» Andrija Kresi¢ u svom i nasem vremenu

« Ka 6osb0j pemorpadckoj 6yayhHoctn Cpbuje

* Ka evropskom drustvu - ogranic¢enja i perspektive
 Multiculturalism in Public Policies

* Dug i (ne)razvoj

 Traditional and Non-Traditional Religiosity

* Xenophobia, Identity and New Forms
of Nationalism

* ®dunosoduja Kpuse n oTnopa:
Mucao u geno Jby6omupa Taguha

* Contemporary Issues and Perspectives
on Gender Research

 Different Forms of Religiosity
and the Modern World

* Contemporary Religious Changes:
From Desecularization to Postsecularization

 Strategic Streams 2019:
European Elections and The Future of Europe

¢ Cpbuja: poa, NOSIUTUKE, CTAHOBHULUTBO

* Promisljanja aktuelnih drustvenih izazova:
Regionalni i globalni kontekst

* Ksenija Atanasijevi¢:
O meni ¢e govoriti moja dela

* I1zazovi odrzivog razvoja u Srbiji i Evropskoj uniji

« Political and Economic Self-Constitution:
Media, Political Culture and Democracy

* Resetting the Left in Europe: Challenges,
Attempts and Obstacles

 Kulturna autonomija nacionalnih manjina
u svetlu ¢injenica

o lpyluTBEHE U XyMaHUCTUUKE HayKe y Cp6umju

« Zivot za ideju: Misao i delo Pura Susnji¢a

 Religion and Identity in the Time of Global Crises
 Klimatske promene - Pravni i drustveni izazovi

* Monitoring Minority Rights: Twenty-Five Years
of Implementation of the Framework Convention
for the Protection of National Minorities

» Governance of Environmental Challenges in Post-
Pandemic Era

97788670 " 932722

Governance of Environmental Challenges in Post-Pandemic
Era discusses major changes in governance caused by re-
cent turmoil due to the pandemic. The pandemic crisis was
turbulent with high levels of uncertainties making planning
and coordination hard to perform. Since a turbulent envi-
ronment continues to exist after the pandemic, countries
have to deal with them in the coming period, which makes
the collection of papers relevant and useful.

Prof. Aleksandar Jovovi¢

The authors of the collection of papers used quantitative
and qualitative research methods that resulted in firm
conclusions. The issue of “new governance” in a turbulent
environment characterized by uncertainty and high volatility
will be even more relevant in the coming period, which is
marked as an era of “policrisis”. The publication would be
useful to both scientists and policymakers since the topics
explored are scientifically relevant and contemporary.

Prof. Zeljko Pozega

The results of the scientific research presented in the publi-
cation can serve as a guide for policymakers in their efforts
to improve the governance of sustainable development.

The authors' recommendations provide a significant contri-
bution to the design of regulations required for sustainable
development. The publication is focused on topics that are
scientifically based, innovative and internationally relevant.

Prof. Marija Topuzovska Latkovikj
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deals with changes in governance caused by new
conditions created in the pandemic era. Post-
pandemic recovery period was marked by the
emergence of new types of crises, such as the war
in Ukraine and in the Middle East. To have successful
environmental and more broadly sustainable
development policies, countries need to adapt their
governance models to the “new reality” marked

by sudden pattern changes, high variability and
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Green Growth of Smart Cities -
Governance Challenges*

Abstract

Introduction

The need to overcome interlinked challenges of environmen-
tal degradation, social inequity, and economic volatility calls
for a new model of economic development that is both green
and inclusive, serving as an alternative way to increase human
well-being while reducing environmental risks. Cities are now
the hot spots of population and economic growth and are
responsible for most environmental problems. “Smart city” is
grasped not only in a digital context, but also in its much wider
capacity to improve its citizens' living standards and upgrade
the economic, social, and environmental aspects of their lives.
Therefore, it is considered the most appropriate concept for
urban transition to a green economy. Decentralisation and
governance gaps such as objectives, administrative, policy,
capacity, and market gaps are key challenges in promoting
cities’ green transition. Local authorities use different levers
to stimulate green growth, such as programs/projects and
various forms of incentives/disincentives. In the past decade,
public procurement was increasingly used by governments as
a smart governance instrument to promote green growth at
both central and local levels.

Key words: Green economy, Smart cities, Governance, Green
growth, Green public procurement

Contemporary living conditions, causing an ever-increasing
number of inhabitants, depletion of limited natural resources, as
well as numerous ecological problems, have necessitated dealing
with the issue of sustainable development. Current generations
that use natural resources should allow future generations the

* The paper was written as part of the 2023 Research Program of the Institute of
Social Sciences with the support of the Ministry of Science, Technological Develop-
ment and Innovation of the Republic of Serbia.



same right to reap the benefits of nature, and it is the only concept
of economic development that can be considered sustainable (Os-
toji¢, 2020). During the past decade, the adverse effects of climate
change have become more visible and threatening. In 2021, floods
in Northern Germany, Belgium and the Netherlands caused a re-
cord increase in river levels, putting citizens in that part of Europe
at risk. Moreover, according to a study, by 2070, sea levels could be
expected to rise by 50 cm, tripling the population exposed to coast-
al flooding and inducing a ten-fold increase in the value of assets
exposed, accounting for 9% of global GDP (Nicholls et al., 2008).

Furthermore, projections suggest a rise in global tempera-
ture in the range of 1.7°-2.4° Celsius by 2050 due to global emis-
sions of greenhouse gases (Hammer et al., 2011). That would result
in more frequent heat waves, droughts, storms, and floods that
cause severe damage. Increasing the availability of green and cli-
mate finance and developing clear, coherent, and supportive pol-
icies are crucial for all economies to recover quickly and continue
sustainable growth and development (Ostoji¢, 2023).

Raising interest in a new model of economic growth that
would enable us to avoid those negative scenarios led to the re-
cent fast development of the concept of a “green economy”. At the
same time, the OECD and World Bank use the term “green growth”
to describe how the world economy should develop in the future.
One of the key factors why economic growth negatively affects the
environment is a failure in the valuation of natural resources and
inaccurate reflection of that value in economic activity (Nikoli¢ &
Kovacevi¢, 2019). In other words, the current market system re-
flects neither the inherent value of ecosystem services and natural
capital nor the true costs of their degradation. Natural capital is un-
dervalued and consequently mismanaged (OECD, 2011b).

If the actual value of the ecosystem were reflected in the
market, economic activity would be more resource-efficient and
less environmentally damaging. Thus, one of the key preconditions
for the green economy is the accurate valuation of natural capital
that drives appropriate management of environmental resources
(UNEP, 2011), which leads to green growth. As a result, the notions
of the green economy and green growth are closely interlinked and
frequently used interchangeably.



Literature Overview

The concept of a green economy was introduced at the end
of the last century (Pearce et al., 1989). However, soon after the
financial crisis of 2008, it became apparent that a new model of
economic development is required. Leading international organi-
sations, the scientific community, and environmental groups have
made significant efforts to turn the concept of a green economy
into a new opportunity or pathway that can overcome the crisis
(Balaban, 2019).

Major international organisations active in supporting eco-
nomic development worldwide, the Organisation for Economic
Co-operation and Development (OECD), the World Bank and the
United Nations Environment Programme (UNEP), have called for a
radical transformation of development practices and transforma-
tion towards a green economy. Clark (2013) pointed out that the
UN Conference on Sustainable Development 2012 (also known as
the Rio+20) recognised the need to address the linked challenges of
environmental degradation, social inequity, and economic volatility.
Moreover, she emphasised the conference’s conclusion that future
economic development must be both green and inclusive, propos-
ing the green economy as an alternative model to increase human
well-being while reducing environmental challenges and risks.

UNEP defines a green economy as “the economy that results
in improved well-being and social equity, while significantly reduc-
ing environmental risks and ecological scarcities” (UNEP, 2011).
The European Environment Agency defines a green economy as
one that “generates increasing prosperity while maintaining the
natural systems that sustain us” (EEA, 2014).

At the same time, the OECD and World Bank define the term
“green growth” as to mean “economic growth and development
ensuring that the natural assets continue to provide the resourc-
es and the environmental services on which our well-being relies.
To achieve this, it must catalyse investment and innovation which
will underpin sustained growth and give rise to new economic op-
portunities” (OECD, 2011b). “Green growth is qualitative growth
that is efficient in its use of natural resources, clean in that it min-
imises pollution and environmental damages and resilient in that



it explains natural hazards” (World Bank, 2012). These definitions
show that a green economy is an “umbrella” concept that encom-
passes different implications concerning growth and well-being, or
efficiency and risk reduction in the use of natural resources (Loi-
seau et al, 2016).

The use of fossil fuels is a key generator of harmful gas-
es that cause the greenhouse effect and lead to global climate
change, which is why managing the growing global energy demand
is one of the key priorities (Petrovi¢, Nikoli¢ & Ostoji¢, 2017). The
concepts of green economy and green growth were elaborated
in three reports from leading international organisations: UNEP's
“Towards a Green Economy”, the World Bank's “Inclusive Green
Growth”, and the OECD's “Towards Green Growth”. The core as-
sumption of the green economy concept is that environmental
progress cannot be separated from economic growth. Decelerat-
ing growth or ignoring the economy will not lead to meaningful
environmental improvement. This is stated explicitly in all three
reports (Borel-Saladin & Turok, 2013). More specifically, “good
economic policy lies at the heart of any strategy for green growth”
(OECD, 20110).

One of the studies confirmed that population growth,
growth of gross domestic product per capita, and energy intensi-
ty cause anincrease in CO, emissions (Petrovi¢, Nikoli¢ & Ostoji¢,
2018). The green growth of an economy critically depends on large
urban areas. The reasons are twofold. Significant shares of national
GDP, employment, and consumption are generated in cities. At the
same time, cities are responsible for most environmental problems
due to their existing production and consumption patterns. Al-
though urban areas occupy only 2% of the earth’s land surface, they
account for two-thirds of the total energy consumption and are
responsible for three-quarters of carbon dioxide (CO,) emissions
from global final energy use (REN21, 2021). The climate changes
are worsened by the urban heat effect (the so-called “islands of
heat"), thus increasing the chances of extreme temperatures and
drying that hurt both the economy and the health of those who live
in cities (OECD, 2013a).



Research

Cities and Green Growth

According to the World Bank, more than 80% of global GDP
is generated in urban areas (World Bank, 2020). On the other hand,
cities are accountable for most energy consumption and pollution.
Thus, cities have enormous potential to be pillars of green economy
development. Cities’ positive influence on countries' economic de-
velopment is based on the following factors: human capital, infra-
structure, innovation, economies of agglomeration and proximity
to markets (OECD, 2012a). Cities are characterised by a concentra-
tion of highly skilled labour, which is one of the key factors of com-
petitiveness. Locations with higher attractiveness should be able to
grow more quickly than peer locations, attracting investments and
trade flows (Delgado et al., 2012).

Furthermore, innovation and infrastructure are more devel-
oped in urban areas than in others, thus enabling cities’ dynamic
growth of knowledge-intensive and high-tech industries that are
generators of economic growth and green economy (OECD, 2009;
Nikoli¢, 2019). Economies of agglomeration may be interpreted as
advantages that businesses gain in cities due to proximity to their
suppliers and competitors (OECD, 2013a). The concentration of
competitors from the same industry is important for businesses
as it can be the fastest way to obtain information on competitors’
moves. Proximity to suppliers is also paramount as it enables a busi-
ness to respond to market changes quickly by upgrading its product
in close cooperation with suppliers. Finally, proximity to the market
reduces heavy transport and other transaction costs for manufac-
turers and merchants.

Due to the significant advantages offered to businesses and
workers in cities, urban areas attract many of both, resulting in con-
centration. Cities are now the hot spots of population and econom-
ic growth, making them the engines of the global economy. More-
over, we are in the “second wave of urbanisation” which indicates
that most of the projected population of 9 billion by 2050 will live
in African and Asian cities where city growth rates are the highest
(UNEP, 2012). The current wave occurs mainly in Africa and Asia,



followed by Latin America and the Caribbean. Africa’s city growth
rates are the highest in the world while Asia’s cities are growing

by the highest absolute number of people. Although growing at
slower rates than African and Asian cities, European urban areas are
faced with migrations and increasing numbers of refugees as well
as legal and illegal immigrants (UNEP, 2011). If not reduced, the
negative impact of urban air pollution on citizens' health might be-
come the top environmental cause of premature death worldwide
(OECD, 2012b). Increasing risks for the well-being of urban popu-
lations due to pollution and negative climate changes created the
need to develop “smart cities” (UroSevic¢ et al., 2020).

Smart Cities

The reality that cities have become places where most of
the world’s population is living and where most resource consump-
tion takes place has generated increasing pressure to find ways to
reconcile economic growth, well-being, and the sustainable use of
natural resources. The main challenge is to find a way to decouple
urban development and rising resource consumption rates, in other
words, to make “resource decoupling” (UNEP, 2013). The decou-
pling will require innovations for more efficient management of
resource flows and use. That could be done with active support for
sustainability-oriented innovations, including reorganising govern-
ance models and institutions in cities. Since technological progress
and innovation play a central role in the transition to a green econo-
my, a “smart city” could be the most appropriate concept for urban
transition to a green economy (Balaban, 2019).

“A smart city uses digital technologies to enhance perfor-
mance and well-being, to reduce costs and resource consumption
and to engage more effectively and actively with the citizens. Key
smart sectors include transport, energy, health care, water, and
waste. Interest in smart cities is motivated by major challenges,
including climate change, economic restructuring, retail, and en-
tertainment services moving online, aging populations, and pres-
sures on public finances” (Ferrara, 2015). The broader definition of
a “smart city” is a city where state-of-the-art Information Communi-
cation Technologies (ICT) are applied to the design of urban space



and to the provision of major urban services to make the city more
efficient, sustainable, and liveable (Balaban, 2019). A “smart city”
has the following characteristics (Franchina et al., 2021):

« Uses ICT tools management and governance to improve the
system’s efficiency and the quality of life of its citizens.

« Uses (near) real-time information and creatively exploits
both tangible (i.e. physical resources and infrastructure)
and intangible resources (i.e. human capital, education, and
knowledge).

» Raises citizens' awareness.

« Involves users and multiple stakeholders (with the help of
public-private partnerships) connecting and empowering
them.

« Isadaptable to users' needs, promoting sustainable develop-
ment considering the needs of future generations.

As can be seen from its characteristics, a “smart city” is not
only synonymous with digital. Instead, the “smartness” of the city
lies in its ability to improve citizens' living standards, improving eco-
nomic, social, and environmental aspects of their lives (Silva et al.,
2018). To cover all relevant aspects of a “smart city”, Giffinger and
Gudrun (2010) identified the following six characteristics: smart
economy, smart people, smart governance, smart mobility, smart
environment, and smart living. Improvement of the characteristics
mentioned above implies upgrading and mutual enhancing of eco-
nomic, social, and environmental systems. Cities’ increasing energy
and resource efficiency, as well as product and process innovations,
such as sustainable supply chain management, clean technologies,
and environmental product design, require radical innovations
that not only reduce quantities of resource turnover and emissions
but also change the quality and structure of industrial production
(De Jong, 2015).

Being aware that the transition of cities’ specific sectors,
such as reduction of energy consumption, low-carbon transport,
“smart and green” buildings, improved waste management, etc.,
rely on intensive use of information technologies and innovations,
“smart city” stands out as the most appropriate concept that could
shape the urban transition to a green economy (Balaban, 2019).



As Balaban (2019) further points out, the conceptual foundation of
a “city green economy” can be based on the idea of a “smart city”.

Governance and Green Growth in Smart Cities

Governance is a critical prerequisite for successful green
economy transition of cities. In this section, we will discuss major
governance challenges in urban green growth such as (de)centrali-
sation and governance gaps.

Decentralisation

In the USA and United Kingdom the process of decentral-
isation in public administration governance started four decades
ago with the New Public Management doctrine under the neolib-
eral “zeitgeist” introduced by Thatcher and Reagan in the 1980s
(Cveticanin, Blagojevi¢, 2019). The rationale was that “lowering”
the decision-making process and bringing it closer to the point of
service delivery would improve the quality of services that govern-
ments provide to their citizens. Moreover, decentralisation was
expected to improve efficiency by reducing bureaucracy usually
linked to centralised hierarchical systems.

Higher responsibilities of local governments have led to
increased expectations to deliver better quality of services more
quickly and in needed quantity using limited resources. At the same
time, the central government retains crucial responsibilities rele-
vant to the local self-government operations, including those con-
cerning green policy. Decades-long quests for improving efficiency
in local governance are now even more complex due to additional
ecological targets and goals.

The need for delegation of authority and decentralisation
comes from differences in roles in practically every operation pro-
cess in the public sector. It is possible to recognise who is respon-
sible for a certain process, who is entrusted to implement it, and
who has the benefit of its execution (Jovanovic et al., 2022). Gener-
al responsibility for operations and tasks usually falls on politicians
entrusted to fulfil general strategic goals they promised to citizens
who elected them. However, they must rely on lower hierarchical



levels to implement more specific goals and tasks that form part
of broader objectives. That requires the top-level officials to del-
egate narrower, more specific responsibilities to lower-level offi-
cials. Since the highest levels of government feel accountable for
achieving strategic goals, they tend to keep lower-level authorities
under control as much as possible, resulting in decision-making
centralisation (Jovanovi¢, 2020). That leads to the establishment of
a formal hierarchical structure with centralised decision-making to
keep those who execute tasks at a lower level under control. Be-
sides those who are accountable and responsible, there is a third
category — those who benefit from certain activities. That could

be a citizen, or some other end user of a service provided by the
government.

The difference between accountability for a task and the
expected benefit from its execution is an indicator of focus on
goals. The large gap between accountability and benefit can lead to
organisational decoupling (Meyer & Rowan, 1977). In such a situa-
tion, organisations symbolically adopt a policy, but the implementa-
tion of that policy is only superficial. The practice is known as poli-
cy-practice decoupling. The organisational facade visible to external
institutions and participants differs significantly from what the
organisation is doing.

Recent research has developed another concept of “means—
ends” decoupling, where an organisation complies with a policy
but fails to achieve the envisaged goals intended by that policy
(Jovanovi¢ et al., 2022). If accountability is not expected to lead to
benefits, a rational question can be posed: Why should a responsi-
ble person bother to achieve anything more than the mandatory?
The difference between the work invested and the expected ben-
efits is an indicator of motivation. A significant gap between the
level of engagement and expected benefits will lead to demotivat-
ed employees. Similarly, as in the previous case, if those engaged in
“production of service” do not perceive benefits, they will have no
motivation to increase performance and service quality, including
reduction of environmental impact.



Governance Gaps

Governments around the world face major challenges, such
as climate change, pandemics, etc., that are complex and require
a broad, multi-sectorial approach to addressing them. The new
approach requires cooperation not just among different govern-
ment sectors, but between different levels of government, both
central and local ones (Charbit & Michalun, 2009). A strict hierarchi-
cal approach with superior authority “commanding” the lower-level
administration is no longer efficient for coping with modern crises
and sustainable growth challenges. The need to better mobilise
local resources and raise their motivation to participate in solving
problems led to the increasing application of the “place-based”
approach. It became clear that “going green” or “going inclusive”
requires “going local” first (Charbit, 2020).

The need to efficiently coordinate operations within differ-
ent sectors of the government in a more decentralised way raised
an issue of multi-level governance (MLG) (OECD, 2019). MLG must
address substantial governance gaps that limit achieving strategic
government goals, including sustainable green growth at the local
self-government level. Major governance gaps that public authori-
ties should overcome are as follows (Charbit, 2011):

« The objective gap arises when goals and targets of different
levels of public administration or among ministries/agencies
at the same horizontal level diverge or contradict each other.

« Anadministrative gap refers to a mismatch between the
green growth challenge and administrative boundaries that
create policy constraints. Administrative boundaries (at the
municipal, regional, and state levels) rarely match environ-
mental challenges, resulting in further mismatches at the
sub-national level, hindering policy coherence (Moss, 2007).

« Policy gap means sectorial fragmentation of policy making
across ministries and public agencies within the national
government administration or across departments within
sub-national government administrations (this is also refer-
red to as a “silo approach” to policy making).



« Information gap arises when there is uneven dissemination
of information between and across different levels of go-
vernment in designing, implementing, and delivering pu-
blic policies. It also refers to situations when information
on implementation on the ground is not shared with higher
authorities.

« Acapacity gap means insufficient technical expertise, infra-
structure, or other resources to achieve planned objectives.

« Market gap refers to the misalignment between policy-ma-
king goals defined by authorities and the ability of private
sector stakeholders to deliver what is expected from them.

In the next section, we will discuss how authorities can close
the abovementioned governance gaps and what additional levers a
government could use to stimulate green growth in cities.

Discussion

Closing Governance Gaps

Closing governance gaps described above requires author-
ities to deal with two network patterns. The first network refers
to the interdependency of multiple issues of green growth, such
as biodiversity, livelihoods, and markets. Those issues are tackled
by various governance stakeholders with different roles, interests,
and capacities such as local administration, ministries, agencies, and
companies that create a collaborative network of actors managing
the issues. Both interdependent and collaborative networks should
be considered in the pursuit to bridge governance gaps (Bergsten
etal, 2019).

The government's failure to address the intersection of
collaboration among different actors with interdependencies in-
creases the risks of the inefficiency of governance response and
its adverse consequences (Bodin & Nohrstedt, 2016). In other
words, governance gaps emerge when those responsible fail to
recognise how multiple issues and actors are interlinked (Bergsten
et al., 2019). Thus, in proposing how governance gaps should be



overcome, the intersection of the two network patterns should be
keptin mind.

Closing the objectives gap requires harmonisation of long-
term “green” goals set by a central government with short-term
goals related to local communities. National strategies and action
plans seek to coordinate different levels of government — national,
regional, and local. Moreover, there is a need to harmonise gov-
ernment objectives with the objectives and interests of the private
sector and citizens in local communities. Otherwise, local business-
es may relocate their production to avoid new requirements being
imposed on them. Complementarity of goals should be based on
a clear understanding of all relevant stakeholders, what they must
change, and how they will benefit from such a change.

The capacity gap related to green growth in cities exists in
all countries, including the most advanced ones. Generally, adminis-
trative capacities are more limited at the local level than at the na-
tional level. However, the capacities of ministries and other central
government bodies are uneven, too. Thus, one of the key goals of
the capacity-building process is to build “green growth personnel”
who understand inter-sectorial linkages and trade-offs between
short-term economic imperatives and long-term sustainability goals
(OECD, 2013a). Moreover, the staff should have room to apply a
new innovative approach instead of being tightly constrained by
unnecessary bureaucracy (“red tape”) (Jovanovic¢ et al., 2022).

Identifying “bottlenecks” in government capacities and ways
to overcome them should be a primary concern of national strate-
gic documents. When preparing strategies and action plans, par-
ticular attention should be paid to making sure that existing, as well
as projected capacity growth, match planned goals and activities.
In many cases, capacities lag behind overoptimistic objectives and
targets. Gaps between capacities and goals are common causes of
failure during the implementation phase. Disappointed local com-
munities raising doubts about the feasibility of green growth have
become an additional limiting factor.

Closing the information gap by sharing relevant informa-
tion on green growth is essential to not only upgrade coordina-
tion among different stakeholders, but also to strengthen their
feeling of “ownership of the process”, and their true commitment.



Information sharing can be seen as a test of “partnership trust-
worthiness” and quality of coordination within the government.

If local authorities are poorly informed from the top and are given
predominantly commanding instructions, then the chances for de-
coupling that we discussed earlier are high. In other words, if local
stakeholders are expected to understand and remain committed to
long-term goals which require sacrifice in the short run, they need
reliable and timely information. Otherwise, they will abandon the
green policy (although they formally will remain “on track” due to
fears of openly opposing a higher authority) and turn to standard,
short-term economic goals anew. At the same time, if a higher-lev-
el authority has no proper feedback from the implementation side,
creating a successful and sustainable green policy can become
nearly impossible.

Closing the policy gap refers to the need for governments
to overcome traditional policy fragmentation, i.e. the tendency to
work in “policy-making silos” (OECD, 2013a). In Serbia, for example,
policy in the area of public-private partnership (PPP), which is an im-
portant instrument for promoting green growth in cities, is led by
the Ministry of Economy. At the same time, the Ministry of Finance
has certain authorities in the implementation phase thus using PPP
for implementation of its sectorial policy. Moreover, there is a gov-
ernmental body — the Commission for Public-Private Partnership
—acting in the same field, while cities, especially bigger cities like
Belgrade, design PPPs according to their policies.

Policy differences between the central and local levels of
administration or among their parts (ministries, agencies, etc.)
could be overcome by setting up a single governmental entity
entrusted to create a policy and coordinate its implementation.
The alternative solution for closing policy gaps may be “networked
governance” that will include all relevant stakeholders for a spe-
cificissue, such are public sector agencies, private companies, and
NGOs. Moreover, interdependencies among different aspects of
green growth should also be considered. Although the “network”
approach requires more meetings and negotiations compared to
the “institutional” one, it brings some significant benefits, such as
more robust and enduring policy implementation that can out-
last political cycles and achieve multi-sectorial objectives which are



particularly needed in areas of climate change and green growth
(OECD, 2013a). The practice of Stockholm — Citybanan (a railway
tunnel through Stockholm) and the Stockholm Agreement on fu-
ture transport infrastructure in the region, demonstrate the advan-
tages of “networked governance” (OECD, 2013b).

The solution for overcoming policy gaps largely depends on
the public administration structure and its tradition. In countries
with a highly centralised hierarchical structure of governance in
the public sector and strict formalism, the “institutional” solution,
with its prioritisation of simplicity over the possible “analysis-paral-
ysis” caused by an abundance of choice (Blagojevi¢, 2019) would be
more efficient than the “network” solution. However, in countries
with a more decentralised decision-making process and where the
form is less weighted against final results, “networked governance”
would be a more appropriate choice.

Closing the market gap means harmonisation between
government and private sector objectives. The private sector has
multiple roles in green growth. Companies are the government’s
key partnersin implementing green policy as they provide “green”
goods and services through innovation and operational shifts.

In closing the market gap, aligning short-term and long-term
objectives is particularly demanding. If the government is not con-
sistentin the long run and after some time makes a turnaround
regarding taxing pollution, for example, it may dissuade businesses
from investing in green growth. However, with the implementation
of CBAM in the EU, this becomes urgent and not a matter of choice
(Nikoli¢, 2023). Furthermore, the government should take into ac-
count the cost structure of private companies in the green econo-
my. For example, solar/wind/hydroelectric power has a high capital
cost that must be covered upfront but, in turn, incurs low operat-
ing costs. Thus, any subsequent change in government policy that
would neglect the dynamics of “environmental costs” would dis-
suade companies from implementing green policies. Understanding
private sector specifics is a precondition for closing the objectives
gap between the two crucial stakeholders in the green economy —
the government and the business sector.



Government Instruments For Supporting Cities’
Green Growth

In countries championing green growth, such as Denmark,

the Netherlands, Austria, and Slovenia, the green economy tran-
sition was goal-oriented, with visions and goals of the state-guid-
ed public actors guiding the strategic decisions of private actors
(Kemp & Rotmans, 2004). Loorbach & Romans (2006) suggest that
the transition to a green economy is a non-linear process with dif-
ferent phases, shifting from one dynamic equilibrium to the other.
They recognise the following four phases, each with a distinctive
role of the government:

A pre-development phase where there is very little visible
change at the systems level but a great deal of experimen-
tation at the individual level. The government assists com-
panies by providing them with consultation and expertise
needed for the proper selection of opportunities and for as-
sessing comparative advantages to make the most favoura-
ble choice. There is no direct interference from the govern-
ment in this phase.

A take-off phaseis where the process of change starts to
build up, and the system begins to transform due to reinfor-
cing innovations. The government supports projects with

a potentially high impact on green growth. Moreover, the
government mobilises and assists in the coordination of key
stakeholders such as academic and research institutions,
companies, investors, and NGOs.

An acceleration phaseis characterised by structural changes
in economic, ecological, and institutional domains. Instead of
directly controlling the vigorous processes, an authority tries
to coordinate them and “nudge” participants in the desired
direction and pace.

A stabilisation phase begins when the speed of changes
starts to decrease, and a new dynamic equilibrium is reac-
hed. The role of a government is primarily to monitor and
evaluate the process and its outcomes, and promote best
practices. The regulatory framework is set in full compliance



with legislation in environmental, fiscal, and other interrela-
ted areas.

Green growth in large cities may be more demanding and
complex than that on a national level since it requires the involve-
ment of local authorities national authorities. In meeting green
growth objectives at the local level, national and local authorities
have rules and regulations at their disposal as direct methods of
influence. Regulatory instruments are the easiest to create and, be-
ing legally binding, have significant potential for a change.

The key weakness of using regulation to stimulate green
growth in cities lies in its rigidity and difficult implementation. Since
regulation relies on formality and hierarchical structure, there is a
risk of inefficiency. Moreover, regulation usually comes from the
top (national) level and requires raising awareness of activities at
the local level and comprehensive information on causes and bene-
fits it is expected to bring to a local community. Otherwise, city au-
thorities will formally accept new legislation (because they have no
choice), but implementing the new “green” regulation will be only
superficial. Such practice is known as policy-practice decoupling.

Furthermore, monitoring and enforcement costs of regula-
tory instruments are usually high due to the complexity of defin-
ing environmental standards and ambient quality (Cohen, 1999).
Besides, regulatory measures provide poor incentives for exceed-
ing targets once the minimum threshold is met, even if their im-
plementation is cost-effective. To overcome the abovementioned
weaknesses of regulatory instruments, incentives/disincentives and
enabling levers are introduced. They do not directly influence the
decision-making process of businesses and citizens; rather, they
indirectly internalise environmental externalities. In other words,
pollution costs are attributed to those who generate them, e.g.,
charges or fees on units of gas emissions are introduced for manu-
facturers, affecting their decisions regarding operations.

Governments can use a wide range of economic instruments
such as charges, subsidies, grants, taxes, tax concessions, etc., to
stimulate behavioural change (Rasul, 2013). For example, a shift
towards broad adoption of renewable energy technologies in Ger-
many, particularly photovoltaic panels, was based on widespread



subsidies between 2000 and 2008 in the form of low-interest loans
offered to investors (Jacobsson & Lauber, 2006; Frondel et al., 2008).

Cities use different types of levers depending on ownership
and control over their assets. If a city has a high level of ownership
and control, it will be more prone to use public procurement to pro-
mote green growth than other instruments, such as incentives, for
example. A study of green growth in 66 large cities across the world
indicates that cities relied mainly on programs and projects (68%)
as well as public procurement (22%) in stimulating green transfor-
mation, while incentives/disincentives (5%) and policies (5%) repre-
sented only one-tenth of total levers used (C40 & ARUP, 2015).

The role of the public procurement lever is expected to rise
in the future due to its high potential to promote green growth.
This instrument could be used to influence both the demand and
supply sides within local markets. A shift towards green standards
and criteria in local government procurements encourages manu-
facturers to adapt to new requirements to get contracts with the
government, thus generating more profound changes in the lo-
cal economy. Furthermore, new ecological requirements in public
procurement increase awareness in local communities and urge
changes in their consumption patterns. By purchasing environmen-
tal-neutral products and services local governments promote sus-
tainable green growth in a credible manner that citizens and busi-
nesses should follow.

The EU legal framework provides plenty of opportunities for
the application of “green public procurement” (GPP), including the
evaluation of the impact of purchased subjects on the environment
during the entire period of their exploitation when selecting the
most favourable bid (Directive 2014/24/EU). However, in practice,
the use of GPP is uneven and far from satisfactory (Badell & Rosell,
2021). Recent research indicated that factors such as organisational
model, control of corruption, human resource capacities, motiva-
tion and awareness have a more decisive influence on public pro-
curement performance than legislation (Cudanov et al., 2018). Con-
sidering that the strengthening of procurement’s “green” aspect is
a feature of its upgraded performance, it is clear which factors, be-
sides legislation, should be improved to achieve the goal of higher
GPP uptake in the future.



Conclusions

Negative climate changes, economic crises a decade ago and
the present pandemic require changes in the model of economic
development that would allow the economic growth to be both
“green” and inclusive. The main challenge of transition to a green
economy is to find a way to decouple economic development and
rising resource consumption rates, i.e. achieve “resource decou-
pling”. In the second wave of urbanisation, cities plays an increas-
ingly important role in both production and consumption of re-
sources that affect the environment. Therefore, “going green” or
“going inclusive” means “going local” first.

Since technological progress and innovations play a central
role in “resource decoupling”, the concept of a “smart city” could
be the most appropriate for urban transition to a green econo-
my. “Smart city” is not only synonymous with digital; instead, the
“smartness” of a city lies in the reduction of resource turnover
and emissions, a change in production and consumption quali-
ty and structure and transformations of governance models and
institutions.

Decentralisation and governance gaps are key governance
challenges in encouraging green growth in cities. To successfully
remove these two potential constraints, the interdependency of
multiple issues of green growth and the collaboration of different
stakeholders participating in the process, such as ministries, local
authorities, and businesses, should be considered.

Governments can use different levers, such as regulatory in-
struments, incentives/disincentives, and enabling policies, to spark
green growth in cities. Empirical evidence of the green transforma-
tion of 66 large cities on a global scale proved that governments
preferred direct instruments such as projects/programs and public
procurement compared to indirect ones (incentives and enabling
policies). Since public procurement accounts for around 19% of the
EU GDP, its potential to stimulate green growth is clear.

More comprehensive application of green public procure-
ment requires more decentralised and flexible organisation and
decision-making models, curbed corruption, developed adminis-
trative capacities, adequate competencies of those who manage



procurement processes, and motivation mechanisms based on in-
centives rather than sanctions.
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