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Chapter 1

Toward a Theory of Strategic
Entrepreneurial Ecosystems and Business
Model Innovation
Vanessa Ratten

Abstract

The time is right for a theory on strategic entrepreneurial ecosystems and
business model innovation. Both topics have increased substantially during
the past couple of years due to their strategic nature. This means they are
uniquely placed to provide practical advice but also theoretical development.
This chapter discusses the theory in terms of how it bridges strategic plan-
ning, innovation management, and entrepreneurship literature. Thereby
propelling the field of entrepreneurial ecosystems further by suggesting it has
both a strategic and business model perspective. This chapter argues the
reasons for a new theory to be developed in order to maintain the relevance
and practicality of the entrepreneurial ecosystem literature.

Keywords: Business model innovation; entrepreneurial ecosystems;
entrepreneurship; innovation; strategic management; theory development

Introduction
The concept of an entrepreneurial ecosystem is ambiguous as it can refer to a
number of different things depending on the context (Auerswald & Dani, 2017).
From a business perspective, an entrepreneurial ecosystem refers to the different
interactions occurring between business, entrepreneurs, and government entities
within a specific place (Colombelli, Paolucci, & Ughetto, 2019). However, from
an economic perspective, it refers to the economic activity occurring within an
entrepreneurial area. This means care needs to be taken as to understanding the
context to which the entrepreneurial ecosystem applies (Ferreira, Fayolle, Ratten,
& Raposo, 2018). Normally the place referred to in an entrepreneurial ecosystem
is land-based but it can include digital environments. Bischoff (2021, p. 1121)
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refers to an entrepreneurial ecosystem as “an interconnected set of stakeholders in
a regional environment that provides the underlying infrastructure for entrepre-
neurial activities”. This definition highlights the need to consider stakeholders in
society as to how they collaborate regarding entrepreneurial pursuits and the
importance of place. There are locational aspects of entrepreneurship that make
the study of ecosystems important (Mota, Braga, & Ratten, 2019). These loca-
tions also foster collaboration but in different ways. City or urban areas are more
likely to foster manufacturing or high-tech while rural areas encourage farm and
other land-based activities.

At the moment, there is no specific theory regarding entrepreneurial ecosys-
tems that take into account strategic management perspectives (Ratten, 2020).
There is some research on the topic, but a more specific theory of strategic
entrepreneurial ecosystem will provide a better theoretical framework to merge
planning and competitive aspects with entrepreneurial behavior (Ratten, 2021a).
There are still many unanswered questions regarding entrepreneurial ecosystems
due to the uncertainty about how they develop in society. This means there is no
generally agreed upon formula for starting and growing an ecosystem (Rashid &
Ratten, 2021). Rather it depends on a number of factors that relate to business
innovation conditions in a region.

There is an abundance of literature on network analysis, entrepreneurship and
strategic management in general (Ratten, 2021b). However, if all these research
tracks are combined it will provide a better way to understand the phenomenon of
an entrepreneurial ecosystem. Much like previous new fields such as strategic
entrepreneurship and strategic management developed and became popular, the
field of strategic entrepreneurial ecosystems need to be substantiated (Ratten,
Braga, & Marques, 2021). This will enable more research and practice to be
devoted to strategic entrepreneurial ecosystems.

In order to develop more the concept of strategic entrepreneurial ecosystems,
this chapter views them in a strategic way. Thereby focusing on strategic entre-
preneurial ecosystems that involve some form of planning. This means they do
not normally occur by accident as they have some kind of objective. It is also
useful to go beyond the vague meaning of an entrepreneurial ecosystem to
incorporate a more specific meaning. Despite having an assumed strategic nature
to an entrepreneurial ecosystem the word strategic does not often occur in con-
ceptualizations of the topic.

In this chapter, I intend to contribute to the existing body of knowledge by
showing how business model innovation requires a strategic entrepreneurial
ecosystem. I intend to address the following questions: (1) How can strategic
entrepreneurial ecosystem research be combined with business model innovation
literature?, (2) What are the key conceptual foundations of strategic entrepre-
neurial ecosystems?, and (3) What are the main theoretical frameworks for
understanding business model innovation?

The remainder of this chapter is organized as follows. A detailed overview of
the entrepreneurial ecosystems literature is presented that highlights the need to
take a strategic perspective. The linkage with business model innovation is then
presented that emphasizes the connection between strategy, entrepreneurship, and
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innovation. Lastly, a theory of strategic entrepreneurial ecosystems and business
model innovation is presented. Thereby paving the way for a new and much more
creative way of considering entrepreneurial ecosystems in terms of strategy and
innovation.

Entrepreneurial Ecosystems
Entrepreneurial ecosystems are not well understood as they are a buzzword with
no specific common definition (Spigel & Harrison, 2018). This means they can be
understood in a variety of ways. Due to this variation in meaning, new theories
need to be developed with regard to entrepreneurial ecosystems. This can include
bridging existing theories from other fields to an entrepreneurial ecosystem
context. Thereby utilizing existing information from other fields but extending the
context to an entrepreneurial ecosystem perspective (Spigel, Kitagawa, & Mason,
2020). New theories will enable the theory on entrepreneurial ecosystems to adapt
to new ways of thinking. An entrepreneurial ecosystem is an umbrella term for
including concepts such as an industrial cluster, business innovation system, and a
regional group (Roundy, Brockman, & Bradshaw, 2017).

Much of the seminal work on entrepreneurial ecosystems has been published in
the past few years. Some concepts such as a regional innovation system are similar
to an entrepreneurial ecosystem due to the emphasis on continual innovation
(Santos, Marques, Ratten, & Ferreira, 2021). However, entrepreneurial ecosys-
tems take a broader approach to innovation as they focus on an evolving system
rather than just a regional perspective. Entrepreneurial ecosystems place the
entrepreneur at the heart of the system emphasizing their role in the entrepre-
neurship process. This means instead of emphasizing the region, the entrepreneur
is emphasized.

Entrepreneurial ecosystems can be defined in different ways depending on their
stage of development. Governments are trying to introduce policies that are
conducive to entrepreneurship due to the need to revitalize their regions and take
into account various forms of entrepreneurship (Santos, Oliveira, Ratten,
Tavares, & Tavares, 2021). There are different types of entrepreneurs needed to
make an entrepreneurial ecosystem work properly. This includes habitual entre-
preneurs who continually develop new projects. Some entrepreneurs also develop
a portfolio approach to their business ventures (Ratten, Leitao, & Braga, 2021).
This enables them to quickly scale up successful business ideas in order to create
economies of scale.

An entrepreneurial ecosystem comprises two components: entrepreneurial and
ecosystem. The entrepreneurial component refers to the innovation, risk taking,
and proactive activity (Ratten & Ferreira, 2017). Normally this means that a
business is completely aggressive in the marketplace. The ecosystem component
refers to the ongoing change that occurs based on different types of interactions.
Entrepreneurship is an important source of employment and productivity growth.
It occurs based on the need for new types and forms of business to enter the
marketplace. Technological innovations mean there are continuous changes
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occurring that necessitate new business growth (Ratten, 2019). The entrepre-
neurial ecosystem approach is like an innovation and learning system but focuses
more on new business creation. Entrepreneurs provide the leadership for change
to take place in an economy (Patria, Usmanij, & Ratten, 2020). They try new
business ideas with the goal of producing a profit. Not all new businesses are a
success as it can take time for the marketplace to adapt.

Isenberg (2010) suggested that to build an entrepreneurial ecosystem the
following principles should be used. Firstly, they should not copy existing eco-
systems but develop their own based on local conditions. This means engaging
with others from the start and then shaping the business based on environmental
conditions. The entrepreneurship process should be organized based on context.
This means while ambitious forms of entrepreneurship are encouraged it will
depend on the market conditions as to whether the business will succeed
(Marques, Lopes, Braga, Ratten, & Santos, 2021). There should also be the right
kind of human capital to maintain its workforce. This means emphasizing
technical skills as well as general people skills. There may be specific types of
skills needed that require training or experience. There also needs to be accessible
markets in which entrepreneurs can sell their products. This means there needs to
be customers and they can include business, government, or citizens. As funding
is needed to build a business, there should be venture capital funds, private
equity investors and angel investors. This will result in some competition
between funding agencies for new projects. Thus, there is an emphasis on new
projects but also access to finance. An entrepreneurial ecosystem requires
networking in the form of advice and feedback on business proposals (Leitão,
Ratten, & Barroca, 2020). This can be done in conjunction with entrepreneurship
training programs that help people develop an entrepreneurial mindset. Uni-
versities should be part of an ecosystem as they can facilitate technology transfer
processes (Malecki, 2018). This enables research to be commercialized. As part
of the process of facilitating new ideas there also needs to be cultural support.
This will enable an entrepreneurial culture to develop that promotes innovation
and risk-taking activity (Ferreira & Ratten, 2017).

The entrepreneurial ecosystem concept is alluring as it provides a way to
understand the connections needed for entrepreneurship. None of the previous
theories on entrepreneurship were able to fully explain how it occurred. They
normally focused on one aspect at the expense of other factors. The ecosystem
approach takes a broader view as to what entrepreneurship is and how it occurs in
society. There is still a long way to go before fully understanding the cause and
effect of entrepreneurship (D’Souza et al., 2021). This is due to there being no
consistent explanation for entrepreneurship. The main outcome of a system is to
produce a positive benefit. Whether this occurs depends on how the system
evolves.

Stam (2015) suggested that the main elements of an entrepreneurial ecosystem
are framework conditions (formal institutions, culture, physical infrastructure,
demand) and systemic conditions (network, leadership, finance, talent, knowl-
edge, support systems/intermediaries). The framework conditions are necessary
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for entrepreneurship to occur. They include banking entities, buildings, and
customers. The systemic conditions involve having the necessary people with the
right skills to perform the business activities.

Feld (2012) suggests that there are nine attributes of a start-up community that
makes it successful: leadership, intermediaries, network density, government,
talent, support services, engagement, companies, and capital. Each of these
attributes will now be explained. Leadership involves having a group of entre-
preneurs who are willing to commit to innovative practices. This means they
encourage others to also be entrepreneurial through their business practices. This
means helping and supporting others who show an interest in entrepreneurial
activities. Intermediaries are people who can link entrepreneurs to resources they
require to start their businesses. These can include general advice about the
economic climate of a region and the business trends. Intermediaries need to
know how to connect different people in the community. To do this means
encouraging entrepreneurs to be part of accelerators and incubator programs.
This can facilitate business networking activities aimed at sharing business
knowledge. Intermediaries can act as mentors or coaches for entrepreneurs.
Network density refers to how well-connected people are in the community.
Networks that have a high level of interconnectivity are better able to pass along
information. This helps to facilitate faster forms of innovation and speeds up the
entrepreneurship process. Government support is needed in a community in order
to facilitate entrepreneurship. This means having supportive policies for entre-
preneurship. Talent refers to the human capital in an area. For this it helps to
have higher education institutions such as universities in the community. Some
entrepreneurs require specific types of knowledge in order to start their business.
For example, technology start-ups require people with data analytics skills. This
means it can be helpful for an entrepreneur to locate their business close to a
university. Support services refer to people such as accountants and marketers
that can help an entrepreneur with their business. Engagement means that there
are a number of events or other types of activities that enable entrepreneurs to
connect with others. Companies involve businesses that are well established and
can act as an anchor for other companies. This enables businesses to collaborate
with others and to build entrepreneurial momentum in the community. Capital
refers to finance or other resources that an entrepreneur requires in order to
establish their business.

Entrepreneurial ecosystems develop in society based on business need and the
willingness of others to contribute to innovative development (Cohen, 2006). The
concept is relatively new in the literature so its underdeveloped. The nature of an
entrepreneurial ecosystem changes over time. In an entrepreneurial ecosystem
entities compete for scarce resources (Alvedalen & Boschma, 2017). This means
while there is cooperation, there is also competition for timely access to resources.
Acs, Stam, Audretsch, and O’Connor (2017, p. 2) state that an ecosystem “is a
biotic community, its physical environment, and all the interactions possible in
the complex of living and nonliving components.” This means that it operates in a
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science sense in terms of different ingredients being needed in order to sustain its
development. The growth of one entity may harm or encourage others. This
means there is a sense of survivability in terms of the stronger entities surviving at
the expense of weaker entities. Just like a science experiment the actions of one
entity can have repercussions on others.

Society Aspects of Entrepreneurial Ecosystems
Entrepreneurship involves finding opportunities then exploiting them in the
marketplace. To do this they require the input and feedback of others at different
times of their business journey. An ecosystem is nested within the broader eco-
nomic system existing in society (Bhawe & Zahra, 2019). This means an entre-
preneur commercializes new ideas based on interactions with others in a specific
region. Entrepreneurs are best positioned in society to take advantage of new
trends. This means they can assess new opportunities in the hope that they
recognize them before others. Entrepreneurs should be in a position to take
advantage of an opportunity but sometimes they may need the help of others. The
government can help entrepreneurs by adjusting their policies. This can occur via
changes in laws or regulations. Entrepreneurship should be assessed for its impact
on society. Not all forms of entrepreneurship are good as it can depend on the
type of business that is conducted. For example, businesses with a social or
societal perspective are likely to be considered as better than purely financially
focused businesses. Thus, the quality of the entrepreneurship should be
considered.

To encourage information to flow in an ecosystem people need to exchange
ideas (Audretsch & Belitski, 2017). There has been tremendous attention placed
on the concept of an entrepreneurial ecosystem. In the past, the focus on entre-
preneurship was on the entrepreneur rather than the environment. This has
changed due to the need to include a number of different perspectives in our
understanding of how an entrepreneur works. This means an ecosystem
perspective provides a more holistic understanding about the process of
entrepreneurship.

Entrepreneurship is often geographically orientated in terms of people and
businesses moving to an area because of the environment. This means the cul-
tural, economic, and social conditions of an area related to the level of entre-
preneurship occurring within a region. Due to the interdependencies between the
cultural and business factors, it can be hard to replicate an ecosystem. There are
specific cultural elements such as work attitude and entrepreneurial orientation
that influence economic development. Nascent entrepreneurs can be influenced by
these conditions but also the political climate existing in an area. Some high-risk
ventures that are in unchartered territory may need specific policies to help them
succeed. These policies can relate to an industry such as airplanes or tourism or
can be general in orientation. Public policies that incentivize entrepreneurship are
more likely to lead to the growth of high-tech ventures.
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Expansion of Entrepreneurial Ecosystem Literature
The literature on entrepreneurial ecosystems have rapidly expanded in the past
few years. The topic is probably the most talked about topic in both the entre-
preneurship and strategic management fields. The reason for this is due to its
simplicity and usefulness in explaining how entrepreneurship occurs in society.
Entrepreneurship rarely happens through the actions of one person as it normally
requires the input of a number of people. This makes it important to take a
systems view toward any kind of innovative and risk taking activity.

A systems view of entrepreneurship recognizes the interwoven connections
between people, business, and government. There are interdependencies and
socio-economic forces that require some form of cooperation. The cooperation is
from a business purpose but enables the entrepreneurship to occur in a mean-
ingful way. The systems view of entrepreneurship emphasizes that one action
needs to help of another and vice versa. Thereby the connection is continually
evolving in society.

Entrepreneurship is a contextual activity. This means it is based on time and
place. The ecosystem view of entrepreneurship builds on the systems perspective
by adding an eco-analogy. This means the entrepreneurial ecosystem is like the
biological environment where things grow, are maintained or die. Therefore, just
like the natural environment where things are interconnected, an entrepreneurial
ecosystem continually changes. The changes can be positive, negative, or incon-
sequential. Some entrepreneurial ecosystems grow more quickly than others.

To understand how strategy is used in an entrepreneurial ecosystem it helps to
look at the informal and formal exchanges. The informal exchanges between
members of an ecosystem can lead to unintended outcomes. These outcomes can
have positive flow on effects when they involve some kind of knowledge exchange.
Not everything can be planned in business so unintended interactions can be
helpful. They enable new information to be used in order to help a business.
Formal exchanges tend to be more well planned. This means there needs to be
stakeholders involved in a business decision. These stakeholders can offer advice
and different forms of resources. Some stakeholders will have more power than
others due to their position in society. This means it is important to take into
account who a stakeholder is and their history in a community. Larger companies
and entities are more likely to have a more powerful position in society. Smaller
entities can still be powerful as they can hold specific types of required infor-
mation or resources.

Strategic Entrepreneurial Ecosystems
Strategic entrepreneurship encompasses entrepreneurial activity that is planned or
deliberate. This means it is linked to the concepts of economic and societal per-
formance. Strategic entrepreneurial ecosystems are an interdisciplinary approach to
strategy and entrepreneurship that emerged from a need to combine different fields
of thinking. It has specific relevance to the entrepreneurship, strategic management,
and economic geography fields. Whereas traditional entrepreneurial ecosystems
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research emphasizes generalizability, the distinctive feature of strategic entrepre-
neurial ecosystems is in the competitive dynamics of the business environment that
require some form of planning. This means it can be described as a relational
perspective that focuses on the timeliness of decisions.

Since entrepreneurial ecosystems research is a relatively young scientific field,
the adoption of theories from other fields is useful. The term “entrepreneurial
ecosystem” is a catchphrase in terms of capturing any innovative activity that
occurs within a given environment. This means it is a metaphor for the ongoing
and concurrent transactions that occur in the business world. However, to fully
understand the nature of an entrepreneurial ecosystem it helps to place attention
on the role of strategy and strategic development.

Entrepreneurship can occur through planned and unplanned processes. The
planned processes typically involve focusing on a new product or service for
the sport sector. This means the typical process regarding funding and developing
the idea is followed. Different industries can have a unique entrepreneurial
ecosystem due to its hybrid nature combining both profit and non-profit initia-
tives. This means entrepreneurship develops differently compared to other con-
texts. There is likely to be more involvement by the government and other
regulatory agencies in the sport entrepreneurship process. This is due to the large
amount of funding the government receives compared to other industry sectors.

One of the most relevant strategic considerations entrepreneurs need to take is
regards to the effects of the digital economy. Rachinger, Rauter, Muller, Vorraber,
and Schirgi (2019, p. 1146) define digitalization as “the process of converting
analogue data into digital data sets.” There has been a rapid digitalization process
due to the impact of the COVID-19 pandemic necessitating online communication.
As a result, there has been a digital transformation of the global business economy
that requires different kinds of strategic thinking. Digital transformation is
considered as the process used to restructure information in a digital format. There
has been an increased emphasis on digitalization particularly during the COVID-19
pandemic due to the need to communicate online. This has meant an increased
reliance on mobile commerce and cloud technology. As a result of the changes from
digitalization, businesses have had to reflect on their current strategy and develop
new business goals. This has meant increasing the amount of information and
services they offer in an online format. Furthermore, digitalization has put pressure
on businesses to act in a more online way that enables quicker and faster
communication. This enables direct engagement between consumers and businesses
that should lead to more value being created.

Digitalization impacts most areas of business particularly in terms of the
transaction process. As a consequence, a business strategy regarding the future
has had to change. Business models are more reliant on technology because of the
digitalization trend. As a general concept, digitalization refers to the increased use
of digital technologies in a business. A business model can be described as “an
architecture for how a firm creates and delivers value to customers and the
mechanisms employed to capture a share of that value” (Teece, 2018, p. 40).
Every business no matter its size or location has a business model. This is due to
the need for some form of direction in terms of planning and improvement.
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