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Abstract In this paper, we review and comment upon
the development of the literature on diversity, innova-
tion, and entrepreneurship. In an overview of previous
studies and various strands of literatures, we outline and
argue that to better understand the intricate dynamic
relationships between diversity, innovation, entrepre-
neurship, and regional development there is a strong
need to further develop “the economics of spatial diver-
sity.” We further argue that this development may ben-
efit from combining various literatures based upon
sound economic micro-foundations, to develop a more
absolute understanding of diversity and fulfill the need
of more clear mechanisms for future empirical testing.
Obviously, this is important both from a research point
of view and in order to provide policymakers with a
powerful set of analytical tools. We call for more ana-
lytical work and more high-quality empirical studies.
With a set of papers, we believe this special issue to
provide a contribution in this direction.
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1 Introduction

Innovation and entrepreneurship are about finding new
creative solutions to address demanding challenges at all
societal levels through looking upon problems from new
perspectives and using resources in new combinations
in both established and new firms. These challenges
exist at local and regional levels—urban as well as
rural—and national and international levels (see for
example Audretsch and Keilbach 2007, 2008). In many
cases, the new ways of thinking, working, and solving
problems call for new types of innovators, entrepre-
neurs, and intrapreneurs as well as proactive economic
agents in the private, the public, and the non-for-profit
sectors that support and facilitate change. Different com-
plex challenges and problems call for a diversity of
perspectives, ideas, and skills to ensure that a broader
set of resources, capacities, and capabilities are used and
that multiple economic actors interact to bring together
many types of knowledge, skills, and competences.

Although contemporary research on diversity sug-
gests that it exists on different levels, our understanding
is rarely reviewed and discussed from such basis.
Against this background, we examine previous literature
and ideas and directions for future research on diversity
at various levels, taking into consideration the different
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roles of diversity on knowledge generation and exter-
nalities, innovation, and entrepreneurship as well as the
interdependence of these levels of diversity. In this
paper, we also introduce the different contributors to
this special issue. This special issue contains most of
the key-note presentations at the 21st Uddevalla Sym-
posium, Luleå, Sweden 2018, which had the purpose to
bring together a group of international scholars to pres-
ent and discuss new aspects of diversity, innovation, and
entrepreneurship from regional, urban, national, and
international perspectives. With a diverse set of papers,
which all have been revised after having gone through a
peer review process, it is our hope that this special issue
implies a small contribution to “the economics of spatial
diversity.”

2 Diversity, innovation, entrepreneurship,
and regional development—an introduction

Regions are more and more regarded to be critical
drivers of economic development with urban regions
as the main nodes in the global economy (Malecki
2007). The innovation and the entrepreneurship that
they have a capacity to spawn are increasingly seen as
the key factor underpinning their future growth trajec-
tories (Fritsch andMueller 2004). Urban regions have in
the modern knowledge economy become incubators of
new ideas and provide opportunities for the discovery of
new valuable knowledge, which generates a foundation
for innovation and entrepreneurship (Huggins and
Williams 2011). Researchers have long studied the eco-
nomic success of urban regions trying to understand
what factors are driving their pre-eminent economic
development. A growing body of research is today
stressing the links between on the one hand regional
diversity and on the other hand regional knowledge
generation, innovation, and entrepreneurship. It is today
a stylized fact that larger cities tend to be more diversi-
fied than smaller ones (Duranton and Puga 2000), and
diversity in urban regions has often been seen as the
unique asset of cities and what makes their wealth and
drives their long-term economic development and
growth (Jacobs 1969; Florida 2002). Diversity of re-
gions and nations has many dimensions and include
nationality, ethnicity, culture, religion, language, gender,
education, experience, occupation, knowledge mix, in-
dustrial mix, and so on.

A large set of empirical studies supports the view that
there are positive effects of diversity.1 Over the last two
decades, the empirical evidence of “spatial diversity
economies” in terms of creativity (Andersson et al.
2005), innovation (Ozgen et al. 2012), entrepreneurship
(Rodríguez-Pose and Hardy 2015), and productivity
(Trax et al. 2015) has multiplied. Population diversity
has, for example, been found to have a positive influ-
ence on economic development in the short, medium,
and long run, and while this relationship is attenuating
after 30 years, it stays strong (Rodríguez-Pose and von
Berlepsch 2018). Quigley (1998, 136) in a survey on
urban diversity and growth writes:

“nomatter how [empirical] results are described, it
remains clear that the increased size of cities and
their diversity are strongly associated with in-
creased output, productivity and growth. Large
cities foster specialization in production and sus-
tain a broader range of final products, increasing
returns of their firms and the well-being of their
residents.”

The interest in diversity is not a new phenomenon.
Researchers has for several decades explored the effects
of diversity, especially in urban regions. It has in
regional and urban economics been demonstrated that
there exists a fundamental relationship between market
size and diversity. For example, in spatial models,
building upon the general model of monopolistic
competition developed by Dixit and Stiglitz (1977)
drawing upon Chamberlain (1933), diversity in inputs
generates increasing returns at the aggregate level
(Fujita and Thisse 2002). Due to increasing returns of
diversity in intermediaries, firms located in a regionwith
a diverse set of input suppliers will have higher produc-
tivity than similar firms located in a region with a less
diverse supply of inputs.

1 These results have been questioned by some researchers pointing at
the difficulties in developing a workable definition of diversity as well
as measuring it (Rosenthal and Strange 2004). The smaller the area of
analysis, ceteris paribus, the greater the apparent levels of specializa-
tion, while the larger the area, the greater will be the apparent level of
diversity. This endogeneity of the area size is a variation on the
modifiable unit area problem (Openshaw and Taylor 1999), which
needs to be controlled for. Malizia and Feser (1999) make an important
remark in this respect: “Economic diversity is the presence of multiple
specializations. This definitional point deserves emphasis because the
diversity literature is confusing.”
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Jacobs (1969) developed the theory of external econ-
omies which discusses the role of diversity on regional
growth. Jacobs argues that cultural heterogeneity within
a labor force expands the collective variety of skills,
knowledge and ideas that are contained within it, be-
coming a vital and precious economic asset for a re-
gion’s economic development. Furthermore, diverse re-
gional populations provide a richer mix of skills, tastes,
and ideas, which span across a wider range of cultures
(Sobel et al. 2010) but also a richer mix of intra- and
interregional networks, i.e. a larger network capital
(Huggins and Thompson 2015). This facilitates interac-
tion and flows of ideas, information, and knowledge
within and across regions both vertically and horizon-
tally (Contractor and Lorange 2002). Jacobs’ under-
standing of the drivers of regional growth are in line
with the explanations offered by modern models of
endogenous economic growth, where the generation,
transfer, and use of knowledge within and across region-
al economies increasingly are seen as the main drivers of
regional economic growth (Antonelli et al. 2011).

One of Jacobs’ insights is that urban development and
growth stems in large part from the possibility that indi-
viduals can experiment with and combine different
sources of knowledge and interact with individuals with
different experiences and background. The differentiated
education, experiences, and cultural background of peo-
ple shape the idiosyncratic ways in which different peo-
ple interpret, understand, and evaluate the world around
them (Noteboom 2000). This implies that a higher diver-
sity may benefit regional economies by expanding the
regional knowledge base as well as increasing its absorp-
tive capacity (Cohen and Levinthal 1990), improving its
ability to identify, evaluate, assimilate, and exploit new
knowledge (Hong and Page 2001).

The more diverse a region’s population, the wider the
range of accessible knowledge stemming from people’s
varying backgrounds and the more possibilities to com-
bine existing knowledge (Qian 2013).2 Desrochers
(2001) suggests that a diversified city, where diversity
also includes cultural diversity (Nathan and Lee 2013),
is likely to increase the probability of combining
existing resources in different configurations by offering

a greater number and variety of problems to be solved,
as well as a much wider pool of expert knowledge and
other resources to develop new solutions. Furthermore,
communication between individuals that do not have a
common knowledge base is facilitated by geographical
proximity and its resulting increased face-to-face
communication.

The above discussion displays a positive relationship
between regional diversity and regional performance.
However, the discussion on whether it is localization
externalities or diversity externalities that brings most
economic growth is still topical.3 More recently, there is
also a growing literature arguing that too much diversity
or too much specialization, in terms of skills, industry
mix, etc. can aggravate regional growth. Frenken et al.
(2007) introduce the concepts of related and unrelated
variety and argue that geographical proximity is not
enough for knowledge to spill over across individuals
and firms, but some sort of cognitive proximity must
also be present. Frenken et al. (2007) defines related
variety as within-industry diversity and unrelated varie-
ty as between-industry diversity. Empirical studies con-
firm that related variety, associated with Jacobs-type
diversity externalities across related industries have sig-
nificant effects on regional development (Frenken et al.
2007; Boschma and Iammarino 2009; Neffke et al.
2011). Empirical results on unrelated variety are more
mixed.

There is also a growing literature on the effects of
various forms of diversity on firm performance. Lazear
(1999) developed a model concerning the role of work-
force diversity for firm-level outcomes. The model en-
visions a positive effect of educational/skill diversity on
firm performance as long as the information sets of the
employees are not overlapping but relevant to one an-
other. Educational diversity is here a proxy of skill
complementarity and thus a potential for intrafirm
knowledge spillovers, which is likely to have a positive
influence on a firm’s innovation output. In a similar
manner, Boschma et al. (2009) apply the concepts of
related and unrelated variety on a firm level. They argue
that related—but not unrelated—variety increases pro-
ductivity, as diversity within a firm increase knowledge,
but only if workers are cognitive close enough for

2 Several studies from both the USA and Europe provide empirical
evidence of a positive effect of migrant diversity on average labor
productivity (Sparber 2007; Huber et al. 2010). Südekum et al.
(2009) found positive wage and employment effects for the size and
mix of high-skilled migrants but not for lower-skilled migrant workers
in German regions.

3 The famous controversy, known as MARS versus Jacobs, i.e., the
role of localization externalities, based on agglomeration and special-
ization (Marshall-Arrow-Romer) versus the role of diversity external-
ities (Jacobs).
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learning to happen. Berliant and Fujita (2011) suggest a
model where the composition of a research labor force
in terms of knowledge heterogeneity positively affects
the generation of new knowledge as it accelerates the
generation of novel ideas through production comple-
mentarities at the individual level. One can also assume
that employees of different cultural backgrounds as well
as of different age may provide diverse perspectives,
valuable novel ideas, and new problem-solving abilities
and thus contribute to optimal creative solutions and
thereby stimulating innovation (Lazear 1998; Hong
and Page 2004).4 These dynamics appear particularly
important in knowledge-intensive work environments
such as science labs, high-tech and creative industries,
or business services (Fujita and Weber 2003).

The promotion of diversity is often seen as a possi-
bility to improve learning and knowledge management
capabilities, which would enhance firm productivity
(Parrotta et al. 2012). As an example, one can expect
diverse leadership teams to be better at generating new
ideas or solving problems, specifically in knowledge-
intensive environments (Page 2007).5

In addition to diversity in terms of nationality, cul-
ture, education, experience, age, industrial mix, and so
on, respectively, the entrepreneurial ecosystem ap-
proach considers the interdependence of these elements
and how they work together in a social and economic
environment in creating a rich entrepreneurial milieu.
Recently, the literature on entrepreneurial ecosystems
has grown large. This strand of literature uses a system
approach to understand and examine the role of the
regional context on entrepreneurship. An entrepreneur-
ial ecosystem consists of a diverse set of actors and
factors that enable or hinder entrepreneurial activities
within a, e.g., region, city, or country (Malecki 2018).6

This diverse set of components, external to the individ-
ual entrepreneur, is essential for the choice of a person to
become an entrepreneur and for the likelihood of an
entrepreneurial success (Nijkamp 2003; Van de Ven
1993). Examples of elements are culture, education
and universities, and institutions (Brown and Mason

2017; Pugh et al. 2019; Stam 2015; Stam and van de
Ven 2019). A system perspective is beneficial when
many elements are interrelated and operate simulta-
neously. One can connect the literature on regional
diversity and the literature on entrepreneurial ecosys-
tems and a combination of these alignments can poten-
tially help us to deeper understand the role of the re-
gional context on local entrepreneurship. While diversi-
ty in, for instance, culture, can boost entrepreneurship, it
is also likely that cultural diversity attracts a diverse set
of individuals (e.g., in terms of age, education, and
nationality), hence promoting more regional population
diversity, and vice versa. Ecosystem elements are inter-
dependent and so are the level of diversity within these
elements, why diversity in some elements can boost
diversity in others, all inducing local knowledge and
entrepreneurship.

3 Diversity and knowledge generation in urban
regions

Urban regions function as birth places for new knowl-
edge, new technologies, and innovations in the form of
new products and new production methods. This im-
plies that they contain, attract, and enable success for
economic agents with innovative skills and potential,
due to the specific economies of scale, which tend to
develop in such regions (Marshall 1920). There are two
major groups of external economies: pecuniary exter-
nalities and knowledge externalities (Krugman 1991;
Ellison and Glaeser 1997). Pecuniary externalities ema-
nate from natural regional advantages such as natural
and/or man-made resource endowments, advantageous
location, and/or comparatively low labor costs (Ellison
and Glaeser 1999). Knowledge externalities, on the
other hand, need not be related to natural regional ad-
vantages but to a regional economicmilieu that attracts a
diverse set of highly skilled people, whose varied
knowledge, experiences and competencies, and knowl-
edge exchange contribute to increase the regional
knowledge stock.

Private economic agents engage in the production of
potentially valuable new knowledge as a means to gen-
erate innovations based upon the assumption that the
newly generated knowledge is not a pure public good
but at least partially excludable by claiming intellectual
property rights to the new knowledge (Audretsch 2000).
Even if we assume that this knowledge is non-rival, that

4 Parrotta et al. (2014) found evidence for the hypotheses that ethnic
diversity of the workforce facilitates a firm’s patenting activity.
5 However, a high degree of heterogeneity among employees may also
induce misunderstandings, conflicts, and un-cooperative behaviors
within workplaces and thus hinder creativity and innovation (Bassett-
Jones 2005).
6 Empirical studies have affirmed the relationship between strong
entrepreneurial ecosystems and entrepreneurship (e.g., Fritsch 2013;
Stam and van de Ven 2019).
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does not imply that it is freely and immediately acces-
sible by everyone in the region. Specifically, new
knowledge is not only highly specialized but also
“sticky” (von Hippel 1994), i.e., highly contextual and
uncertain. This implies that the individuals who shall
evaluate it and possibly apply it must have the relevant
training and experience but also opportunities for fre-
quent face-to-face interaction to fully interpret and un-
derstand it, in what often is a time-consuming process.

Knowledge externalities, due to knowledge spill-
overs, make increasing returns to scale possible. How-
ever, the effects of accumulated knowledge are not
uniform across geographical space. “The new economic
geography” contends that new knowledge gets accumu-
lated in the locations where it has been produced and
explains the importance of spatial proximity for local
knowledge spillovers. These localized spillovers in-
crease R and D productivity among economic agents
performing R and D and increase general productivity of
economic agents whether they are investing in R and D
or not. Knowledge spillovers consists of (i) pure knowl-
edge spillovers that are uncharged, unintended, and not
mediated by any market mechanism; (ii) embodied
knowledge spillovers associated with the transaction of
a non-standardized product; and (iii) traded knowledge
spillovers involving at least a partial payment for the
knowledge (Andersson and Ejermo 2005). The mecha-
nisms behind knowledge spillovers have not been pen-
etrated in detail in the literature (Storper and Venables
2004) but include (i) formal and informal interaction
between economic agents with formal and informal
contracts, respectively, (ii) active knowledge search by
economic agents, and (iii) mobility of economic agents,
not least personnel (Karlsson and Gråsjö 2019). In this
connection, one can assume that more codified forms of
knowledge are less distance sensitive than more tacit
knowledge and thus that codified knowledge spills over
faster spatially than tacit knowledge (Bathelt et al.
2004), which implies that tacit knowledge tends to
determine the geography of innovation (Asheim and
Gertler 2005).

Obviously, urban regions and specifically large urban
regions have great advantages in terms of knowledge
evaluation and adoption since they offer a large and
diverse supply of highly skilled people and a well-
developed intraregional transport infrastructure together
with a large variety of different meeting places suitable
for both planned and unplanned face-to-face interaction.
Thus, urban regions offer comparative advantages in the

diffusion and generation of new knowledge (Henderson
2005) and the costs for innovation tend to be lower in
such regions (Feldman 1994), since knowledge has a
strong propensity over time to spill over (Arrow 1962)
from the knowledge-creating firm to other third-party
firms, which can access that knowledge at relatively low
cost (Acs et al. 2013). As a result, the formative, inno-
vative stages of product development are more likely to
be located in urban regions with diverse economies and
corresponding spillovers, both which are conducive to
the creation of new products (Duranton and Puga 2001).

Empirical evidence indicates that knowledge is
sticky and spillovers are dissipating with distance. Jaffe
et al. (1993), for example, find newly developed knowl-
edge, codified as patents, to be sticky, and to stimulate
the development of new knowledge within the same
region, specifically. This further implies that there is a
distance decay in the diffusion of knowledge, since
much critical knowledge tends to be tacit, i.e., embodied
in people and thus at least in the short-run stuck in the
region where it was developed (Audretsch and Feldman
1996; Kekezi and Klaesson 2019).

Similarly, Capone et al. (2019) examine the role of
knowledge networks on the inventive performance of
cities. They find that the structure of knowledge net-
works, based on interfirm co-patenting collaborations,
induce cities’ inventive capacity. The results also indi-
cate that a greater diversity/variety of a city’s industrial
structure boosts the inventive performance of a city.

The relationship between knowledge and economic
performance at the regional level is also influenced by
the mediating role of institutions, and regions with
strong informal institutions are generally more success-
ful (Kemeny 2012). Also, trade policies can affect
knowledge, and hence knowledge externalities.
Foreign multinational enterprises can generate local
knowledge externalities that can benefit local
entrepreneurs, but they can also harm local
entrepreneurs and hinder their new ventures to thrive.
Bhawe et al. (2019) show that two protectionist policies,
import tariffs and subsidies, affect the diversity of local
entrepreneurship differently depending on the city’s
ability to absorb new knowledge.

4 Diversity and innovation in urban regions

Innovations, which are yet unstandardized goods and
services, play a fundamental role for the renewal and
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growth of regional and national economies. Innovations
can be placed at a continuum ranging from incremental
innovations via major (or adaptive) innovations to rad-
ical innovations (Andersson and Karlsson 2006). In
particular, more radical innovations tend to a high extent
be brought into the market through the entry of new
firms (Aghion et al. 2009). This implies that the initiat-
ing factor behind innovation and thus entry often orig-
inates outside the set of incumbent firms but from firms
and/or basic research laboratories in technology-related
industries (Winter 1984). As the knowledge generated
in private as well as public, R and D laboratories is likely
to spill out, urban regions offer an atmosphere
consisting of a diversity of potential intellectual spill-
overs waiting to be identified, evaluated, and absorbed
by potential and active entrepreneurs. This is consistent
with the idea of inter-industry spillovers resulting from
the diversity in urban regions advanced by Jacobs
(1969). If innovation is understood as the combination
of previously unrelated knowledge bits (Schumpeter
1934), it seems obvious that diversified cities will be
more likely to generate innovations than specialized
ones.7,8

Since innovation is a complex process often requir-
ing knowledge and competence from other economic
agents, links to other economic agents is a critical aspect
of the innovation process (Bergenholtz and Waldstrøm
2011). These links, which facilitate the flow of ideas,
R&D, knowledge, technology, skills, expertise, and
competence, include both supplier-customer links and
links to economic agents such as competitors, consul-
tancy firms, R&D firms, and research universities
(Andersson and Karlsson 2007). Innovating economic
agents create innovation cooperation networks which
reduce information asymmetries between knowledge
suppliers and knowledge buyers (Malecki 2010). Even
if innovation cooperation networks tend to be localized,
they also need global knowledge links to avoid the risk
of becoming rigid and outdated (Ter Wal and Boschma
2011). Since regional, national, and international econ-
omies change over time in evolutionary processes new
sources of ideas, knowledge, technology, skills, and
competence emerge more or less continuously and in-
novative firms more or less constantly need to renew

their innovation cooperation networks to avoid lock-in
in obsolete knowledge and technologies (Labianca and
Brass 2006).

The introduction of new products can be expected to
be more frequent in large urban regions where it costs
less to develop innovation cooperation networks and
access to networks with the right knowledge and com-
petence profiles is greater (Grant and Baden-Fuller
2004). Firms located in large urban regions may often
be embedded in intra- and inter-regional knowledge
networks (Krätke 2010) with access to regional knowl-
edge sources through local knowledge links (Mueller
2006) as well as non-local knowledge “pipelines”
(Bathelt et al. 2004). Of course, innovative firms and
in particular those that belong to a multinational firm
will also often source knowledge from other regions
(Davenport 2005). In particular, for firms in smaller
regions inter-regional sourcing functions as a substitute
when local knowledge is not available (Drejer and
Vinding 2007).

Despite the options to source knowledge inter-region-
ally, firms embedded in regional knowledge networks
have a competitive advantage9 due to larger likelihood
of finding (i) a diverse set of knowledge producing
organizations, (ii) a large and diverse supply of highly
skilled people,10 (iii) a diverse set of qualified coopera-
tion partners, and (iv) a diverse set of appropriate input
suppliers. A diverse set of knowledge-producing organi-
zations in a region implies access to a varied output of
new knowledge, which can be used as an input in inno-
vation processes. A diverse supply of highly skilled
people and a diverse set of qualified regional innovation
cooperation partners can be expected to have a positive
impact on firm innovation performance because a richer
supply of complementary knowledge and localized col-
laborative knowledge development may generate syner-
getic effects (Lavie 2009),11 which is an example of a
localized knowledge externality. The co-location of en-
trepreneurs and innovating firms and their input suppliers

7 A number of empirical studies from both the US and Europe provide
evidence for a link between urban diversity and innovative activity
(Peri 2007; Ozgen et al. 2012).
8 This implies that diversity policies and practices might have in-
creased creativity and innovation as a key benefit (EC 2005).

9 It might be the case that this competitive advantage due to spatial
proximity to local knowledge sources is reduced over time (Fitjar and
Rodríguez-Pose 2011). However, the advantages of spatial proximity
to a skilled labor force, qualified suppliers, and demanding customers
with a willingness to pay for new innovative products remain.
10 Several studies provide evidence of a positive relationship between
the presence of a diverse set of high-skilled workers and regional
innovation (Hunt and Gauthier-Loiselle 2010; Kerr and Lincoln 2010).
11 van Beers and Zand (2014) show that functional and geographic
diversity of R&D partners affects radical and incremental innovation
performance of product innovating firms.
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can be described as a localized input-demand externality
(cf. Marshall 1920). Normally, larger urban regions offer
stronger input-demand externalities, which explain why
the probability that industries supplying novel products
will locate in such regions is high (Johansson and
Andersson 1998). In those cases, where firms that supply
distance-sensitive products benefit from a location where
there are sufficient customers with a preference for new
innovative products and a high enoughwillingness to pay
for these products, there exists a localized output-demand
externality (cf. Krugman 1990).

Product cycle models assume that output-demand
externalities affect where the supply of novel products
is successfully located (Hirsch 1967). During the prod-
uct innovation phase of the product cycle, each supplier
is assumed to communicate intensively through links
with its customers and this is a distance-sensitive activ-
ity, since this communication to a high extent needs to
be face-to-face. In addition, it is assumed that for a novel
product only a small fraction of all potential customers
is willing to test and experiment with the new product
(Vernon 1966). As a consequence, this small fraction
will represent a sufficiently large demand only in large
urban regions. Urban regions and specifically large ur-
ban regions offer a diverse supply of knowledge and a
large enough and diverse internal market potential with
advanced customers demanding new advanced solu-
tions, to make the launch of innovations profitable.
Urban regions further benefit from low internal geo-
graphical transaction costs, which are critical for reduc-
ing the interaction costs for the entrepreneurs. Thus,
innovative activities show a strong tendency to cluster
particularly in large urban regions (Karlsson 2016) and
knowledge-intensive and high-tech industries tend to
locate in spatial patterns with a preference for larger
urban regions with a rich and diverse set of higher
education, research, and cultural and other amenities.

5 Diversity and entrepreneurship in urban regions

Entrepreneurs in urban regions are likely to have lived in
the region all their life or at least to have lived and
worked there for many years (Greene et al. 2008). This
implies that these entrepreneurs have had time to create
dense business, professional and social networks based
upon past experience and frequent interactions with
other people in the region that provide access to a
diverse set of information and knowledge. These

networks facilitate the start-up process including re-
source acquisition (Stuart and Sorensen 2005). Hence,
entrepreneurship should be looked upon as a regional
phenomenon (Stam 2007) stimulated by the entrepre-
neurial opportunities, which emerge from diversified
regional economic milieus offering a variety of knowl-
edge externalities which stimulate various kinds of
innovation-driven entrepreneurship. According to this
perspective, entrepreneurship is viewed as an endoge-
nous response to the local knowledge environment,
placing the characteristics of the region in focus
(Audretsch and Keilbach 2007).

New knowledge developed by other economic
agents is identified as a critical source of new entrepre-
neurial opportunities, since most entrepreneurs have not
developed any new knowledge themselves (Doran et al.
2012). Actually, it is assumed that entrepreneurs play an
important role in commercializing new knowledge de-
veloped in large incumbent firms and research institutes
(Qian and Acs 2013). Because of partial excludability,
new knowledge cannot be monopolized by those eco-
nomic agents who generated it and may thus “spillover”
to other economic agents. However, accessing knowl-
edge developed by other economic agents requires spa-
tial proximity, which implies that entrepreneurship tend
to cluster within close proximity to the knowledge-
producing economic agents (Acs et al. 2013). However,
it is not clear what the links between the knowledge-
producing economic agents and the entrepreneurs look
like (Hayter 2013).

Entrepreneurs are those economic agents that trans-
late accessible knowledge in the region into economi-
cally useful knowledge or that penetrate the “knowledge
filter” (Acs and Plummer 2005) but their ability to do so
is dependent upon their existing network as well as their
ability to create new links to other economic agents with
critical knowledge and skills (Anderson et al. 2010).
The translation approach suggests that entrepreneurship
is the conduit for R&D results to find their ways into
profitable economic applications. Without entrepre-
neurs, the regional knowledge stock would not influ-
ence regional economic performance (Audretsch and
Keilbach 2008). The penetration approach, known as
“the knowledge spillover theory of entrepreneurship,”
postulates that the greater the accumulated regional
knowledge stock, the greater the volume of new knowl-
edge generated, and the more knowledge generated the
greater the volume of new knowledge that remains
unused among the economic agents generating the
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new knowledge and the greater the regional supply of
entrepreneurial opportunities (Acs et al. 2009).12 Due to
the intrinsic uncertainties associated with new knowl-
edge (Arrow 1962) leading to asymmetric evaluation of
their market potential only a portion of the opportunities
generated by the new knowledge will be pursued by the
organization investing in R&D, which creates a stock of
unrealized opportunities that can be identified, evaluat-
ed, and possibly commercialized by entrepreneurs.

The more diverse the new knowledge generated in a
region, the higher the probability for a high volume of
entrepreneurship. At the same time, we have that diverse
creative economic agents perceive and value potential
market opportunities differently, which makes the dis-
covery and exploitation of potential market opportuni-
ties more likely to occur in more diverse regions (Qian
et al. 2012).13 Generally, one could assume that diverse
populations and work forces not only create a potential
for knowledge spillovers but also a larger potential to
exploit the larger pool of talents, perspectives, and social
connections, which make the people in them more re-
sponsive to the recognition and exploitation of gaps and
opportunities in the regional economy with a larger
volume of entrepreneurship as a possible result
(Eraydin et al. 2010). This increases the diversity in
the regional supply of goods and services as well as
drives a selection process, where some obsolete goods
and services and firms are forced out of the market
(Sautet and Kirzner 2006). We could here talk about
direct and indirect supply side effects, which collective-
ly and interactively influence a region’s accessible
knowledge stock, the knowledge spillovers which will
take place, and the idiosyncratic ways in which knowl-
edge with commercial value is identified, evaluated, and
exploited through entrepreneurship. Diversity has also
been found to strengthen regional resilience to economic
shocks. The larger the size and the diversity of the local
knowledge stock the better the ability of entrepreneurs
to facilitate regional adaption to economic crises
(Bishop 2019).

Diversity also has important demand-side impacts on
entrepreneurship. A diverse population will generate a
demand for diverse goods and services from different
population groups and thus generate diversified market

opportunities for potential entrepreneurs to exploit
(Porter 1995).

6 Conclusions

The discussion above clearly illustrates that to more
fully understand the intricate dynamic relationships be-
tween diversity, innovation, entrepreneurship, and re-
gional development there is a strong need to further
develop “the economics of spatial diversity” based upon
sound economicmicro-foundations, the identification of
a number of clear mechanisms amendable to rigorous
empirical testing, including the identification of causal
effects. This is necessary both from a scientific point and
from the need to provide policymakers with a richer and
more powerful set of analytical tools, since “the eco-
nomics of spatial diversity” is still a work in progress in
need of both more analytical work and more high-
quality empirical studies. It is our hope that this special
issue implies a small contribution to “the economics of
spatial diversity.”

7 The contributions in this special issue

All papers in this special issue are a selection of those
presented at the 21st Uddevalla Symposium that was
held in Luleå, Sweden, June 14–16, 2018, hosted by
Luleå University of technology. The theme of the sym-
posium was “Diversity, Innovation, Entrepreneurship–
Regional, Urban, National and International Perspec-
tives.” The research questions highlighted in this special
issue are of high policy relevance and relate to many
current and pertinent regional, national, and internation-
al policy issues. Among the contributions is the exam-
ination of knowledge spillovers, and its induction on
entrepreneurship and innovation, and how knowledge
can be obtained through social networks and obstructed
by protectionist policies. Moreover, while human capital
spillovers can induce the emergence of innovative start-
ups, they are distance sensitive and the effect attenuates
hastily with geographical distance. The diffusion of
knowledge also depends on the regional and/or national
entrepreneurial ecosystem, consisting of all factors and
actors that interdependently enable and hinder entrepre-
neurship. Institutions and policies play an important role
in these ecosystems. The papers in this special issue
show the importance of institutions and policies on,

12 Tsvetkova (2015) found empirical support for “the translation hy-
pothesis” but not for “the penetration hypothesis.”
13 The number of studies that examine the value of cultural diversity
for entrepreneurship seems to be rather limited (Audretsch et al. 2010;
Cheng and Li 2012; Rodriguez-Pose and Hardy 2015).
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among other things, knowledge spillovers and innova-
tion, female entrepreneurship, the well-being of entre-
preneurs, and the decision-making process of govern-
mental venture capitalists. Trade policies, for example,
are found to affect knowledge externalities and regional
entrepreneurship; family policies are found to affect the
level of female entrepreneurship; and innovation/
business support programs are found to affect regional
learning and entrepreneurship. Below is a more com-
prehensive summary of the papers and their
contributions.

Based on theories on social networks and knowledge
spillovers, Capone et al. (2019) explore the role of
knowledge networks and their structure on the inventive
capacity of cities. While the literature on knowledge
networks and inventive performance is increasing, few
studies have analyzed the relationship between the struc-
ture of local knowledge networks, diversity, and cities’
inventive capacity. By using data from the REGPAT
database on all patents issued in Italy between 2004 and
2016, the authors develop knowledge networks for 103
Italian provinces. In total, 68,000 patents and 17,000
firms are included in the networks which are based on
interfirm co-patenting collaborations. The structure of
these knowledge networks is then analyzed. Capone
et al.’s (2019) contributions to the literature are twofold.
First, they find that the structure of knowledge networks
induces cities’ inventive capacity. If actors are more
connected in sub-graphs and if knowledge flows in
higher hierarchical networks, then cities’ innovative per-
formance increases. Secondly, they find that greater di-
versity of a city’s industrial structure boosts the inventive
performance of a city. The study highlights the impor-
tance of the characteristics of cities’ knowledge networks
and the dynamics of how knowledge spreads locally.

Bhawe et al. (2019) examine the effect of protection-
ist policies, aimed at restricting foreign multinational
enterprises (MNEs), on local entrepreneurship and
diversity among new firms. While previous research
suggests that these knowledge spillovers can benefit
local entrepreneurship, the success of many MNEs in
capturing significant portions of local markets have led
to debates on whether restricting MNEs will protect
local entrepreneurs and allow them to thrive. Bhawe
et al. (2019) hypothesize that the impact foreign multi-
national enterprises have on local entrepreneurship,
through knowledge spillovers, depends on an
economy’s ability to absorb these knowledge externali-
ties. The authors model the dynamic interplay between

MNEs and diversity of local entrepreneurs, using an
agent-based simulation. They examine how two protec-
tionist policies, tariffs on imports and subsidies for local
businesses, influence this dynamic. As hypothesized,
the results differ depending on the economy’s absorptive
capacity. Local economies with low absorptive capacity
would gain more from using protectionist policies in
order to promote local entrepreneurship. Economies
with a higher absorptive capacity, however, risk to be
locked into replicative entrepreneurship with the impo-
sition of tariffs. In these regions, tariffs can reduce the
incentives to innovate and decrease diversity. Subsidies,
on the other hand, when given to local entrepreneurs in
high absorptive economies, can generate greater diver-
sity in newly created firms. In order to prevent introduc-
ing harmful policies, the authors stress the importance of
taking into account the economy’s absorptive capacity
when deciding what policy to implement.

Stam and van de Ven (2019) seek to critically review
the literature on entrepreneurial ecosystems as well as
introducing a conceptual framework for measuring such
ecosystems. An entrepreneurial ecosystem consists of
various actors and factors that enable or hinder
entrepreneurial activities within a, e.g., region, city, or
country. The growing literature on entrepreneurial
ecosystems uses a system approach to understand and
examine the role of the regional context on
entrepreneurship. The entrepreneurial ecosystem
concept, however, is still loosely defined. Stam and van
de Ven (2019) propose an integrated model that connects
the components of entrepreneurial ecosystems with entre-
preneurial output and welfare outcomes. The authors in-
troduce a methodology for measuring the quality of en-
trepreneurial ecosystems, by creating an index out of 10
ecosystem elements, and use it to examine the entrepre-
neurial ecosystem in 12 regions of the Netherlands. The
results suggest that the quality of entrepreneurial ecosys-
tems is strongly related to the entrepreneurial output.
Strong ties between the ecosystem components also show
their mutual dependence and the subsequent need for a
systems perspective.

Also, the study by Pugh et al. (2019) deals with the
concept of entrepreneurial ecosystems. They believe the
concept suffers from not adequately considering how
learning occurs within regional ecosystems. In order to
fill this gap and extend the literature, Pugh et al. (2019)
conduct a case study on the North West of England and
analyze research conducted in this area during a time
span of over 20 years. In particular, the paper looks at
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three innovation/business support programs implement-
ed in this area, run partly by the Lancaster University
and with the goal to increase learning, by analyzing their
design, their aim, who they involved, and their out-
comes. Based on the accumulated research, the authors
argue that learning is a crucial element and should be
more holistically incorporated in the concept of entre-
preneurial ecosystem. They promote the role of univer-
sities as catalysts for creating and sustaining high-
growth entrepreneurial activities, both at the individual
entrepreneurial level and the wider regional level. Uni-
versities do not only provide high-skilled labor but also
can increase learning by engaging with local businesses
and by using their pedagogical skills. Hence, universi-
ties promote learning and reflection and build up busi-
ness networks and should be considered both within the
theoretical frameworks and in policy concerning sup-
port and encouragement of entrepreneurship within
regions.

Audretsch (2019) reflects upon the Silicon Valley
Model of Entrepreneurship, how and why it emerged,
and how it helped ignite the entrepreneurial driven
economies of the world. While the Silicon Valley
Model of Entrepreneurship is compelling, this paper
aims to illustrate the limitations of the model.
Audretsch (2019) does not suggest that the Silicon Val-
ley Model is ineffective, rather he emphasizes the pro-
found importance of context. Audretsch concludes that
the model seems to have been proficient in providing a
way to penetrate the knowledge filter which inhibits
investments in ideas and their transformation to innova-
tive activity and subsequently to economic growth.
Many regions, however, are not characterized by an
inability to take advantage of investments in ideas and
knowledge, rather they suffer from a shortage of such
investments as well as a lack of human capital in the first
place. Hence, the type of entrepreneurship that works in
the context of Silicon Valley may work in other
regions—but certainly not in all.

Johansson et al. (2019) give us a “behind-the-scenes”
assessment of government venture capitalists’ behavior
and on how institutional logics work at the micro-level.
The authors use longitudinal observation of closed-door
meetings, interviews, documentation, and secondary
data to examine how governmental venture capitalists
take financing decisions. In an effort to understand the
decision-making process of governmental venture cap-
italists, they examine how the decisions are influenced
by cognitive, regulative, and normative spheres and

show how these often pull in opposing directions, mak-
ing it difficult to arrive at objective decisions. The
authors find that the financiers often cite regulations to
claim validity for their decisions, wanting to convey
their decisions being based on rational decision criteria.
Yet, this study reveals that the cognitive logic dominated
the decision-making process, and this was the case
whether normative and regulative logics were present
or not. Thereby, this study emphasizes the need for
strong institutionalized assessment routines to reduce
uncertainty and increase the quality of the decision-
making process.

Fritsch et al. (2019) study the relationship between
individual well-being (in terms of job and life satisfac-
tion) and formal institutions, such as entrepreneurship-
facilitating entry conditions and labor market regula-
tions. The paper examines this relationship for the year
2013 using survey data on individuals in 32 countries,
and by including the Doing of Business index provided
by the World Bank. The authors distinguish between
self-employed and paid employed individuals in order
to identify whether the relationship between well-being
and the country’s institutional framework varies be-
tween these two groups. They find that the well-being
of both self-employed and paid employees is positively
related to the Doing of Business index. By including an
interaction effect, self-employed × Doing of Business
index, however, they conclude that the relationship is
stronger for self-employed individuals.

Naldi et al. (2019) examine which factors are key
drivers of entrepreneurship among mothers of young
children. They use Swedish microdata on all businesses
started by mothers in Sweden between the years 2000
and 2014. The study confirms that unemployment and
foreign background, which perhaps imply lacking lan-
guage skills and social networks, are important drivers
of entrepreneurship among women. However, and con-
trary to the mainstream view, the study finds that entre-
preneurship among women in Sweden is highly related
to the amount of paternity leave taken by the partners.
This finding suggests that formal institutions, such as
family policies encouraging more equally divided pa-
rental leave among parents, may alter informal institu-
tions, like gendered expectations of roles and responsi-
bilities, inspiring the fathers to take out more paternity
leave and assume the role of the main child care provid-
er and the mothers to make other career choices.

In her paper “Working for an entrepreneur: Heaven
or Hell?” Nyström (2019) provides a literature review
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and insights about the employees working for entrepre-
neurs. More specifically, the author covers three per-
spectives; who are the individuals who work at entre-
preneurial ventures, what are the working conditions for
individuals working for entrepreneurs, and how do their
career paths look after working for entrepreneurs? The
reviewed research shows that new firms tend to hire
workers who hold weaker positions at the labor market,
which suggests that the decision to work for an entre-
preneur can be driven by necessity, the lack of other
options. The paper also identifies several areas that need
further research. It is, for instance, shown that em-
ployees at new firms are more likely to, later on, become
entrepreneurs themselves. It is, however, uncertain
whether their experience from working for an entrepre-
neur affects their future performance as entrepreneurs.

Each paper in this special issue serves to shed light on
the success of entrepreneurial ventures by investigating
the importance of location, networking, knowledge
spillovers, and institutions, among other things. The
special issue does not give a comprehensive view of
the entire field but rather points to certain areas of
importance such as the importance of context, knowl-
edge externalities, institutions and entrepreneurial eco-
systems for inventive performance. Each paper included
also seeks to further develop the body of knowledge by
suggesting further areas of research.
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