingly complex environmé&mswledge and learning, however, are
tied to people. They reside within individuals in the organizatidénowledgeis information plus
judgement and the latter is based oaxperienceMunicipalities and city administratiortberefore
have to increasingly understand th@mployees as key resourcés master the transition towards
smart citiesThere is a neetb invest in educating and retaining personnel.

Beyond education and learning, knowledge management becomes a key discipline for municipalities
that want to become a smart city!

Whilstknowledge is increasingly important for our organizatiothgre arehuge challenges in dealing
with it effectivelyon a daily level

f External knowledge isejected without assessing it properhyii K $ot tnverted here
syndrome).

1 Resources are wasted becaud® wheel is reinvented continuousind a structured analysis
of best practicesnd existing approaches is not undertaken

1 HE SOGNRYA O] MRAIISRAS 2R Acksh dldlpty dnd ho2ugelriendN

1 Action-relevant knowledgés not being sharedrasubject to political and tactical use.

1 Folder systems and databases produt&ta graveyards with outdated information clogging
the systems

1 Experts leaving the organization leave large gaps behind

1 Experiences are not documestandmistakes are repeated

A municipality that strives to develop and run a smart city needsdreate excellent knowledge
management structures and processes. It needs to motivate, educate and retain its employees and
it needs to systematically search for and incorporate néwowledge (about technologies, solutions,
new processes, instruments etc.) into tiredaily work.




3.2 Changing patterns of management and organization structures

Becoming a smart city & instrument to achieve a greater goal or a vision for the society that is living
and working together in a specific urban agglomeratibtaking cities smart is not a goal in itself.
Connected technologies and information systesasve to support a susigable development o city

in order to enhance efficiency of public spending, improve public services and increase afuitty

for citizens.

Politicians and city managevgho opt to create a smart cittherefore needto first of all formulate a
larger vision for the city, define development goals and underpin them with performance
measurement systems that help keep the development on track.

A smart city poses a challenge to the strategic city managemehis is becausefitrces city leaders

to define development goals and then leaves them to figure out for themselves which strategies,
projects, and technologies are requiraglachieve them And this is taking plage the ever changing
environment of technological innovation.

For this reason, &w management tools for city leaders are required that will help them allocate the
limited resource of their organizations in a strategic way across departments and offices to maximize
achievements and increase the performance of their organizatioimsy also need toollaborate with
research and the private sector to make sure they stay on top of innovations and technological
development.

The FraunhofeMorgenstadt Frameworlor the strategic management softwal€SIS 2.@epresent
two different approaches towards a strategic management for a smart city.

4. Organisation Development in Smartimpact

Thereare a number ofvayscities can transform their organizatisrtowards smart city readiness
Smartlmpact prtner cities are adopting organisational change at different rates laganeke different

approaches to transform their organization$his section highlights four ways how citiekave

transformed their organisation to better deal witthe challenges of a smatrt city

4.1  Zagreb: Tricking Structural C hanges through P rocess

Since 2012 the City of Zagrelfdsusing on the improvement of across the city administration in order
to become more efficientiR 2 3SND2YS &dAf 2 aGNHzOGdzZNBaA Ay GKS
to becoming a smatrt city is to create smart processes.

The initiative for business processanagement (BPM), change management (CM) and project
management (PM) in the City of Zagreb was launched by the Mayor's Df2€42 The aim waso
achieve business excellence amaprove services to citizens and entrepreneurs. The goal was to
establish an effective, efficient, transparent, flexildastomerfocusedcity administration.

10


https://www.researchgate.net/publication/283319948_The_Morgenstadt_Framework

Business process managemédras the ability tdink different offices and departmentsr the delivery

of public services. The process structured flow of communicadn, tasks and responsibilitiehelps

to transcend rigid structures and silo operatiosetting up a business process management system
(BPM) in the city administration can be a powefitgt step to create a smart organization when there

is no support for structural transformations or services need to be delivered in a more efficient way.
The City of Zagreb is piloting a business process management system as tapproeeh towards a
smarter public administration.

Zagreb identified the most viabigay to reachthis goalthrougha clear definition of all processes that
connectthe customer (citizen)to the service provide(municipality) withBPM asthe basisfor
continuous improvementWorking withbusiness processes means being able to change when
business logidictatesit, asconditionschangeor when thereis a need for new services. This requires
knowledge, a clear methodiogical approach and techray.

1 Arepository of business processesntainsthe individual knowledge dfity officials. They are
set up in a knowledge base of city busingsa way so that thenre easy to understando
analyseandto evaluate.

I The business processes d&i@monized with the strategic and operational objectives the
G/ AGe 2F %l IANBo {GNIXGS3e¢e¢ Ay 2NRSNI (2 I aadzNB
smart city and the implementation of smart projects.

1 Clearresponsibilities for key processewere established to generate accountability and
efficiency of processes.

1 A system ofcontinuous control and optimizationof business processes was developed
through defining procedures fochangingstatus quo processesand documenting target
processes

I Transition to e-ServicesThe repository of business processes provides suppoough the
implementation of information technology and software solutions for all processes in order to
establish a unified information systetiat better reflects thecustomef deeds.

1 The BPM also provides support for the implementation of risk management systems, controls
and compliance with the standards, laws and regulations.

1 Projects include the development afsystem ofcontinuous education of employeesvhich
buildsnot onlyon the expertise of employees, benhcouragexhanges ibehaviourandhow
operations are conducted througtihe introduction of analysis and continuous improvement
of dbusiness as ustual

11



- Business models

Figure4: Levels of BPM in Zagreb

Using theBPM systenthe city of Zagrelis now able to structure processes in an efficient way across
all departments and offices in the city administration. By creating a joint repository of processes and a
unified standard for process management, Zagmelanaged to break the silos of municipal
departments and link all public officials into a seamlessly integrated process management system.

Project Cycle
Management

7" of project

Figureb: The project management cycle in the BPM System of Zagreb
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An dfective BPM contributes to the simplification and modernization of administrative procedures,
providing fast and reliable support to céins and businesses, fdaeailing the preparation and
implementation of projects and increases transparency and competitiveneBBis enables the
development of entrepreneurship, attrastinvestment and boos overall social and economic
development.

4.2  Eindhoven: Transforming an Grganization through Service Oriented
Structures

In a two year processthe municipality of Eindhovertransformed the organization of the city
administration to reflect the actual needs of citizens. The proweess initiated by the questioacan
the traditional way the city provideservices sti meetthe needs of citizer§ ¢

The municipality felt that the reality of the administration and the reality of citizens and urban
stakeholdersno longer matcled. Anew approach was needed to connect togty administrationin
orderto continuallyalign the longterm strategy,short-term activities and daily service provision

13



Figure7: 9 A Yy R K di@dhigafichal structure
The transformation of the organization was basedaur key principles:

The reorganization of departments and programs

The development of a crogtomain network of strategic advisors
The instalment of atrategicprogrammingboard

Linking the budget cycl® the strategic programming

P wnNPE

Through this procesthe municipality shifted from a supplgriven approach of urban services to a
demand driven approachThissensitivity to what is going on agitle of the city administration. Tae

able to work from the outside in, Eindhoven needed to gain an understgrahd feeling about the
developments and trends thahape the city society. The trendsveretranslatedA y 12 a0 KSY S & ¢
G lj dzS a (Thi®igchdednintermediate level of issugsasedon thesocial priorities and issues.

Reorganization ofdepartments and programs

The level below the Board ofrBctors was restructured into 15 departments corresponding to the
three sections ofpace social serviceandmunicipal support services

These werainderpinned with 11 crosesutting programs identied through a crosslomain network
of strategic advisers (see below) and through integrated meetings within the municipality. They
ultimately reflect the development goals of the city

1. Consolidating economic strength
2. Highquality public spaces
3. Climateadaptation and health
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