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 “Ecosystem Arabia is a must read for understanding what actually goes into the making of a robust startup and tech ecosystem. It provides a real-life snapshot into such an evolution in the Arab world. It offers valuable insights from leading global experts on this critical and timely universal topic, as well as a blueprint for how nations can more effectively foster innovation and prosperity.”

 —KLAUS SCHWAB, Founder and Executive Chairman of the World Economic Forum and Author of The Fourth Industrial Revolution

 “Ecosystem Arabia does a remarkable job of enforcing my findings in Startup Communities and providing a well-rounded case study of the Middle East and North Africa region or “MENA.” It’s an invaluable resource to ecosystem participants anywhere.”

 —BRAD FELD, Co-Founder of Techstars and Foundry Group, and Author of Startup Communities: Building an Entrepreneurial Ecosystem in Your City

 “In an increasingly competitive and globalized world, governments need every tool they can get to revitalize their economies and catch up or stay ahead of the curve. Ecosystem Arabia is such a tool.”

 —VERA SONGWE, Executive Secretary, United Nations Economic Commission on Africa

 “Hegazi's book is a must read if you are a global investor or want to understand the future flow of capital in and out of the Middle East. It's the next best thing to visiting these countries yourself.”

 —KEVIN O’LEARY, Chairman of O'Shares Investments and television star on Shark Tank 

 “Ecosystem Arabia provides a practical blueprint to ecosystem development.”

 —TIM DRAPER, Founder of Draper Associates, DFJ, and Draper University and Author of The Startup Hero: A Guide and Textbook for Entrepreneurs and Aspiring Entrepreneurs

 “Amir Hegazi has collected the most brilliant thinking on building entrepreneurial ecosystems in one place. This book not only describes the exciting movement happening in the Arab world, but it provides great ideas for people building ecosystems everywhere.”

 —VICTOR HWANG, Vice President of Entrepreneurship at the Kauffman Foundation and Co-Author of The Rainforest: The Secret to Building the Next Silicon Valley

 “Entrepreneurship and disruptive innovation are the new drivers of economies in the 21st century. In Ecosystem Arabia, Amir Hegazi captures the essence of what makes a sustainable ecosystem tick. It’s a must read for anyone interested in learning what goes into making an environment that is highly conducive to entrepreneurship and innovation.”

 —ADRIAN GARCIA-ARANYOS, President of Endeavor

 “Following early adaptor Dubai, nations throughout the Arab world like Saudi Arabia and Egypt are in a race to the top. Ecosystem Arabia offers useful insights for both those leading the charge in these countries and outside observers curious to see whether entrepreneurship can live up to its promise of promoting economic opportunity and stability in emerging economies.”

 —JONATHAN ORTMANS, President of Global Entrepreneurship Network

 “Finally, a book that lays out a nuanced and comprehensive view of the Middle East from a business environment perspective. Ecosystem Arabia goes well beyond common preconceived notions and stereotypes to talk about the amazing entrepreneurial energy that is forming in this region.”

 —SETH LEVINE, Co-Founder and Partner at Foundry Group, Founder of Pledge 1%, Trustee of Macalester College

 “To foster innovation, you need to harness creative minds, creative energies, and creative environments. Surely, it is easier said than done. Amir Hegazi and the countless remarkable individuals featured in his seminal work, Ecosystem Arabia, help provide clues and answers on how to do just that.”

 —DAVID SHELTERS, Author of Building Startup Ecosystems: Introducing The Vibrancy Rating

 “Amir Hegazi has put together an impressive collection of widely diverse views on what entrepreneurship ecosystems are and how we can use the ecosystem metaphor to foster growth entrepreneurship. The ideas in Ecosystem Arabia are relevant not just for the Arab world, but for all regions around the world whose leaders want to enrich the soil of the entrepreneurship ecosystem, sow the seeds of growth, and then harvest the benefits.”

 —DANIEL ISENBERG, Professor of Entrepreneurship Practice at Babson College Executive Education and Author of Worthless, Impossible, and Stupid: How Contrarian Entrepreneurs Create and Capture Extraordinary Value

 “One of the biggest stories in the Middle East—which the media almost never covers—is the world-class tech startups coming into their own and becoming globally competitive. Ecosystem Arabia provides a clear and informative guide to understanding the ins and outs of the astounding tech landscape in this region, and inspiring stories of the leaders who are making it so.”

 —CHRISTOPHER SCHROEDER, Venture Investor and Author of the bestseller Startup Rising: The Entrepreneurial Revolution Remaking the Middle East

 “If you’re a policy-maker or ecosystem player in MENA or globally focused on developing your local tech community, Ecosystem Arabia is the ultimate resource.”

 —ANDREW BERKOWITZ, Founder and CEO of Global Startup Media

 “Ecosystem Arabia provides very useful insights as well as serving as a practical guide for anyone serious about playing a more meaningful role nurturing Middle East’s startup community.”

 —BADR JAFAR, CEO of Crescent Enterprises and President of Crescent Petroleum

 “Building a vibrant tech entrepreneurial ecosystem sits at the heart of our region’s discussions on economic development and future prosperity. Ecosystem Arabia provides a comprehensive look at the current startup and tech scene in the Middle East, sharing insights on some of the unique opportunities that the market has to offer and the challenges that entrepreneurs have navigated. If you're a MENA ecosystem participant—entrepreneur, investor, mentor, or policy-maker based in the region or internationally—this book is for you.”

 —MUDASSIR SHEIKHA, Co-Founder and CEO of Careem

 “Ecosystem Arabia provides a clear, insightful, and comprehensive guide to understanding the real scoop of the startup and tech landscape in the MENA region.”

 —SAMIH TOUKAN, Chairman of Jabbar Internet Group and Co-Founder of Souq.com and Maktoob Group

 “The Arab world is experiencing a startup and tech transformation. Ecosystem Arabia gathers a wonderful collection of insights from the people in the trenches doing it.”

 —AHMED EL ALFI, Chairman of Sawari Ventures, Founder and Chairman of the GrEEK Campus, and Co-Founder of Flat6Labs

 “Ecosystem Arabia provides an overwhelmingly accurate and deep understanding of the industry that is propelling much of the growth and hope for the future in our region. Amir Hegazi has drawn from his local expertise and network to deliver an insightful perspective on launching and scaling a technology-enabled business in MENA. Through Amir's conversations with leading actors in the startup ecosystem, this book provides invaluable advice for those connected to the industry in any way. I highly recommend it.”

 —FARAZ KHALID, CEO of Noon.com

 “Ecosystem Arabia provides both a theoretical framework and practical guide for anyone serious about playing a more meaningful and participatory role in building their own local startup community.”

 —AMR AWADALLAH, Vice President of Developer Relations at Google Cloud and former Co-Founder and Global CTO of Cloudera

 “Ecosystem Arabia is full of vital scripture for anyone whose helping build an innovation economy in the MENA region and beyond.”

 —ANDREW ROMANS, CEO and General Partner at 7BC Venture Capital, General Partner at Rubicon Venture Capital, and Author of Masters of Corporate Venture Capital

 “Policy-makers anywhere looking to catalyze ecosystems can benefit from Amir Hegazi’s concrete experience and guidance contained in this book.”

 —DANNY WARSHAY, Executive Director of the Nelson Center for Entrepreneurship, Brown University

 “MENA is not a mysterious black box. It’s a defined geography with familiar common grounds with developed markets, and unique aspects that can be understood. Ecosystem Arabia offers a leap forward to normalizing the way we look at this region.”

 —TODD RUPPERT, Founder and CEO of Ruppert International, former CEO of T. Rowe Price Global, Venture Partner at Greenspring Assiciates, and Board Member at INSEAD Business School

 “Since we started mapping and ranking ecosystems, it was clear that the Arab world has vast innovation potential. We now witness more Arab countries and cities entering the rankings, and Ecosystem Arabia is an important resource for understanding the story behind this momentum.”

 —ELI DAVID, Co-Founder and CEO of StartupBlink

 “In a time of massive global disruption, this incredible book is literally a playbook for the future of innovation.”

 —NICHOLAS J. WEBB, Author of The Innovation Mandate
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 FOREWORD

 By Brad Feld

 In 2012, I wrote Startup Communities: Building an Entrepreneurial Ecosystem in Your City based on my deep personal exposure to and experience with the Colorado startup and tech scene being one of the most vibrant and fastest-growing ecosystems in America. The goal of the book was to identify and break down the building blocks of a vibrant startup community, while highlighting the relationships and interplay of its various parts and providing a practical playbook that can be used by ecosystem builders anywhere.

 While I remained hopeful that some of the principles, I discussed in Startup Communities, would resonate with its readers around the globe, little did I know the full extent of how far these ideas would spread. Wherever I went, I seemed to run into like-minded folks who shared some of my findings or practiced them day to day. The same sentiment was commonly passed on to me by members of Techstars, a global accelerator I co-founded in Colorado in 2006, which has grown to support and fund well over 2,000 companies from all over the world.

 I have since come to appreciate the similarities between vibrant ecosystems—wherever they are—and it never fails to amaze me how much they actually share in common in terms of basic fundamentals. I learned that while there are universal first principles—founded in the required conditions for commercial creativity and collaborative effort—there is no one-size-fits-all formula. That is to say that, although certain immutable principles apply everywhere, the local context cannot be overlooked, as each ecosystem has unique characteristics. So, while the DNA or components needed to create robust ecosystems are ultimately the same regardless of specific location or environment, how much of and when each ingredient is needed differ substantially from one place to another.

 This book, Ecosystem Arabia, does a remarkable job of enforcing my findings and providing a well-rounded case study in general of the Middle East and North Africa region or “MENA.” As such, it’s an invaluable resource to ecosystem participants anywhere. As a reader, not only do you get a driver’s seat view into this exciting real-life “under the radar” ecosystem in the Arab world, you get exposed to deep insights and cautionary warnings from a diverse group of local players as well as global subject-matter experts on the topic of ecosystem development.

 More broadly, Amir Hegazi recognizes the central importance of ecosystem development to the overall economic health of nations, both in MENA and globally. He crystalizes the key issues involved, leading the way in anticipating the most relevant questions: What are the building blocks of a thriving ecosystem? How can we create regulations that drive, not stifle, entrepreneurial activity and innovation? What policies and programs are needed to further promote regional and international collaboration and essentially “lift the ceiling” for any local startup striving to scale? How can we facilitate conditions that optimize capital flow as well as attract foreign talent and investment? What is the impact of culture on ecosystem development and how do we foster one that is conducive to innovation and entrepreneurial growth?

 These are only a few of the questions Amir attempts to shed light on. Additionally, he touches on the key practical aspect of ecosystem development, including the role various participants in a given ecosystem play and how they can maximize their contribution to the overall environment. Meanwhile, he uses the MENA region as a real-life case study for ecosystem development and startup community-building.

 In short, Ecosystem Arabia provides a unique, multi-lens approach to the topic as seen from very diverse perspectives and views from the greatest thinkers and players in the field, both in MENA and globally. It offers invaluable global and regional lessons on ecosystem development for any community, city, country, or region anywhere, creating both a theoretical framework and a practical guide for anyone serious about building their own local startup community.

 I’m delighted to see that many of the principles and the spirit of Startup Communities are being carried out across the globe in as geographically remote area from the United States as the Arab world. It’s my belief that developing a thriving entrepreneurial ecosystem should be at the center of any debate around economic development and nation revitalization. As such, I’m more optimistic than ever that we are developing much greater awareness and understanding of the best practices and tools available today to create fertile grounds for infinitely great things to come.

 —BRAD FELD, Co-Founder of Techstars and Foundry Group, and Author of Startup Communities: Building an Entrepreneurial Ecosystem in Your City

  


 INTRODUCTION

 “A rising tide lifts all boats.”

 —JOHN F. KENNEDY (who frequently used this phrase to underscore that an improved economic environment benefits all participants)

 The future of the world depends to a large extent on technology and technological advancements. The promise of up-and-coming innovative technologies that can help solve our most critical problems and significantly enhance our lives cannot be overstated. Some of those groundbreaking innovations are being created as we speak, while others have yet to be conceived. Whether it’s artificial intelligence (AI), machine learning (ML), FinTech, autonomous vehicles, 3D printing, genome sequencing, or a host of other digitalization-related disruptions happening across practically every industry, these cutting-edge breakthroughs are bound to unlock massive potential and generate unprecedented benefits to mankind.

 Those long-awaited innovations, from both established companies and startups, are expected to come to fruition at a much faster rate than ever before. Moreover, they’re expected to come from all kinds of places around the world, even from unlikely ones.

 The extent to which these organizations are successful in giving life to those creations largely depends on the environment they operate in, or what is commonly referred to as their “ecosystem.” The business and the economic concept of an ecosystem—originally borrowed from ecology and biology, referring to “Something (such as a network of businesses) considered to resemble an ecological ecosystem, especially because of its complex interdependent parts,” according to Merriam-Webster’s Collegiate Dictionary—was first introduced in the early 1990s in James F. Moore’s book, The Death of Competition: Leadership and Strategy in the Age of Business Ecosystems, in which he defined an ecosystem as:

 An economic community supported by a foundation of interacting organizations and individuals—the organisms of the business world. The economic community produces goods and services of value to customers, who are themselves members of the ecosystem. The member organisms also include suppliers, lead producers, competitors, and other stakeholders. Over time, they co-evolve their capabilities and roles, and tend to align themselves with the directions set by one or more central companies. Those companies holding leadership roles may change over time, but the function of ecosystem leader is valued by the community because it enables members to move toward shared visions to align their investments, and to find mutually supportive roles.

 Since then, the term has been widely adopted in the startup and tech community and frequently used by the various participants in those environments—entrepreneurs, investors, incubators, accelerators, educators, policy-makers, and others—who are collectively referred to as “ecosystem builders.” It has also been used interchangeably with various loosely related terms, such as “startup communities,” “tech hubs,” “innovation centers,” and others, whether they’re actually associated with a defined location or area such as what is referred to as a “cluster,” or a more spread out geographic location, like a city, country, sub-region, or region.

 That said, it’s important to denote the specific differences between an ecosystem and just any business environment. Not every business environment is an ecosystem, no matter how developed it is. An ecosystem is a unique kind of environment that is conducive to the creation and growth of highly scalable and sustainable companies. It contains all, or at least the majority, of the supportive elements required: namely, a defined location, human talent, financial capital, support services, favorable regulations, etc., all dedicated toward a single purpose only—to support highly scalable and sustainable entrepreneurial activities and drive innovation and growth, and consequently maximize job creation, economic development, and quality of life.

 An ecosystem also benefits from a certain critical mass of those elements and from a “network effect,” whereby an increased number of participants—whether they are individuals or organizations—adds substantial value to the environment and increases the likelihood of it flourishing. As a result, this creates a dynamic where the whole is much greater than the sum of its parts. Ultimately, such a phenomenon bestows tremendous benefits on local economies and societies.

 Why I wrote this book

 In the summer of 2018, I published Startup Arabia: Stories and Advice from Top Tech Entrepreneurs in the Arab World, the first book to cover first-hand accounts from top tech entrepreneurs in the Middle East and North Africa region or “MENA.” This was my humble attempt to educate and inspire the next generation of MENA entrepreneurs or, as I like to say, “try to be useful in the community.”

 Startup Arabia was largely inspired by Souq.com’s exit to Amazon a year earlier (Souq.com is a place I am intimately connected with, having helped launch and manage its third-party marketplace platform). Soon after the release of Startup Arabia, Careem, a leading MENA ride-hailing provider, was acquired by Uber. This landmark transaction provided further evidence and further reinforced the belief that local tech startups in the Arab world can, in fact, scale and become world-class players. These two remarkable milestones combined with e-payment network Fawry’s recent IPO (initial public offering) in Egypt, countless new, exciting local startups coming onto the scene, and many promising government reforms and startup community-building initiatives usher in an environment that is ripe for innovation, growth, and transformation in this region.

 Since Startup Arabia’s release, I have had the opportunity to interact with hundreds of the most impactful individuals in the MENA tech and startup ecosystem. I also have had the honor to advise entrepreneurs, investors, educators, policy-makers, ministers, and a host of other key regional ecosystem players on the space. Moreover, I got a chance to work closely with dozens of CEOs and executive teams of some of the world’s top tech startups, assessing and helping navigate MENA opportunities in terms of both creating and executing their go-to-market strategies for the region.

 Through these invaluable experiences, I got the rare chance to gain a 360-degree view of the regional ecosystem, from every angle: top-down, bottom-up, inside-out and outside-in. Consequently, I increasingly grew fond of the tremendous effort being made by all stakeholders involved in building their local ecosystem brick by brick. Today, I am more excited and energized than ever about the new prospects that lie ahead for the region, which are further accelerated by the advent and power of technology and a creative, young generation of hungry, fearless, tech-savvy local entrepreneurs out to “make it happen” against the odds.

 That said, I’m cognizant of the complexity of getting it right. There are, in fact, many moving parts to building an ecosystem and setting up for continued future growth, especially in cases involving a transition from sub-optimal to well-run economies that are capable of competing globally and providing their citizens with jobs and prosperity. Such encouraging early signs in the region are, therefore, by no means a guarantee of long-term success. On the contrary, there is certainly some heavy lifting ahead.

 As I began writing Ecosystem Arabia, I quickly realized that I was far from having all the answers, nor was there a single regional or global authority or comprehensive resource on the topic. There seemed to be many scattered, seasoned experts in various related areas, each of whom appeared to hold one or several pieces of the puzzle. I thus concluded that—similarly to building an actual ecosystem—the greatest impact lies in mining the best output of the collective. That conclusion led to the specific approach and methodology I decided to follow here.

 This book attempts, in effect, to gather those isolated pieces of the puzzle together, hold them up to the light, and assemble them into an organized, cohesive, and meaningful whole. It’s not meant to impose one rigid train of thought nor is it meant to push any agenda or ideology, per se. Quite the contrary: it’s meant to provide various perspectives and points of view from the carefully selected 100+ diverse contributors featured in this book. Moreover, it brings together the who’s who of the region’s top ecosystem players and the world’s most prominent global thinkers and experts on the topic of ecosystem development. Each contributor provides his or her own individual perspective on what it takes to develop a thriving startup and tech ecosystem, assessment of the current state of the MENA ecosystem, and/or suggestions on how to develop across the globe.

 Ecosystem Arabia is, in effect, my second attempt to “be more useful in the community” by lending a hand to the region’s ecosystem builders—those very individuals and organizations working diligently behind the scenes, making great impact away from the spotlight. I hope they, and other ecosystem builders around the world, find this book valuable in terms of providing a viable intellectual framework and practical tool that augments their thinking and efforts.

 Ultimately, my “moonshot” aim for Ecosystem Arabia is to help educate and inspire ecosystem builders—both in the Arab world and beyond—to make the further necessary changes needed to develop their local ecosystems and stimulate their new economies. Meanwhile, I hope to provide an insider view into the current state and inner workings of the MENA ecosystem for globally minded companies and investors interested in doing business there. I strongly believe it’s the right time for those players to step back and take a fresh look at the evolving realities of the region and take account of the tremendous opportunities within. I acknowledge that this is not an easy feat in the midst of all the surrounding negative news in the media. It thus takes curious and courageous minds that are willing to let go of their preconceptions about the region and be willing, instead, to put on an entirely new lens and see the MENA ecosystem unfiltered from an entirely different angle.

 I invite readers to join me and all of the contributors who collectively made this book possible, and who are as passionate as I am about helping to make a positive change in the MENA ecosystem and beyond. To them, and to the rest of ecosystem builders in the MENA region and worldwide, and to you, I say: thank you for your invaluable attention and efforts. I wish you a rewarding journey ahead.

 How this book works

 Ecosystem Arabia covers four broad areas: an overview of global ecosystem development, a deep dive into the MENA ecosystem, recommendations for building the local ecosystem, and a scan of best practices in ecosystem development from around the globe.

 In chapters I and II, I touch on the macro view of ecosystem development topics. The insights and perspectives presented there are from some of the leading authorities in the field, both from the academic and research side as well as the practical application side. I begin, literally, at the very beginning by defining what’s an ecosystem and what it’s not, and what purpose it serves.

 I then cover the key components of a thriving ecosystem, or what I refer to as “building blocks.” You will hear again from a diverse group of global thought leaders and experts who break down the essence and essentials of such an environment. They provide alternative and often complementary views that crystallize the concept and the application more vividly, while presenting the latest thinking around the topic.

 Next, I take a detailed look into what’s not working in ecosystem development globally. Here I touch on counterproductive practices, misguided efforts, and misallocated resources. I touch on why well-intentioned and well-funded initiatives often fail to deliver their intended results in an effort to warn against some potential pitfalls of ecosystem development.

 After establishing the macro or global backdrop, in chapter III, I provide some background for the MENA region in general. I take a brief account of the geographical, demographical, historical, economic, and political backdrop of the region. No ecosystem exists in a vacuum; hence, it’s important to get the lay of the land before I proceed to cover the various aspects of the ecosystem. I also make broad stroke assessments of its viability as place for global players to do business and invest in.

 In chapters IV, V, and VI, I address the nuts and bolts of the local MENA ecosystem, as viewed from countless stakeholders within it. They include top entrepreneurs, investors, service providers, educators, media professionals, policy-makers, and others. You will hear from some of the leading ecosystem builders in the region, some of whom have been there and witnessed its full transformation from day one, and even played a material role in shaping it to where it is today. Collectively, those remarkable individuals provide a better picture of what happened and what’s happening in the region’s ecosystem than any single authority can ever provide. They literally have hundreds of years of combined experience in the space. As such, they are by far the most knowledgeable and credible individuals on the topic today. In these three chapters, they generously share their experience and thoughts on the current state of the MENA ecosystem and its evolution over the years. They then break down the most pressing challenges that the ecosystem currently faces, which threaten its prospects for growth. Finally, they share their outlook and expectations on their regional ecosystem.

 In chapters VII and VIII, I shift gears by moving from description to prescription. I cover recommendations to further develop the local ecosystem, primarily by addressing the key gaps and challenges discussed earlier. Additionally, I present opposing and non-traditional views and progressive approaches from regional and global contributors. I then explore some of the promising opportunities in the region for startups, in terms of which sectors, technologies, and business models hold the most potential for future impact and commercial success in chapter IX.

 No discussion that attempts to provide advice on ecosystem development is complete without also taking a broader view, beyond one ecosystem, into others. Thus, in final chapters X and XI, I examine global lessons in ecosystem development and cover such topics as understanding your own ecosystem’s strengths and weaknesses, meanwhile learning from positive international examples of ecosystems that managed to achieve remarkable success in spite of less than ideal circumstances.

 All in all, I attempt to provide a full representation of the region’s ecosystem from as many angles as possible, via hundreds of hours of one-on-one interviews. My goal being to represent as many facets of the ecosystem as possible, across as many geographies as possible, and covering as many related topics as possible. I was also highly selective and followed strict selection criteria and a process that ensure only “the best of the best” contributors are featured. Similarly, I made sure that only the most insightful and original content is presented. I also placed great emphasis on diversity to make sure all voices are heard, even if the output proved to be contradictory in some cases.

 Overall, I adhered to a “blank slate” approach when embarking on this big puzzle, staying open to different outcomes and letting the various pieces fall where they may. Granted, this process is not flawless as it was partially dependent on the access to and availability of the individuals I sought to feature. To offset this, I erred on the side of more contributors (hence, ended with well over 100), in order make sure there’s no stone left unturned. Even so, by no means is this book an exhaustive treaty of such a complex, dynamic topic. Thus, there is plenty of room for others to build on this work and/or develop their own unique approach and provide a complementary point of view, or even alternative findings, to ideas and perspectives presented here.

 As a bonus, I’ve included an excerpt from my previous bestselling book, Startup Arabia, featuring Mudassir Sheikha, Co-Founder and CEO of Careem, Careem being one of the most successful tech startups in the region, which was recently acquired by Uber for $3.1 billion. Mudassir provides a real-life, in-the-trenches perspective of what it’s like to build a leading startup from the ground up in the region and extraordinarily scale.

 Essentially, I wrote Ecosystem Arabia to help facilitate the creation of an ecosystem that can foster the growth of the next 5, 20, or 100 “Careems,” as well as the inception and development of thousands of remarkable startups and entrepreneurial ventures across the region, while employing and serving millions. Some may say such aspirations are too ambitious. I would actually argue that not only are they achievable, they are critical for the region to survive and thrive in the fourth industrial revolution.

 As a large portion of the region aims to shift from direct or indirect reliance on an extractive, oil-based economy to a diverse, tech-based economy, and as the world becomes more advanced and competitive, this progression is a must. As such, the topic of innovation and ecosystem development must move front and center in any strategy related to economic development in the MENA region and beyond. Governments and other key stakeholders in the region and the global economy are forewarned to overlook or downplay its role and importance at their own risk.
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 Chapter I

 WHAT IS AN “ECOSYSTEM” AND WHY DOES IT MATTER

 The phenomenon of ecosystems—in the business, not the ecological or biological, sense—as referred to throughout this book, is not new (neither are any of its commonly interchangeable variations or derivatives, such as “entrepreneurship ecosystems,” “startup ecosystems,” “tech ecosystems,” and “startup communities”). It’s nearly as old as mankind.

 As long as humans have inhibited this planet and had basic needs, desires, and fears, we have needed to constantly learn and adapt simply to meet the sheer challenge of survival. We had no choice but to solve problems, be resourceful, and stay resilient. As we started congregating in organized cities, we also needed to learn to interact and trade with others, and to group together around common goals to provide for our own needs and those of our families and communities. Hence, we needed a system that governed our behavior both individually and within a group.

 Hundreds and thousands of years ago—well before there were large corporations, boards of directors, IPOs, and “unicorns” (privately held companies valued at over $1 billion)—every one of those groups was, in effect, a startup commonly led by a founder or an entrepreneur. Of course, they were never differentiated and identified initially as such; the startup phenomenon has only been studied and understood very recently, at which point the concept was comprehended and crystallized, and ultimately labeled. Nevertheless, these groups were exactly that: startups led by entrepreneurs, organized around a shared purpose, and operating within a specific environment with its own defined rules or system—what we refer to today as an “ecosystem.”

 The fact that these past entrepreneurs and startups had relatively simple endeavors, and did not have the luxury of relying on the advanced technology we have today, is no reason to classify them, their activities, and their environment any differently than their modern-day counterparts. They, too, were “entrepreneurs” running “startups” and driving “innovations” within an “ecosystem.” It just happens that their operations and environments were much less complex and intricate than those we associate with such terms in our modern-day world.

 In other words, just because people grouped around, say, the task of finding and transporting clean water to a small community does not make them any less entrepreneurial than a modern multimillion-dollar startup on the verge of disrupting the water sanitation and water supply industries. The difference is, of course, a matter of complexity and scale.

 Likewise, we’re no less entrepreneurial in our societies and no less participatory within an ecosystem as people will be hundreds or thousands of years from now, when humans will likely have transformed beyond anything we could fathom today, and will perhaps look back on us as “primitive.” Once again, it’s only a matter of complexity and scale, not of classification or terminology.

 The same is true for other key aspects of ecosystems—from fundraising, to policy-making, to supportive services. Those, too, existed historically, although they didn’t have fancy names back then. There were no “mentors” or “accelerators” in the distant past. Perhaps they were all recognized as apprenticeships, where knowledge was mainly passed on generationally, typically within the family. There were also no “angel investors” or “venture capitalists” (VCs) back then, yet investing and lending in exchange for a share of profits or accrued interest are as old as trade itself. Traders, by definition, need a significant amount of cash flow to stock up their inventory and pay for physical space and labor well before they can sell their inventory and reap a full return on their investment. Therefore, they have always needed substantial investment and capital; otherwise they could never have survived. It’s clear that angel investors and VCs were around a long while back as well, even if they weren’t labeled or professionalized as such.

 By the same token, there were no government-run backing organizations or “funds of funds” in those days, yet it was common practice for kings, queens, and governments to fund private endeavors and projects they felt were necessary for their countries. These included infrastructure-related projects: structures, roads, bridges, water supply systems, schools, and other endeavors they typically stood a chance to profit from, either as governments or on a personal basis as monarchs.

 One notable example is King Ferdinand and Queen Isabella of Spain sponsoring Christopher Columbus on his voyage to sail west to reach the Indies, which ultimately resulted in his landing on San Salvador island in what is now the Bahamas during his first expedition (or what is commonly known as his “discovery” of America). At the time, it was believed that a shorter route to Asia existed. Meanwhile, Spain had a strong interest in trading with Asia, so the monarchs decided to finance Columbus, believing that they would ultimately benefit from the discoveries that resulted from his expedition. There are countless other similar examples from history, some dating as far back as ancient Egypt and even earlier.

 As this shows, entrepreneurs, startups, investors, and ecosystems have existed for ages. In their most primitive contexts, they were assembled by groups using simple tools or manual machinery, or what we consider today to be very low-level technology. Nevertheless, at the time these were innovations in their own right. In fact, some of those low-level technologies remain as commonly used as any new, massively disruptive technology we have today—case in point: the wheel.

 That said, the concepts of entrepreneurship, innovation, and ecosystems as we know them today have advanced light years beyond those early days—especially in the last 40 years or so. With the emergence of new and transformative technologies, we have come to understand and appreciate many of the underlying forces at work, not to mention their wide-ranging effects on practically every facet of our lives. Moreover, this trend is not going away anytime soon. As technology evolves, we will learn by trial and error and by reverse-engineering successful outcomes. We will be in an increasingly better position to distill what works and what doesn’t. Ultimately, we will be able to more consistently and predictably create optimal conditions for innovation, value creation, and prosperity.

 I anticipate, as we become more advanced in our societies, that there will be even greater interest in the topic of ecosystem development. It is even likely that it will become a specialized academic field of study, perhaps known as “ecosystemology,” “ecosystem-thinking,” “ecodev,” “innovironments,” or whatever variation. It might even become just as separate and recognized as other well-established areas of study in business and economics.

 Today, when we speak about ecosystems and their definition, characteristics, and principles, we’re obviously associating them with a defined dynamic. Daniel Isenberg, Professor of Entrepreneurship Practice at Babson College, and Brad Feld, Co-Founder of Techstars and Foundry Group and Author of Startup Communities, are two of the most prolific experts on the topic. They shed light on the nature of an ecosystem in this chapter, especially underscoring the complexity and organic nature of the phenomenon. Additionally, Sangeet Paul Choudary, Co-Author of Platform Revolution, makes a great distinction between three types or models of ecosystems in the world today, and highlights their relevance to emerging economies, such as the MENA region. Other contributors describe their views on the purpose and various applications of ecosystems, which always boil down to driving innovation in its different forms (as insightfully illustrated by Efosa Ojomo, Co-Author of The Prosperity Paradox).

 Just as universities are organized to provide an efficient structure to accelerate learning, and hospitals are organized to accelerate healing, so ecosystems are developed for the purpose of accelerating problem-solving and innovation. Granted, unlike universities and hospitals, ecosystems are not defined physical structures or even defined geographic territories (as Will Herman, Co-Author of The Startup Playbook, points out). Nevertheless, the operative attributes in all of those examples are speed and efficiency. How effective an ecosystem is at accelerating the pace of problem-solving and innovation from within depends on how efficient it is in doing so using the least amount of resources. It’s the delta of those two factors, speed of innovation and use of resources, that drives value and wealth creation and, ultimately, economic development, growth, and prosperity.

 Without further ado, I refer you to the remarkable global thought leaders and experts in this chapter and their points of view on what an ecosystem is and why it matters. As with each subsequent chapter in this book, you will have to proactively decide what makes sense to you from both a conceptual organization and practical application standpoint. My purpose here is merely to present the various points of view of some of the best minds and most experienced individuals in the field, both globally and regionally, and highlight how they think and approach various topics related to ecosystem development. It’s up to you, the reader, to use this content to distill valuable takeaway lessons or trigger new ways of thinking or seeing the world, so that you may ultimately play a more impactful role in shaping your own ecosystem.

 1. Definitions, Nomenclature, and Models

 DANIEL ISENBERG: I’m probably to be somewhat blamed for having popularized the term “entrepreneurship ecosystem” a decade ago in my Harvard Business Review feature article called “How to Start an Entrepreneurial Revolution.” Fast forward to today: although the two terms are often used interchangeably, technically speaking I don’t think it’s as useful to use the term “startup ecosystem” as much as “entrepreneurship ecosystem.” That’s because entrepreneurship is not defined by the age of the companies or the age of the assets; entrepreneurship is defined by the extraordinary economic value that the entrepreneur infuses into the asset, though I realize that “startup ecosystem” is a simpler term to use.

 Further, the term “ecosystem” itself is also often misused. The vast majority of references to entrepreneurship ecosystems refer to one or more of the following: incubators, accelerators, co-working spaces, angel networks, angel funds, mentoring, and pitch competitions. The problem with that identification is that it overlooks a number of critical elements of an ecosystem. Culture, social norms, and society’s values are just a few of the intangible aspects that hardly anyone associates with an ecosystem, but their roles are essential.

 I also think the term “technology” in the context of a “technology ecosystem” is often misused. Back in the 1970s and 1980s, we talked about science-based industry and high-technology enterprise and it was pretty well defined that there had to be some IP (intellectual property), patents of some kind that defined novelty, defined innovation, etc. Today, it’s unclear what people mean by technology companies, since technology is used across the board for any company that wants to be competitive, even in traditional industries such as retail, manufacturing, energy, natural resources, logistics, real estate, banking, insurance, and transportation. Technology per se is no longer a differentiator, and so the term “technology ecosystem” has lost a lot of its usefulness.

 Furthermore, “entrepreneurship” is often viewed as a new phenomenon that was created by tech companies in Silicon Valley or Boston, but a historical analysis shows clearly that entrepreneurship has been around for ages. Speaking of the Middle East, I actually did a research project on the Phoenicians, who lived roughly 3,000 years ago, and it’s remarkable how entrepreneurial they were. When you examine all the innovative work that they did—all the discoveries, the proliferation of their ideas and their know-how—you realize how much they have in common with our modern-day view of entrepreneurship. Sure, the context is vastly different, but you would be surprised to learn how much is the same—much more than people fathom. Angel investing existed centuries ago as well, in the era of maritime exploration.

 Personally, I prefer the term “scaleup ecosystem,” to be precise. It encompasses all of the key conditions that need to exist in order for local companies to grow very rapidly, as opposed to “startup ecosystem,” “technology ecosystem,” or even “entrepreneurship ecosystem.” “Scaleup,” which is just a catchy substitute term for “growth,” connotes only the kind of entrepreneurship that is associated with real growth of the business activity in terms of customers, sales, profits, and productivity. Shareholder value is often a byproduct of these outcomes, but it is not front and center, and if it is not based on real business growth, it can be societally detrimental.

 BRAD FELD: When I initially wrote my book, Startup Communities, the phrase “startup communities” didn’t exist. This phenomenon was referred to as “entrepreneurial ecosystems” or “innovation clusters.” There was a lot of academic literature about it, but there wasn’t much in terms of actual practical lessons or examples outside of Silicon Valley and beyond just saying, “Look at how amazing Silicon Valley is. You should copy Silicon Valley,” which I didn’t think was a logical construct. There were also a handful of popular writers, and one in particular, Richard Florida, who had written a very powerful book in the early 2000s called The Rise of the Creative Class. The book highlighted the beginning of a new kind of urbanism with the greater concentration of people in cities, and the idea of getting lots of diversity and different types of experiences in a tight geographic area. Before that, there was another important book by AnnaLee Saxenian in the mid-1990s called Regional Advantage, which compared Silicon Valley to Route 128 and the Boston technology area in terms of the strengths and weaknesses of each. She also shed light on what caused Silicon Valley to have a much more robust, durable, and vibrant startup-conducive environment.

 I used some of this thinking to form the way I approached the subject. In Startup Communities, which was a very practical book, I didn’t try to write an academic treatise; I didn’t try to make quantitative, research-driven arguments. Rather I tried to generate an anecdotal understanding, from an entrepreneur’s perspective, of this phenomenon. What it really created was a catalyst for talking about and describing startup communities in 2012, and over the last eight years it has become part of the language of how entrepreneurship works. Fast forward to today: entrepreneurship is now a real global phenomenon that’s reasonably well understood. The idea of building a startup community in any city in the world that has at least 100,000 people is now a believable and understandable construct, which is powerful and having a lot of impact around the world.

 Historically, people use the word “ecosystem” as a description for many types of systems. One of the types of systems was this dynamic within a geographic region of how entrepreneurial activity occurred. Most entrepreneurial ecosystem-thinking prior to Startup Communities, and even since then in terms of academic writing and consulting frameworks around it, says that most systems are designed as a top-down phenomenon. They lay out what we like to call “actors and factors,” where the “actors” are the people in organizations and the “factors” are all the things that occur within the ecosystem. Interestingly, most startup communities or startup ecosystems are very heavily oriented toward the organizations alongside the entrepreneurs. You end up with these frameworks that say these actors need to interact with factors in this way, and these other actors need to engage with factors in this way, and that’s how an ecosystem works. It’s very much a top-down construct that is defining, or more declarative, about what plays out over time in such environments.

 The reality is a startup community is a complex system and a complex system is one that you can’t, in advance, define or control. That’s the key framing here. What you’re doing with the startup community is you’re allowing the startup community as a complex system to evolve over time, where you end up with something that evolves in ways that are not predetermined. The inputs generate outputs that become inputs. Those new inputs generate more outputs that become new inputs. As time passes, it evolves in a model in a way that is non-deterministic, which means that you can’t say “here’s what the outcome is going to be” when you start. As a startup community becomes more evolved, and as it grows and develops, ecosystem-thinking can start to be helpful. That’s also when you start to put some frameworks around how different pieces of this startup community can help positively reinforce each other, but you still need that complex system to continue to move forward, even against the backdrop of the ecosystem.

 SANGEET PAUL CHOUDARY: If you look around the world today, there are three different classifications or models of technology ecosystems. All three have different components. The problem is that very often one of them, being Silicon Valley, is seen as the poster child, and everybody tries to copy that model and it does not really work. Depending on where you are in the world, a different template may apply to you.

 The first template is the Silicon Valley tech ecosystem, which has taken at least four decades, if not more, to develop. It started with Fairchild Semiconductors in the 1970s. Other successful companies, like Sun Microsystems and others, have grown organically from its alumni and the funds it generated. Then, over time, there have been numerous breakout firms. Fairchild was the first one, then came Netscape, then Google, then PayPal, then there was Facebook. Every time we had a breakout firm, the alumni of that firm would then create the next set of startups and that’s how the whole ecosystem regenerates itself, leveraging a massive pool of talent and mentorship going back to the 1970s.

 The combination of talent and mentorship attracted capital. Then capital, talent, and mentorship combined attracted a lot of IP, whether it was IP that was developed in the Valley or from other companies around the world that came in and set up their offices there. These were the key components that worked well for Silicon Valley. The problem is that, within the last seven years or so, many countries around the world have tried, and are still trying, to copy the Silicon Valley ecosystem, and because they could not copy talent and mentorship, they started by copying capital. That resulted in waste because people would just spend a lot of capital that would go nowhere without the fundamental ingredients: talent and mentorship.

 There were and still are many governments around the world spending a lot of money to spark the next Silicon Valley in their countries. The problem with that is that governments typically spend money on sparking innovation, but there is no follow-on institutional commitment to capital from VCs. As such, there are a lot of bad ideas entering the funnel, but not enough capital to support good ideas to expand. That model of copying Silicon Valley does not work.

 The second ecosystem model that we’ve seen has been the China model, where it’s been the government coming in and retroactively helping the private sector build out its tech ecosystem. This happened not solely because the government wanted to build a thriving tech ecosystem, but also because the government wanted to prevent external tech companies from coming in. The Chinese firewall and regulation enabled the creation of companies like Alibaba and Tencent, which are very powerful today but which may not have succeeded if the Chinese firewall had not existed. On the other hand, companies like eBay and Google had to exit China.

 If you look at that model, there’s an unfair advantage that the government creates. The same thing is happening in AI. A lot of leading Chinese startups in AI today are in some way enabling or helping the government with its AI agenda. That’s a second model where the government is very heavily involved, protection-wise. Again, that’s not something that can be easily replicated, and most governments have not attempted to do so.

 The third model, which I believe is the most successful one and most relevant and applicable to developing countries and countries in the Middle East, is the Singapore model. Singapore initially tried to copy the Silicon Valley model by starting with capital and startups, setting up a lot of funding programs, and all of that failed. Then Singapore realized that if it couldn’t attract talent and mentorship, it wouldn’t be able to solve this gap with just capital, and it would have to solve it with IP. So, it changed its strategies completely and as a result has been massively successful.

 WILL HERMAN: We have moved greatly in the direction of having virtual ecosystems, or non-geographically-rooted ecosystems, but I don’t think we’ll ever move away from the importance of geographically local resources to really make a successful company. Not completely anyway. What it does mean is you can actually have a smaller team located in a central geography, and that makes more geographic locations good for potential startup ecosystems. Instead of needing, for example, several hundred engineers locally, it’s certainly possible now to have 50 engineers locally with some distribution of the effort. Almost all of the companies that I’ve worked with that generate $25 million in annual revenue or less are looking at securing resources, especially engineering, in such places as Eastern Europe and parts of Central America that have become excellent outsourcing locations for engineering talent.

 That takes a level of management skill that most startups don’t have. A lot of VCs take an all-or-nothing approach when it comes to physical versus virtual ecosystem preference. They either want everybody local or everybody remote. I don’t know if there is a right or wrong hybrid model; it really comes back to the ability of the leaders of the startup and whether they are able to manage remotely. It is much harder to manage a virtual team than it is to manage a physically located team. So, there’s still a bias toward a somewhat centralized team to make things work. Where there are resources in specific geographies, there also tends to be money. Those two aren’t completely unrelated, although they could potentially be. Often, you’ll get good ecosystems built around major universities or clusters of universities. Therefore, you can get around location and geography a bit, but never completely away from it. If you look in the US, of course, you have the Bay Area, which is clustered around Berkeley and Stanford. In the Boston area you have MIT and Harvard and a dozen other schools. In New York you have NYU and several schools that are really the basis for the very quickly growing ecosystem there. In Austin, Texas, we see the same dynamic. You have UT (University of Texas) which has become a stronghold for entrepreneurship. These environments also attract venture capital or at least angel investors who can help start companies.

 2. A Key Driver for Innovation and Economic Development

 EFOSA OJOMO: When I initially started the research for Professor Clayton Christensen’s and my book, The Prosperity Paradox: How Innovation Can Lift Nations Out of Poverty, I was not quite sure where it would lead because I had my own preconceived views. I didn’t see how any innovation could happen in a country that was poor or that didn’t have well-developed institutions, universities, governments, and infrastructure. My thinking then was that innovation is a byproduct of society developing.

 Then, the more we learned about how today’s rich countries have developed, the more we found that we have the equation backwards—that innovation was in fact the trigger or the prime mover by which nations developed. Infrastructure and institutions essentially build themselves around innovations in a society. It does not happen the other way around, contrary to widespread belief. That was an interesting insight for us and it became the central thesis of the book.

 So how do we define innovation? Chapter 2 of our book is titled “Not All Innovations are Created Equal,” and that’s where we dissect what we mean by innovation. We identify three types of innovations. The first type we call “efficiency innovations,” which essentially allow companies to do more with less. When a company outsources operations to a region with cheaper labor, invests in automation to reduce cost, or extracts resources from the ground that are more cost-effective, these are all efficiency innovation plays. What they’re doing, in effect, is freeing up cash flow as a result of automating or streamlining processes in order to reduce the cost of operations. This new freed-up cash can then be allocated to shareholders or reinvested back in the company. Efficiency innovations in and of themselves don’t really create development. If anything, they may actually eliminate jobs and lead to negative development of a given region, perhaps to a lower-cost, more competitive one. They are not harmful per se; they are actually a prerequisite for every successful organization and region. As such, every organization and region need to invest in efficiency innovations to stay competitive in the local and global marketplace.

 The second type of innovations are what we call “sustaining innovations.” These are innovations that make good products better. Sustaining innovations help companies increase margins and stay vibrant. Examples of such innovations include heated car seats, adaptive cruise control, and higher resolution cameras or more memory on smartphones. Sustaining innovations are also important; they help organizations stay relevant and keep their customers and employees engaged. They increase margins because they enable companies to sell their products and services for a little bit more money, in spite of the fact that they don’t really create growth and development. These are merely substitutes or enhancements. When a smartphone maker manufactures a new, higher resolution camera or adds more memory to its devices, it doesn’t need entirely new manufacturing plants or distribution and sales channels. It can use the existing infrastructure that’s already set up.

 The third type of innovations, and the most impactful, are “market-creating innovations,” also referred to as “disruptive innovations.” These innovations transform complicated and expensive products into products that are significantly simpler and more affordable. As a result, a massive segment of society starts using them. Thus, these innovations can have a truly transformative impact on the development of a nation. A simple example would be the evolution of computing. Sixty years ago, computers were really quite complicated. We needed technical people to operate them, and they were incredibly expensive. Only the largest organizations in the world could actually afford them. Today, the smartphones we have in our pockets are more powerful than the largest mainframe machine back then. They are also available at a fraction of the cost and usable by the layman without the need for technical skills. Every time the computer went from one evolution to the next, the innovators had to create an entirely new, what we call, “value network.” A new value network is essentially an entirely new way to make the machines, sell the machines, distribute the machines, write software for the machines, and educate people to use the machines. That created a solid foundation for growth and development to occur, which created an entirely new industry and a massive number of new jobs.

 If you look closely, you’ll find that regulations oftentimes actually often follow innovation, not the other way around. You first create innovation and then the regulation tries to catch up with it, which is what we’re seeing now happening in social media, for example. How do governments regulate privacy, data protection, etc.? There are examples of this dynamic virtually everywhere where there is disruptive innovation. A similar cycle happened historically in the car industry, which, as a result, triggered infrastructure buildout around the car. Then, new traffic laws sprang up to regulate this innovation. We then started paying for the infrastructure—the roads that the cars were being driven on. You begin to see this beautiful cause and effect relationship between innovation, infrastructure, and regulations. It’s not to say that a society has to put a halt on all of the infrastructure they’re building or regulations they’re developing until full innovation takes place. That’s not really the case. But we’re trying to clarify the relationship between innovation, infrastructure, and regulation, to develop good polices that can help create sustainable innovation ecosystems.

 ERIK BRYNJOLFSSON: The purpose of any ecosystem is, ultimately, to facilitate technological innovations that will enhance our economies and our lives. The argument has been raised for quite some time now that with greater innovation, most particularly in terms of automation and robotics, there will be a lack of jobs. Now, I don’t think that there’s any shortage of jobs that humans can do, so I’m not too concerned about job creation—but I am concerned about the transition and about income inequality as a result of such fundamental changes in society. If people don’t have the right skills for the new jobs, they’re going to be left behind and stuck in lower-paying jobs. It’s really the responsibility of governments to invest in people so that they can make that transition. It’s a huge opportunity going forward, and ultimately it will lead to much higher productivity and higher wealth for countries if they embrace it.

 DANIEL ISENBERG: While innovation can certainly be transformative in our economies and lives in a very positive way, if we look at the evidence, it does not always come without a significant cost or investment, at least initially. It’s not a straight upside proposition, as it is commonly perceived. Historically, along with providing immense value to mankind, innovation can contribute to inequality of income and wealth. More recently, serious issues have developed regarding the impact of innovation on privacy, along with a host of other newly surfaced issues.

 In some ways, the problem for society is that the explosive growth of innovation has exceeded society’s ability to anticipate its ramifications. Slowing down the innovation, as some have tried to do with facial recognition, for example, is a bad answer. Instead, we should be speeding up our ability to use the discipline of ethics in decision-making in this increasingly complex environment.

 The facts show that innovations and disruptions can trigger, directly or indirectly, some negative externalities or side effects in addition to great social and economic value. They often drive real estate prices way up, make the cost of living much higher, and reduce access for the broad base of the population to goods and services. I’m not saying let’s ban it, even if we could. I’m just being realistic about the pros and cons of innovation and stressing the need for innovative companies to use disciplined ethical processes from the get-go as they expand their markets and apply their innovations.

 I believe there’s naturally always going to be a huge tension between our ability to make new things and our ability to foresee their implications. Surely, a lot of that is self-corrective. Take the introduction of the automobile, for example. While it provided great mobility and all the benefits that resulted from greater mobility, it also caused environmental pollution, led to dangerous accidents road fatalities, and invited misuse as with drunk driving. Over time, however, a combination of new safety innovations and safety and traffic regulations caught up to minimize, though not entirely eliminate, the damage in terms of the personal injury and death toll. Meanwhile, self-driving vehicles promise to significantly improve safety eventually, but again not without introducing a host of negative externalities, certainly in the short run. We need to learn how to manage those without slowing down progress.

 There is a groundbreaking invention in biology called CRISPR-Cas9, which is an enzyme that was discovered just few years ago and has taken the scientific world by storm. It acts like a scissor, if you will, precisely clipping and replacing small segments of DNA. It’s obviously a potentially great tool for preventing genetic disorders, but it also has huge ethical and social implications, because it has given people new power in an amazingly short period of time. It’s really the nature of innovation, it solves something big in one dimension, but then problems arise that need further thinking and innovations to solve, and so on and so forth. So, every innovation comes with a phase of correction, regulation, and oversight. It’s a never-ending cycle, but the cycle needs to happen more rapidly. Hence, in that sense, the antidote to the downside of innovation is more innovation, as well as more rapid-response and greater social responsibility in general.


 Chapter II

 MACRO VIEWS ON ECOSYSTEM DEVELOPMENT

 So far, we have identified what defines an ecosystem and, just as importantly, made clear what it’s not, according to top global thought leaders and experts on the topic. In doing so, we’ve identified current usage of the term that is too broad. This is the case for the term “technology ecosystem,” for example, which practically subsumes any organization today (commercial or otherwise) that uses technology as a means to gain efficiency and productivity. On the other hand, we’ve implicitly differentiated our usage from those having too specific an application, such as a “financial ecosystem” or “software ecosystem,” and countless other uses of the term in various industries for various purposes. Most notably, Daniel Isenberg, Professor of Entrepreneurship Practice at Babson College, illustrated the concept quite vividly and pointed out common misuses of the term.

 Additionally, Brad Feld, Author of Startup Communities, provided some historical context on how his own thinking has evolved on the topic. He stressed one key underlying similarity with the term’s root in ecology and biology: its organic, non-hierarchcal nature. An ecosystem—as Brad Feld explained—is a complex system with no locus of control. Hence, it doesn’t function with a single operator, just as no living creature can survive or function by relying on a single organ. In essence, an ecosystem is the sum of its parts, with none of its components exuding power over the entire system. In other words, it’s the interactions within this environment that are responsible for its output. In fact, by implication, no component can fulfill its own purpose without involvement from at least some, if not all, of the other components.

 By analogy—to borrow again from ecology—living organisms cannot survive without water any more than water can serve any meaningful function if it cannot be consumed by living organisms to aid biological processes. Similarly, in an entrepreneurship ecosystem, there’s also that element of interdependency between the various entities involved. Customers need new products and services, which are created by startups and entrepreneurial ventures. Meanwhile, startups need funding, but investors themselves need to see, or at least project, the flow of customers to provide critical funding for startups. Both startups and investors need to be governed by laws, otherwise such relationships will be fragile. The rule of law and regulations lay out the rules of the game for all the players. But the rules themselves are useless if there are no players involved, or not much in the way of a game to begin with. Thus, the fundamental nature of an ecosystem is interactivity and interdependence; none of the elements that make up a given ecosystem are valuable or sustainable on a standalone basis.

 Chapter I also highlighted the direct impact of ecosystem development on innovation and, ultimately, economic development. Several views were put forward on the value of an ecosystem and how it contributes to creating prosperity for nations. We now proceed to ask: What are the building blocks of a thriving ecosystem?

 This is the next natural and fundamental question at the heart of any attempt to catalyze or actually develop an ecosystem, regardless of its stage of development. Granted, there is no sure-fire recipe or one-size-fits-all formula across all geographies. Nevertheless, the components are the same, though they may be classified or articulated differently from a mental mapping and communication standpoint. As an analogy, you may think of various recipes for the same type of dish. They all use the same set of ingredients, yet vary in terms of amount, timing, cooking procedure, and presentation. Obviously, the outcome will be different for different recipes, in spite of the fact they all share the same, or at least most of the same, ingredients.

 Similarly, various ecosystems will require the same components, but entirely different levels of each at various stages of their development. In this chapter, we first look into those essential components that go into the making of an ecosystem. An ecosystem may survive in the absence of any one, or even a few, of those components; however, it will ultimately be handicapped and stifled or, at a minimum, never reach its true potential. As such, we attempt here to make sure that, first and foremost, we identify the various key components of an ecosystem, recognizing that some may be tangible and obvious while others may not. We distinguish between two main groups by classifying them as “hard” and “soft.” Hard components are quantitative by nature and therefore can be objectively measured. Soft components are qualitative and can only be assessed subjectively. Yet, both are foundational to any study of ecosystem development.

 We then attempt to break down each of those components and illustrate how they interact with the overall system. We next identify the key players and influences in any given ecosystem, or what Brad Feld has coined “actors and factors.” Steve Case, Co-Founder of AOL and Author of The Third Wave touches on this as well, along with others.

 Next, we shed light on some of the principles at work in a thriving ecosystem, particularly its needs at various stages. Julie Lenzer, Chief Innovation Officer at the University of Maryland, Board Member for the Center for American Entrepreneurship and Author of ParentPreneur Edge illustrated this with her “hierarchy of needs in economic development.” Jonathan Ortmans, President of Global Entrepreneurship Network, and Kate Pope Hodel, Co-Author of Beyond Collisions: How to Build Your Entrepreneurial Infrastructure, also provide their own roadmaps. They each describe—from their point of view—the stages of ecosystem development and its changing needs at each stage.

 It is interesting to note that there’s no one way or view put forward by a single contributor or expert that is universally applicable across all geographies and timelines, or that can predictably and consistently produce desired results. As such, the ideas presented here, as in the rest of the book, are meant to be guidelines or tools for thought and action—they are neutral on their own. Their application or execution will ultimately determine whether or not they achieve their intended outcome.

 Finally, we discuss what does not work in ecosystem development globally. There are a lot of great intentions and great effort being made across almost every corner of the globe, often with significant backing and support from the right decision-makers and stakeholders. Nonetheless, not all of those initiatives—whether public policies or private programs—achieve their objectives. This chapter attempts to provide an explanation as to why this happens.

 As such, we then take an in-depth look at three foundational areas: regulations, capital, and culture. More specifically, we look into how counterproductive approaches, poor execution, misperceptions, or misguided viewpoints can adversely affect the growth of an ecosystem. We provide clues and insights as to what to avoid from these “worst practices” so to speak. More often than not, half the battle is just to minimize, if not entirely avoid, landmines and pitfalls. This is as great a priority as undertaking the right initiatives.

 1. The Building Blocks of a Thriving Ecosystem

 Foundational “soft” and “hard” components

 BRAD FELD: I started thinking about the topic of entrepreneurial ecosystems in 2010. At that point, entrepreneurship was still not all that trendy outside of Silicon Valley and a couple of other places. That was post Web 2.0, in 2004-2008, and the iPhone had just come out.

 Around 2010, I came across a very interesting article that made the case for entrepreneurship being the path forward out of the global financial crisis, which was obviously an extremely difficult time that triggered enormous structural challenges around business, governments, banking, capital flow, and a massive retrenchment of lots of organizations because of the revaluation of lots of assets and debt.

 Entrepreneurship clicked along through this phase and a number of companies got created that are household names today. Facebook, LinkedIn, and Twitter are three that are probably front and center that all started in the 2004-2008 time period. This article talked about how entrepreneurship was really starting to become very visible again in the Bay Area, New York, Boston, and Boulder. What really caught my attention was Boulder being mentioned side by side with the other three very large cities. Boulder is a very small city by comparison. So, what was it about Boulder that made it special? For one, the density of entrepreneurial activity in Boulder was incredible. This realization got me thinking about the reasons behind such phenomena, which led me to come up with what I called, “the Boulder thesis.” It entailed four principles that I detailed in my book, which were really the essence of what creates a startup community.

 The first principle is that the entrepreneurs have to be the leaders of the startup community, and viewed as such, while everyone else is a participant. Government, academia, non-governmental organizations, large companies, service providers, and other participants are what I call “feeders” into the startup community. Feeders are important to startup communities and employees of feeders can play a leadership role, but the organizations themselves cannot.

 The second principle is that the leaders have to have a very long-term view: they have to be looking at least 20 years into the future. That dynamic is a really important one, because many of the feeders run on much shorter time cycles—quarterly, annual, maybe multi-year time cycles—whereas the startup community is one that evolves and grows over a very long-time horizon.

 The third principle, which is increasingly important, not just in the US but globally, is this notion of inclusivity. You want to be inclusive of anyone who wants to engage in the startup community, regardless of their background, gender, ethnicity, educational background, and so forth. You want to basically create this startup community that involves, engages, and welcomes anyone who wants to participate either as an entrepreneur or working for a startup.

 The fourth principle is that you have to have activities and events that engage everyone in the process of entrepreneurship. The mistake that’s made so many times is that you end up in this world where you have lots of people celebrating and talking about entrepreneurship, but not really practicing entrepreneurship in a functional and structural way. There’s an important distinction between a startup community that’s healthy and one that’s not. Where you have a bunch of people who are talking about entrepreneurship but not creating companies, not actually doing things that engage in entrepreneurial activity, it’s not a healthy community.

 DANIEL ISENBERG: There are a number of components that make up an ecosystem, some of which are obvious while others are not, and some of which are tangible while others are not. I have tried to illustrate this in “The Domains of the Scaleup Ecosystem” diagram I created.

 Historically speaking, if we look at places that people associate with intense entrepreneurial activity—Silicon Valley, Boston, Bangalore, Boulder—none of those environments would have flourished as much without the existence of large corporations. That’s an aspect that often gets overlooked. I wrote a Harvard Business Review piece called “When Big Companies Fall, Entrepreneurship Rises.” It borrows an analogy from biology, a phenomenon called “whale fall” that refers to when a whale dies and sinks to the bottom of the ocean.

 It actually becomes the wellspring of a complex new microcosm of seabed flora that can thrive for over half a century. It forms an aquatic ecosystem of its own, with different organisms and different colonies that actually feed on it

 Similarly, large corporations are essential to building a thriving ecosystem, because they feed the growth of micro organizations or, in this case, startups. Boulder, Colorado, for example, the startup community that Brad Feld eloquently talks about, could never have existed without the adjacent IBM facilities developing and attracting talent. That talent was seeping into the ecosystem by undergoing several waves of layoffs from IBM for decades. The same is true of NORAD, StorageTek, and several large telecommunications and media firms. In addition, the beautiful landscape, friendly people, and top-notch winter sports served as additional factors in retaining that talent.


 [image: Image]

 ALEC ROSS: A lot of the focus today has been on such areas as centers for R&D, high-end university students and graduates to do basic research, ability to do technology transfer and commercialize research, and access to high-risk early-stage capital including the networks around that: accountants, lawyers, mentors, business executives, technical talent, etc. This is the common formula applied today everywhere people are trying to build a thriving ecosystem. Certainly, these are all critical pieces of the puzzle.

 However, I would like to emphasize one area that doesn’t get as much attention as it deserves, and it is what I consider to be the principal political and economic binary of the 21st century. Looking back, the principal political and economic binary of the 20th century was left versus right when it comes to political orientation. In the 21st century, it’s much more accurate to characterize the principal political and economic binary as open versus closed.

 One thing that is almost indispensable to the creation of a successful ecosystem is openness. If you look at places like San Francisco and Boston and many others that have been successful, the cost of labor, goods, services, and real estate are all incredibly high. Nevertheless, there’s an open culture that enables entrepreneurship to flourish. Meanwhile, a lot of the most interesting entrepreneurship has taken place outside the US over the last 10-plus years. Many of those environments can be characterized by their openness. They have diverse workforces; they have men and women and other diverse groups working alongside each other.

 On the other hand, I find entrepreneurship lacking or debilitated in more closed societies. They may have the money, the talent, and the research; they can have a lot of these things and still be unable to create robust entrepreneurial environments. This is why Russia’s attempt at creating its own Silicon Valley has failed. This is also why there have been disappointments in other parts of the world. So, a lot of attention goes into specific initiatives, legislation, programs, or funding that is meant to ignite a local ecosystem, whereas much less attention is placed on creating the right kind of open society that sets the stage for entrepreneurial and economic development.

 When I talk about openness, I’m referring to three elements. First, it refers to economic and social mobility being available to non-elites. That means upward economic and social mobility is not constrained to the least. It doesn’t matter who your daddy is, it doesn’t matter who your uncle is, it doesn’t matter if you come from a lower caste, literally or figuratively—you have the ability to achieve upward economic and social mobility.

 Second, it refers to respecting rights of racial minorities, religious minorities, ethnic minorities, sexual minorities, and women. This means that religious and cultural norms are not set by law or by a central authority.

 Third, it refers to religious and social norms that are not set by law, by a central authority. Ultimately, people want to be able to live and learn and worship as they choose, and think as they choose, without having a central authority say that something is state sanctioned or against the law. Those are some of the key characteristics of openness that I would define, which are critical to optimizing ecosystems and which are often overlooked. Additionally, things like the mobility of capital and the mobility of people into and out of the workforce are also quite essential.

 The question often arises about how to reconcile this view with China. Surely, China is not entirely open, but it’s not entirely closed either. I think there are aspects of it being closed, but there are other aspects where it’s completely open. For example, regarding women, there is a big difference between the role of women in China and Japan. In Japan, even though by age 22 Japanese women are the most highly educated women of all the 36 OECD nations, Japanese business environments are historically very antagonistic to them. In Chinese business environments, however, one out of every three people in the C-suite is female.

 China is actually in the mid-range on the openness scale, if you will. There is a fair amount of free-flowing capital there. It is not always accepting of American capital, but often it is. It is a hybrid case. I do think that the comparative lack of openness of China, in particular its market, keeps it from doing real innovation. Most of the innovation that I’ve seen come out of China is derivative. It is based on the research and the creativity coming from somewhere else in the world. I find that there has been a fundamental lack of creativity in Chinese business. So, it’s a mixed story for China on the question of open versus closed society. There’s certainly room for improvement there.

 We have two models in the world today. There’s an American model and there’s a Chinese model. The Chinese model is authoritarian. If you’re a company, all of your data, all of your customer data, all of your business data, is shared with the state. The distinction between company and country doesn’t exist. Then, there’s the American cowboy model, which is where the companies act like countries—they act like their own sovereign nation-states.

 I don’t predict much regulation is going to come soon in the US because of the dysfunction of the American Congress. In order for there to be regulations in new areas like data privacy, they need to be passed by Congress and then signed into law by the president. These guys can’t agree on what time of day it is, whether the sun rises in the east and sets in the west, much less on something complex like data privacy. So, I don’t think we’re going to see much come out of the US anytime soon. I also think we’re going to continue to see an authoritarian “the state owns the data” approach in China. And then what’s left is everybody else in the middle.

 There are 196 countries on Earth, with less than 194 countries that are independent of China and the US, that have to make choices about what their own models of growth in governance will be. I am waiting to see what alternative models to the American cowboy model and the Chinese authoritarian model emerge. Meanwhile, Europe reminds me of a football match with both the Chinese and American teams on the pitch. The Europeans haven’t actually put a team on the pitch, yet they have a referee running up and down the field, blowing the whistle and handing out yellow cards.

 There needs to be some original thought given to what facilitates business and economic growth, while also protecting the basic rights and values of individuals. I’m curious to see if any other model emerges that strikes the right balance. In order for it to emerge, it would have to connect Europe with other parts of the world—for example, the Middle East, South America, or South Asia. It would have to prove to be something more than just regional. I don’t think a Middle Eastern model, a European model, a South American model, or an Indian model can work on its own. In order to compete against the American model or the Chinese model, it’s got to be much larger.

 ERIK BRYNJOLFSSON: There are a number of building blocks of a thriving ecosystem. At a foundational level, education and human capital are critical components. As societies invest in basic educational skills, like reading and writing, more advanced skills such as critical thinking, engineering, science, and technology are needed as well in order to enable people to apply technologies in new and entrepreneurial ways. We’re finding that as machine learning automates a lot of routine tasks, the role of humans increasingly shifts to being more creative by learning to ask the right questions and not simply work through solutions to existing questions.

 I definitely put investment in human capital at the top of the list, not just in more education, but also in new kinds of education that are more focused on creativity and problem-solving. That’s something that individuals need to invest in. Also, it’s something that governments need to invest in because education is a public good that the private sector won’t invest efficiently in on its own. So, we also need public investment on that front to make it worthwhile.

 Another building block is making it easy for entrepreneurs to thrive and encouraging entrepreneurship by reducing the kinds of regulations that protect big companies from startups. Having a culture that embraces these kinds of challenges, reducing occupational licensing and other policies like that, allows for more dynamism and economic change over time. Too many governments are invested in trying to preserve and hang on to existing industries, existing companies, existing jobs, when what they should really be doing is embracing what Joseph Schumpeter called “creative destruction”: the idea that new technologies enable new goods, new services, and new ways of doing business. These new ways can create new jobs and new opportunities for their citizens, even as the old ones get replaced. Those are two of the pillars that I would identify.

 A third building block would be investment in infrastructure. That includes basics like good roads, water, electricity, and also, increasingly, digital infrastructure, internet access, satellite, and mobile telephony that allow people to communicate and connect with each other more easily.

 ARUNMA OTEH: A major building block of any ecosystem is education, which is a topic I’m very passionate about and speak on quite frequently. First and foremost, you need a society that is digitally literate. I often say to people that if I was a president of a country, I would teach people to be digital. I would also teach them finance. Then I would just let them grow, because digital education gives you access in ways that you would not have if you were not digitally literate. Of course, finance gives you the discipline and the background to do so. Education, for me, is key for the average person. Great education doesn’t come without a cost, however, because you need a significant investment in experts if you’re serious about focusing on technology and building a startup culture.

 Second, governments need to fully appreciate the value of a startup ecosystem and create initiatives that encourage and support startups. These can take the form of tax breaks, incentives for research and development, and a focus on creating a regulatory environment that is entrepreneur- and startup-friendly. The top leadership stance on entrepreneurship is also critical. You need champions at every level of government and in society at large, whether they’re policy-makers, bureaucrats, educators, etc. This is more likely to permeate across society if the leaders of the country themselves are publicly vocal about the importance of entrepreneurship and the development of their local ecosystem.

 When you look across Africa, as an example of a developing region, you see that some of the nations that have moved faster on technology adoption and encouraging startups have been the ones where their leaders promoted it. For example, the President of Rwanda, Paul Kagame, and the President of Kenya, Uhuru Kenyatta, have both been very much at the forefront, actively promoting technology and a startup culture. You have a small country like Rwanda setting a great example, in terms of ease of doing business. Rwanda completely re-engineered its whole process to make it seamless to start and operate a business, thereby further encouraging and supporting entrepreneurs. Government and top leadership promotion of entrepreneurship, in effect, sets the tone for the country and influences the culture in that regard. The message needs to be perceived—whether via public communication or regulation—as one that encourages, rather than one that prevents or slows down, entrepreneurship. Most governments and regulators tend to focus on preventing what might go wrong rather than focusing on facilitating positive change.
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