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Abstract The role of entrepreneurial ecosystems in
fostering economic growth has become a key priority
around the globe. To develop such ecosystems, numer-
ous countries have provided significant inducements to
multinational enterprises (MNEs) to attract them to lo-
cate their operations within their borders. Despite the
rise in MNEs’ entry, evidence on their efficacy in invig-
orating local entrepreneurial systems has been mixed.
We propose that this may arise from a lack of focus on
local ecosystems’ absorptive capacity, which is essential
to spawning different types of entrepreneurial ventures
that combine both replicative (imitative) and truly inno-
vative local firms. This occurs as local entrepreneurs in
proceed to capture, assimilate, and exploit MNEs’ dif-
ferent knowledge spillovers. Further, we argue that the
dynamic interplay between knowledge flows through
spillovers from MNEs and absorptive capacity is likely
to promote the emergence, evolution, and sustainability
of different types of new local firms—in some cases
creating conformity and lock-ins and in others enhanc-
ing the heterogeneity of entrepreneurial activities. Over

time, these developments encourage co-specialization
between local new ventures and MNEs. Our analyses
highlight key sources of heterogeneity in types of new
firms that might emerge in a local ecosystem and how
theymight develop over time as a result ofMNEs’ entry,
creating wealth.

Keywords Entrepreneurial ecosystems . Heterogeneity
in local entrepreneurship .MNEs . Absorptive capacity;
ecosystem governance

1 Introduction

Recent research highlights the vital importance of entre-
preneurial ecosystems in promoting the creation and
growth of new ventures (Audretsch and Thurik 2004;
Acs et al. 2014; Audretsch and Keilbach 2008; Holmes
et al. 2016; Isenberg 2011, 2014), which are a major
source of technological, economic, and social progress
in a society (Carree and Thurik 2010; Naudé 2009). An
entrepreneurial ecosystem refers to the Bpeople, institu-
tions, policies and resources that promote the translation
of new ideas into products, processes, & services…^
(National Science Foundation 2015). While they differ
in their composition and dynamics, typical actors/
entities in entrepreneurial ecosystems include cus-
tomers, suppliers, and intermediaries along supply
chains, institutions, innovators, entrepreneurs, venture
capitalists, governments, research centers, and universi-
ties (Adner and Kapoor 2010, 2015; Audretsch et al.
2014; Audretsch and Link 2016; Autio et al. 2014;
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Colins 2016; Cumming et al. 2016; Holmes et al. 2016;
Isenberg 2014; Stangler and Bell-Masterson 2015). As
such, an entrepreneurial ecosystem provides the knowl-
edge that local entrepreneurs need to recognize, explore,
and commercially exploit opportunities to create differ-
ent types of new ventures (Audretsch et al. 2014; Adner
and Kapoor 2010; DeGhetto et al. 2016; Peterson 2016;
Teece 2007). A vibrant ecosystem is essential to
supporting and growing these different types of compa-
nies that could collaborate and compete, generating a
dynamic landscape that contributes to the growth of a
nation’s economy. This dynamism is also important for
the sustainability of the ecosystem itself.

An entrepreneurial ecosystem denotes the systems,
networks, relationships, and institutions that define,
shape, guide, and enforce norms govern different
actors engaged in the creation and growing of new
business. While much of the literature focuses on
regional ecosystems, a growing body of research
suggests that this concept applies equally well to
entrepreneurial activities within a nation. Viewed in
this context, an ecosystem encompasses the resources
(especially knowledge), policies, and institution that
clarify different roles of different actors, provide in-
centives, create deterrents to opportunistic behavior,
and articulate laws and regulations that protect intel-
lectual and other types of properties.

Given the importance of entrepreneurial ecosystems,
public policy makers have experimented with different
approaches in an effort to promote entrepreneurship
(Meyers 2015; Teece 2007; O’Connor 2013). These
approaches focus on increasing the incentives and cre-
ating the context in which entrepreneurs assume the
risks associated with new firm creation. The purpose
of these initiatives is to promote local entrepreneurs to
develop and grow their companies. However, since local
entrepreneurs may lack the technological, managerial,
and marketing skills, some governments have sought to
attract multinational enterprises (MNEs) that bring in
new resources, skills, and knowledge that stimulate
innovation and technology development and commer-
cialization (Gardner et al. 2001; Görg and Greenaway
2004; Spencer 2008).

The literature suggests that local firms benefit greatly
from MNEs in two different but related ways. The first
is through MNEs’ spillovers (Hong and Snell 2013;
Adler and Hashai 2007). Indeed, research underscores
MNEs’ role in the supply of knowledge; i.e., quantity
and quality of these knowledge spillovers, positing that

such spillovers are likely to stimulate local discovery,
leading to the emergence of new firms. This knowledge
is multifaceted, covering technology, marketing, opera-
tions, and managerial skills. However, researchers tend
to assume that greater infusion of MNEs’ knowledge
would automatically foster recognition and discovery of
opportunity (Kiss et al. 2012; Eggertsson 2005), en-
abling local entrepreneurial ecosystems to drive eco-
nomic growth. However, even though governments
have encouraged the infusion of knowledge spillovers
into the local ecosystem from MNEs to stimulate local
entrepreneurial activities (Spencer et al. 2005; Spencer
2008), evidence on the growth and sustainability of
entrepreneurial ecosystems has been mixed at best
(Haskel et al. 2007; Hill and Mudambi 2010). For
example, some studies (e.g., Spencer 2008; Liu et al.
2009) find that MNEs can inhibit local firms from
creating new businesses. Other studies find that MNEs
may spur the creation of new firms that imitate (Luo
et al. 2011) or become important suppliers to MNEs
global value chains (Hong and Snell 2013). A recent
review comparing international entrepreneurship across
countries notes the differences in the types of local
entrepreneurship underscore the critical importance of
the ecosystems in which these firms are embedded as a
source of this heterogeneity (Terjesesn et al. 2016).
Thus, understanding the factors that influence the dif-
ferences in the development of local entrepreneurship
becomes essential to learning how public policy makers
can encourage the growth of entrepreneurial ecosystems
and stimulate the creation and success of new firms
(Welter 2011; Lerner 2009).

The second way MNES contribute to local entrepre-
neurial ecosystems is by promoting co-specialization.
Spillovers from MNEs can stimulate the creation of
different types of new ventures. These ventures and
MNEs often compete and collaborate, developing
strong symbiotic relationships that determine the quality
and intensity of competition. Over time, local ventures
become important sources of innovations but because of
their resource and capability limitations may not be able
to commercialize on their own. Instead these ventures
may license, sell, or enter alliances with MNES to
commercialize their discoveries. This can be a win-win
proposition for new ventures and MNES. We argue that
the nature of the relationships between these ventures
and MNEs is likely to depend greatly on the nature of
the local entrepreneurial system and its governance.
Early on in the development of that system, MNES are
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likely to hold significant leadership role in shaping the
nature of competition and economic development.

Relatedly, co-specialization within an entrepreneurial
ecosystem manifests itself in yet another way. Local
entrepreneurial companies are often the source of inno-
vative ideas. But they may suffer serious resource lim-
itations. MNEs, with their global reach and deep
pockets, could become great alliance partners with local
ventures and thus succeed in commercializing their
discoveries.

2 Objective and contributions

In this paper, we examine the effect of MNEs’ entry on
the development of local entrepreneurship in an ecosys-
tem in a nation and how this effect might change its
governance over time.1 We recognize that ecosystems
vary in terms of their institutions, legal environments,
populations, and histories and these unique and idiosyn-
cratic qualities are likely to affect the dynamics of
knowledge flows within them and in turn the local
entrepreneurship they can sustain (Audretsch and Link
2016; Corallo et al. 2016; Holmes et al. 2016). Concep-
tually, we offer a model on the role of ecosystem’s
absorptive capacity in fostering local entrepreneurship.
In addition, we also examine key conditions under
which MNEs’ entry translates into breeding different
types of companies pursuing different missions, hence
firm heterogeneity within an ecosystem. Further, we
propose these developments are likely to profoundly
impact the governance of the local ecosystem and its
growth trajectory. In terms of governance, we suggest
that MNEs and local companies are likely to play dif-
ferent roles in governing the ecosystem, ecosystem
governance.

To develop our arguments, we propose that knowl-
edge spillovers from MNEs can influence the availabil-
ity and quality of external knowledge available for local
entrepreneurs to create their new firms. Benefits from
these spillovers, in turn, rest on the absorptive capacity
of the existing ecosystem, as this capacity facilitates
understanding of the external knowledge gained from
MNEs and other sources (Girma 2005; Kim 1997;
Todorova and Durisin 2007). As a result, absorptive

capacity can determine the recognition of different op-
portunities for creating different types of new firms. By
recombining knowledge spillovers with existing local
knowledge local entrepreneurs establish different types
of new companies. We also advance that MNEs entry
forces a change in the dynamics of the ecosystem that
brings about changes in the resources, skills, and knowl-
edge, inducing significantly heterogeneity in the types
of new firms being formed within the local entrepre-
neurial ecosystem. Over time, these companies evolve,
revising their roles and assuming different strategic mis-
sions. Ultimately, these changes encourage the emer-
gence of local entrepreneurial companies that engage
in original innovations which could complement, sub-
stitute, or even challenge those of MNEs. Moreover,
over time, these changes alter the governance of the
ecosystems: MNEs which occupy central leadership
positions early on may have to change places with local
companies that gain greater power status and compe-
tence. As a result, we provide insights into the co-
evolution of new ventures and MNEs and governance
of the entrepreneurial ecosystem.

Our paper contributes to the literature in several
ways. First, it shows how MNEs’ entry can have pro-
found ripple effects on the composition of a country’s
entrepreneurial ecosystem by enabling the birth and
success of new companies (DeGhetto et al. 2015;
Holmes et al. 2016). These companies could be stand-
alone independent ventures or divisions (units or
branches) of existing companies (Zahra and Nambisan
2011). These firms could be replicative or innovative in
their operations, depending on their missions and goals.
Thus, we explain that knowledge spillovers can enrich
the heterogeneity of the types of new ventures being
formed in an ecosystem. Second, we suggest that this
heterogeneity is at the core of the evolution of an eco-
system and its survival and sustainability (Autio and
Thomas 2014; Zahra andWright 2011). By highlighting
firm heterogeneity within an ecosystem, we shift focus
away from merely counting the number to examining
the quality of these new firms. As countries compete to
attract MNEs, they need to promote the formation of
particular types of local new firms that spur economic
development (Dimelis 2005; Parker 2010). Specifically,
by exploring different types of new ventures in an
ecosystem, we highlight the significant differences in
the contributions that various types of new firms can
make to the development of that ecosystem and the
economy as a whole.

1 Throughout this paper, local entrepreneurship refers to domestic
entrepreneurs, both independent and corporate, creating new firms.
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Third, given the potential heterogeneity of new
firms that could be created, we ask: What mix of
innovative and replicative local entrepreneurs will
be sustainable in an ecosystem and under what con-
ditions? We answer this question by considering the
dynamic interplay between MNEs’ knowledge spill-
overs and their effects on the mix of entrepreneurship
within an ecosystem. This is an important issue be-
cause relationships between these different types of
companies determine the direction and pace of an
ecosystem’s evolution and sustainability.

Fourth, we develop theory and advance propositions
related to the sustainability of the various types of new
firms. Our discussion extends research on the co-
evolution between MNEs and local ecosystem based
on experimentation and heterogeneity within and across
local firms (Cantwell et al. 2010). Our presentation
shows that benefits from foreign entry are not automat-
ic—some ecosystems are better positioned to gain from
MNEs’ entry, especially when they possess the requisite
absorptive capacity to benefit from these companies’
knowledge spillovers. The discussion also highlights
the role of local absorptive capacity in capturing and
disseminating knowledge spillovers fromMNEs. It also
suggests that high absorptive capacity does not automat-
ically lead to greater heterogeneity of new firms formed
in an ecosystem. Ecosystems and national economies
differ widely in their respective absorptive capacity
because of their knowledge stocks. While we recognize
that several factors like access to finance, legal institu-
tions, bankruptcy laws, government support, and supply
of talented labor can affect the creation of new ventures,
our focus is on the differences in the types of ventures
created and sustained in the local ecosystem because of
differences in their absorptive capacities.

Further, contrary to the idea that high absorptive
capacity may facilitate and support a heterogeneity of
local entrepreneurship, we advance that an ecosystem
with high absorptive capacity may be locked in a sub-
optimal imitative entrepreneurship that can stifle efforts
to grow. We also find that even low levels of knowledge
spillovers can infuse heterogeneity in local entrepre-
neurship in ecosystems with low absorptive capacity,
potentially stimulating more productive forms of entre-
preneurship. Consequently, we highlight the differential
effects of MNEs’ knowledge spillovers on an economy
and the need to examine the negative impact of absorp-
tive capacity, an issue that has been overlooked in prior
research.

Fifth, we advance discussions on ecosystem gover-
nance by exploring the respective roles of MNES and
local new ventures and how these roles might change
with the evolution of changes in the capabilities of local
ventures. We highlight mutual learning and adaptation
between MNEs and local firms as key mechanisms that
explain these changes.We define ecosystem governance
to embody the structures that rules facilitate, guide, and
govern the activities of different players within an eco-
system and ensure their effective functioning.

Given our focus on how conditions in a particular
ecosystem may shape the heterogeneity of new ventures
established in an ecosystem, we will first discuss the
relevance of the concept of absorptive capacity of the
ecosystem for various types of local entrepreneurs.
Next, we will consider how local absorptive capacity
influences the potential mix of new firms and its impli-
cation for MNEs. We then develop theory on the het-
erogeneity of new ventures in an ecosystem—under
different conditions. Next, we will highlight key condi-
tions that may lock-in the local ecosystem to a particular
type of entrepreneurship, affecting the governance of the
existing ecosystem. Finally, we present the implications
of our paper for practices and theory development with a
particular focus on ecosystem governance.

3 Absorptive capacity and sustainability in an
entrepreneurial ecosystem

There is a growing recognition among policy makers
that deliberate action is necessary to develop and invig-
orate local entrepreneurial ecosystems. Often these eco-
systems are fragmented and their structures do not allow
for cooperation across organizational boundaries. In
some cases, this is the result of historical events that
might inhibited collaboration. Poor education and in-
vestment in technological upgrade might also contribute
to this condition. Dominance of a few local players
competing on local resources and knowledge might
stifle the entry of new competitors. Relationships in
existing networks may stifle entry. Worse, incentives
may reduce willingness to engage in entrepreneurship.
For example, IP laws may be obsolete or even non-
existent. Corruption may make it hard to get legal per-
mits to create new companies. Poor infrastructure could
also contribute to low rates of entrepreneurship. In some
countries, poor economic conditions and low levels of
technological conditions add to the monumental
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difficulties entrepreneurs face in create companies. Uni-
versities and research institutes are also poorly orga-
nized and staffed, generating graduates with limited
and even dated skills. Understandably, public policies
seeking to reverse these conditions need to invest in
creating and diffusing new knowledge.

Creation of new knowledge could be achieved by
developing new institutions tasked with this goal. This
is a task that takes time and significant resources. To
expedite access to new knowledge, public policy
makers often seek the entry of MNEs. This entry serves
multiple related purposes. First it creates new jobs.
Second, it introduces new technology and innovative
management and marketing techniques needed to devel-
op the local economy. Third, it brings in new knowl-
edge—technical otherwise that can help promote inno-
vation and discovery—often offering a foundation for
new venture creation as we will argue shortly. Fourth
and relatedly, foreign entry encourages co-specialization
where local companies and MNEs can build on their
own respective advantages and create wealth. As the
relationship between these two sets of actors’ changes,
they are likely to assume different roles that in turn
influence the way with which the ecosystem is
governed.

Over the past decade, many MNEs have expanded
their operations by entering newmarkets where they can
capitalize on the opportunities for growth and profits,
gain access to resources, and benefit from the incentives
offered by local governments (Globerman and Shapiro
1999; Meyer et al. 2009). Countries have offered great
incentives for MNEs to enter their markets in the hopes
of acquiring innovative technologies and modern man-
agerial practices. MNEs’ expansion has been driven by
their desire for greater profitability and growth. In fact, a
key source of MNEs’ advantage lies in their ability to
create and accumulate knowledge that they could use to
innovate and gain a competitive advantage (Frost 2001;
Gupta and Govindarajan 1991; Singh 2007; Spencer
2008). Knowledge, a strategic asset in global markets,
determines the effects of competitive rivalry between
companies (Helfat 1997), and innovation ecosystems.
MNEs often attain competitive advantages by investing
heavily in R&D activities which they increasingly dis-
perse around the globe to gain access to scientific and
technological discoveries (Ricart et al. 2004). To suc-
ceed, MNEs often seek additional knowledge especially
about the local economies (Frost 2001; Grant 1996) by
developing alliances, acquiring innovative firms, and

joining research consortia (Kim 1997; Almeida et al.
2002). These activities enable MNEs to replenish their
knowledge base and keep it current. New knowledge
may be captured and diffused within MNEs’ own intra-
organizational networks, often spurring innovation
(Birkinshaw 2004). This quest for resources, knowl-
edge, and opportunities shapes MNEs’ interactions with
local companies, affecting the governance of the
ecosystem.

4 MNE entry and knowledge spillovers

As noted, policy makers believe MNEs play an impor-
tant role in infusing new knowledge, skills, and re-
sources into existing local innovation ecosystems. This
infusion can stimulate entrepreneurial activities. MNEs
usually seek to capitalize on the knowledge in their local
context, learn rules of competition, or obtain favorable
business positions through innovation. MNEs also con-
tribute to knowledge spillovers (Spencer et al. 2005)
through their transactions with other players in the eco-
system and through employee mobility. Local entrepre-
neurs also get exposed to MNEs’ technologies, business
models, organizational skills, competitive strategies,
and marketing prowess (Blomström and Kokko 1998).
MNEs also demonstrate the validity of unexploited but
valuable opportunities in the ecosystem. These activities
often draw the attention of local entrepreneurs to prom-
ising opportunities while legitimizing those activities
associated with new firm creation.

Knowledge spillovers from MNEs could be deliber-
ate, as happens when there is a policy to deliberately
transfer technology to local operations. However, these
spillovers could be unintentional, occurring in the
course of natural transactions with other stakeholders
or through employee mobility. Some of these spillovers
embody tacit knowledge as happens with learning that
occurs through experience. Other spillovers embody
more codified and explicit knowledge, such as knowl-
edge related to policies and procedures. These different
types of knowledge often become a source of ideas for
opportunities for new firm creation and subsequent
growth.

Entrepreneurs embedded in a local ecosystem often
develop tacit knowledge and rich insights as to how to
capture and use MNEs’ knowledge spillovers as they
explore opportunities to found new firms (Acs et al.
2008). Vicarious learning enables local entrepreneurs
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to enrich and expand their firms’ knowledge bases
(Zahra et al. 2000). It also helps these entrepreneurs to
identify viable business opportunities, innovative busi-
ness models, and effective organizational skills in an
ecosystem. The organizational learning theory suggests
that recipients of knowledge need to have the requisite
absorptive capacity—i.e., the ability of the ecosystem to
facilitate the recognition, acquiring, understanding, as-
similation, and exploitation of externally generated
knowledge flows (Cohen and Levinthal 1990; Zahra
and George 2002). This capacity is usually determined
by the configuration and dissemination of knowledge in
a given ecosystem which, in turn, is shaped by prior
investments in R&D, employment of scientists and en-
gineers, and the level of technical literacy and expertise
of its human capital (Kim 1997; Todorova and Durisin
2007). The absorptive capacity of an ecosystem can
facilitate (or impede) understanding of the knowledge
local entrepreneurs gain from MNEs and other sources
(Girma 2005; Kim 1997; Todorova and Durisin 2007).
In turn, this facilitates the recognition of different op-
portunities for creating different types of new firms
locally. Local firms may vary in their ability to benefit
from external knowledge spillovers but an ecosystem’s
ability to nurture and sustain such activities depends
greatly on how knowledge is configured and dissemi-
nated in the ecosystem.

At the ecosystem level, absorptive capacity denotes
the aggregate knowledge different stakeholders have,
exchange, share, and apply. As such, it has distinct but
complementary components (Zahra and George 2002).
These include the following: Bacquisition^ which is
concerned with prior knowledge and prior investments;
Bassimilation^ which focuses on the interpretation of
new knowledge; Btransformation^ which centers on
internalization of new knowledge; and Bexploitation^
which is concerned with application of incoming, exter-
nal knowledge. Given that the ecosystem provides the
context in which entrepreneurs make their decisions,
each of these dimensions can influence the type and
quality of knowledge available for local entrepreneur-
ship. For example, local entrepreneurs may identify
different opportunities within their ecosystem because
they differ in their ability to assimilate external knowl-
edge (Girma and Wakelin 2000) or how they interpret
this knowledge.

Different ecosystems that exist within the same coun-
try also accumulate different types of knowledge be-
cause of historical factors, prior investments in

knowledge creating activities, and unique national sys-
tems of innovation (Acs et al. 2014; North 1990; Wu
et al. 2016). National institutional environments also
differ (Spencer et al. 2005), further magnifying the
potential differences in assimilating external knowledge
spillovers. Consequently, different ecosystems would
have potentially different levels of absorptive capacity,
containing different types of knowledge.

Given that different ecosystems offer different ways
for gaining, assimilating, and exploiting knowledge, this
may cause variability in the levels of knowledge sharing
and diffusion within and across ecosystems (Kenney
and Florida 1994; Martinkenaite and Breunig 2016;
Roberts 2015). Some ecosystems are characterized by
high absorptive capacity, as often occurs when they
contain multiple clusters of high technology firms and
technology parks. Areas within an ecosystem with low
absorptive capacity typically have dated and archaic
institutions, poorly trained personnel, and decaying in-
frastructures that limit knowledge acquisition, assimila-
tion, sharing, and exploitation. High absorptive capacity
promotes knowledge assimilation and makes exploita-
tion easier and faster, enabling entrepreneurs within the
ecosystem to spot and exploit opportunities for new firm
creation. This expectation is consistent with learning
theory that suggests the effect of spillovers is greater
for areas that have lesser technology gaps between
MNEs and existing local firms (Girma and Wakelin
2000). In ecosystems with high absorptive capacity,
the overlap in knowledge is greater and therefore can
increase and expedite knowledge assimilation and use
(Zander and Kogut 1995). Entrepreneurs embedded in
high absorptive capacity ecosystems are likely to show
greater ability in understanding, assimilating, and using
knowledge spillovers (McKeon et al. 2004; Singh
2007).

Though MNE’s knowledge spillovers can influence
an ecosystem based on the local absorptive capacity, the
heterogeneity of local entrepreneurship may in turn
influence these MNEs’ strategies. This interplay be-
tweenMNEs and the existing mix of local entrepreneurs
has influence the growth and trajectories of ecosystems
(and indeed national) development. In a given ecosys-
tem, MNEs may be more accommodating and even
become strategic allies for local entrepreneurs who com-
plement their capabilities. However, MNEs may be-
come wary of local entrepreneurs who could evolve into
potential competitors. The breadth and amount of spill-
overs between local entrepreneurs and MNEs operating

442 N. Bhawe, S. A. Zahra



in the same ecosystem depends on their competitive
relationship. In turn, the extent and nature of knowledge
spillovers emanating from MNEs can profoundly influ-
ence the different activities local entrepreneurs may
undertake within an ecosystem.

The activities entrepreneurs undertake in an ecosys-
tem frequently change the configuration of that ecosys-
tem, allowing it to support and sustain many different
types of new firms. This is important, albeit less under-
stood, aspect of economic development (Terjesesn et al.
2016; Lerner 2009). Ecosystems that support greater
heterogeneity of entrepreneurial activities are vibrant,
dynamic, and responsive to changes in global business
environment. A lack of heterogeneity cannot buffer
firms against changes in technology or customer tastes.
Furthermore, the heterogeneity of local entrepreneurial
activities can promote the exchange of diverse knowl-
edge that advance novel and innovative ideas across
fields (Yayavaram and Ahuja 2008). The many failed
attempts to develop entrepreneurial ecosystems by
harnessing MNEs across the world bear testimony on
the importance of having a wide range of heterogeneous
entrepreneurial activities in different parts of the nation-
al economy. Underscoring this point, Lerner (2009)
compares Malaysia’s attempt at singularly focusing on
bio-technology in 2005 with their BioValley complex
with Singapore’s Biopolis developed in 2004 with wide
range of supporting industries. A large ecosystem capa-
ble of supporting diverse entrepreneurial activities is
often touted as the key in advancing economic develop-
ment of Singapore vis other nations like Jamaica that
initially started out at the same level (Lerner 2009;
Dunning and Lundan 2008). Jamaica and Singapore
have similar levels of entrepreneurial activity but while
Singapore sports a vibrant ecosystem with diverse high
technology firms in multiple sectors (Baumol 2010;
Dunning and Lundan 2008); Jamaican entrepreneurship
is mostly based on ancillary and subsistence ventures
(Blavy 2006).

4.1 Heterogeneity in new firm types
within the entrepreneurial ecosystem

Our discussion illustrates the heterogeneity of knowl-
edge in an ecosystem and the fact that local firms could
benefit differently from that knowledge differently. This
is especially the case with knowledge to be gained from
MNEs’ entry. This knowledge could fuel different types
of entrepreneurial activities. For analytical purposes, we

focus on four broad types2 for local entrepreneurship
within a given ecosystem: (1) Stable replicators: those
entrepreneurs who predominantly imitate without con-
tributing new knowledge; (2) Stable innovators: those
entrepreneurs who develop new local innovations that
contribute new knowledge to the local market; (3) Par-
tial replicators: those entrepreneurs who usually develop
imitative products but may contribute innovations occa-
sionally; and (4) Partial innovators: those entrepreneurs
who develop new innovations but may occasionally
develop imitative products. Below we show how these
four types of local entrepreneurs change as they co-
evolve with MNEs.

Local firms within an ecosystem can change over
time from being replicators to innovators as the benefits
and gains to different types of entrepreneurshipmay also
change over time. For instance, local replicators may
need to customize their products and services for a niche
market, scale their products as their market grows, or
differentiate their products from other competitors.
These changes may be small and subtle but over time
they can lead to the evolution of more sophisticated
innovative firms within an ecosystem. Likewise, inno-
vators can become replicators over time as they gain
legitimacy by copying MNEs products and processes,
improve product offering and quality, or use the infra-
structure already developed byMNEs. Though the exact
mechanisms through which local new firms within an
ecosystem might evolve could vary in each case, they
redefine their business concepts and missions (Bhidé
2000), shifting from one type to another and taking
advantage of prevailing conditions.

As noted, the level of knowledge assimilation and
utilization depends on the overall absorptive capacity of
the local ecosystem. While local entrepreneurs can gain
considerably from MNEs’ knowledge spillovers, differ-
ent entrepreneurs can gain differently from these spill-
overs. Different entrepreneurs also interact with and
capture MNEs’ knowledge differently, further influenc-
ing future spillovers from MNEs. These differences
reflect variations in absorptive capacity and the modes

2 While most local entrepreneurs may not fall into either extreme
category of replicative or innovative entrepreneurship, the dichotomy
provides a good handle on understanding variety on a key attribute of
entrepreneurship and there exist many ideas that fit one or the other
category. For example, television, electric bulb, and many others may
be outcomes of innovative entrepreneurship while each successive
model of television may constitute replicative entrepreneurship be-
cause each new product is slightly better, cheaper, and more user-
friendly.
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firms use in exploiting newly acquired knowledge. In
turn, this further stimulates entrepreneurial interest in
MNEs’ spillovers. Thus, not only doMNEs’ knowledge
spillovers impact different local entrepreneurs different-
ly, different types of local entrepreneur also determine
the rate of MNEs’ knowledge spillovers within an eco-
system. Therefore, we highlight a dynamic relationship
between MNEs’ knowledge spillovers and local entre-
preneurship within a given ecosystem. In some cases,
this dynamic relationship can lead to mutually reinforc-
ing cycles that favor a particular type of local entrepre-
neur while in other cases can generate a great deal of
heterogeneity in local entrepreneurship.

Innovations are often idiosyncratic and rely heavily
on prior experience (Shane 2000). They are also path
dependent (Sydow et al. 2009) and often involve multi-
ple factor inputs that makes them socially complex and
causally ambiguous (Alvarez and Busenitz 2001). So-
cial complexity and causal ambiguity can significantly
improve the potential rents innovators may gain as
imitation becomes harder and increasingly inefficient.
The high absorptive capacity of an ecosystem implies
that the causal ambiguity and social complexity associ-
ated with innovations introduced primarily by MNEs
(Alvarez and Busenitz 2001; Boschma and Wenting
2007) may be reduced, potentially leading to rapid
absorption. Entrepreneurs operating within an ecosys-
tem with high absorptive capacity can exploit their
deeper understanding of the technology, process, and
knowledge underlying MNEs’ innovations and quickly
develop replicative products. For example, knowledge
about integrated circuits facilitates easy replication of
the design technology behind a microprocessor and thus
favors replicators with relevant know-how over innova-
tors who have to re-invent the wheel. As such, innova-
tive local entrepreneurs may have less advantage as the
constant stream of the MNE’s innovations erode their
advantages significantly compared to replicative
entrepreneurs.

In an ecosystem with high absorptive capacity,
reductions in causal ambiguity and social complexity
are key sources of innovation rents (Alvarez and
Busenitz 2001). An MNE profits if the advantages
arising from its innovation are not lost through imi-
tation. As discussed earlier, local entrepreneurs can
learn through reverse engineering or analyzing mar-
ket processes and customer responses to better deci-
pher MNEs’ actions. The incenting of local replica-
tive entrepreneurs and the consequent imitation

within an ecosystem may further erode MNEs’ ad-
vantages. Therefore, the high absorptive capacity of
an entrepreneurial ecosystem might paradoxically re-
duce MNEs’ appropriability of their innovations
resulting in relatively short-lived advantages for
MNEs’ innovations. Consequently, the proliferation
of replicative local entrepreneurs in an entrepreneur-
ial ecosystem may encourage MNEs to keep intro-
ducing newer and more innovations, generating
greater spillovers over time. Thus, there is a positive
loop between local replicators and MNE spillovers,
while local innovators may have no systematic effect
on MNEs’ knowledge spillovers.

As just noted, both MNE actions and the choices of
local entrepreneurs affect each other leading to mutual
co-evolution in the ecosystem. These repeated interac-
tions over time between MNEs and local entrepreneurs
within an ecosystem give rise to systematic regularities.
For instance, in ecosystems with high absorptive capac-
ity, a red queen-like competition is likely to emerge
(Barnett and Hansen 1996; Baumol 2010). This may
happen because both MNEs and local entrepreneurs
within a particular ecosystem may get trapped in an
escalating cycle of innovation and imitation, as we have
just presented. The Bred queen^ effect refers to the
relation between two competing agents, such as an
MNE and stable replicator, where both enter something
akin to an Barms race^ in which certain capabilities
escalate to seemingly unnatural proportions. This com-
petitive dynamic has the added effect of reducing the
competitiveness of truly innovative entrepreneurship in
relation to replicative activities within the ecosystem,
further intensifying replicative entrepreneurial entrepre-
neurs. Consequently, MNEs may have to undertake
more innovations to simply retain their existing market
positions. This effect suggests that, regardless of the
actual levels of capabilities both MNEs and local
replicators may attain within a given ecosystem, they
are not likely to change their profits greatly. Both have
to work harder and harder to retain their current posi-
tions. As a result, the positive feedback will become
self-sustaining to the detriment of other forms of local
entrepreneurship within that ecosystem. Over time, in
high absorptive capacity ecosystems, there will be an
escalating dynamic between the MNE and replicative
entrepreneurs leading to the dominance of those repli-
cative entrepreneurship. This can lead to a lock-in of
replicative entrepreneurship, suggesting the following
two propositions:

444 N. Bhawe, S. A. Zahra



Proposition 1: In ecosystems with high absorptive
capacity, when the MNE introduces new innova-
tions into the local ecosystem there will be a lock-in
of replicative local entrepreneurship.
Proposition 2: In ecosystems with high absorptive
capacity, MNEs will introduce greater numbers of
innovations when the local ecosystem is dominated
by replicative entrepreneurship.

Even though MNEs cannot fully control knowledge
spillovers to the local ecosystem, they may use several
techniques to manage the fallout of these spillovers.
These techniques include strategically organizing their
R&D activities, maintaining technology control on stan-
dards, and co-opting local entrepreneurs in the emerging
economy (Marquis and Raynard 2015). These actions
often raise the costs for replicative entrepreneurship
relative to genuine innovations by reducing the knowl-
edge available for local entrepreneurs to copy. When
MNEs regulate their knowledge flows by capping the
innovations introduced in the local ecosystem, there is
no significant advantage for either replicative or inno-
vative entrepreneurship. Thus, when spillovers are un-
der check, there is no preference for any particular form
of entrepreneurship to dominate the ecosystem. Thus,
entrepreneurs who switch between replicative and inno-
vative approaches based on a given condition will tend
to do much better. This indicates greater heterogeneity
in local entrepreneurship within a given ecosystem
when knowledge flows from MNEs’ innovations are
regulated. These observations suggest the following
proposition:

Proposition 3: In ecosystems with high absorptive
capacity, when the MNE does not introduce inno-
vations in the local ecosystem there will be greater
heterogeneity in local entrepreneurship.

Conversely, in ecosystems with low absorptive ca-
pacity, the potential gains from MNEs’ knowledge
flows are likely to be minimal and innovations may
remain imperfectly imitable for a long time. This endur-
ing effect occurs because low absorptive capacity makes
knowledge flows harder to diffuse, translate or use. The
causal ambiguity and social complexity associated with
host economy MNEs’ innovations are harder to repli-
cate in low absorptive capacity regions of an ecosystem
and they undergird the value generated from MNEs’
innovations. The difficulties encountered in using

knowledge spillovers can enhance the advantages of
MNEs’ innovations by making replicative entrepreneur-
ship harder to achieve. Yet, if local entrepreneurs pursue
innovation, their gains also last longer before they are
competed away by MNEs or other entrepreneurs oper-
ating within the ecosystem. These gains are also less
affected by MNEs’ knowledge spillovers as entrepre-
neurs do not rely on MNEs spillovers for developing
their products and/or services.

MNEs that compete under such conditions can man-
age their knowledge spillovers strategically by develop-
ing relationships with local entrepreneurs in close prox-
imity in an ecosystem based on cooperation, trust, and
openness that facilitate the transfer of codified knowl-
edge (Saxenian 1994). MNEs who cooperate with local
entrepreneurs are less likely to be affected by replicators
who come out with cheap substitutes. Consequently,
unlike high absorptive capacity ecosystems, local
replicators do not have significant impact on MNEs’
spillover strategies. Yet, innovative local entrepreneurs
plugged into MNEs’ value chain can help these MNEs
improve efficiency, develop better products, lower pro-
duction costs, and shorten lead times (Clark 1989). Such
co-dependence in product development often translates
into co-development of knowledge by domestic firms
and foreign MNEs within an ecosystem (Finegold
1999), where foreign MNEs and local entrepreneurs
upgrade their respective knowledge, capacities, and
skills. These engagements are likely to vary based on
local competitive conditions. For example, in the
brewing industry, where a global product (i.e., beer) is
constrained by local tastes, MNEs generally view
existing local firms as potential sources of complemen-
tary capabilities and local innovations. As local innova-
tors increase in numbers, they often reduce MNEs’
knowledge spillovers as they become the source of
innovation for the MNEs.

Over time, an ecosystem stabilizes more towards
innovative entrepreneurship, especially when MNEs
form alliances with local innovators to gain strategic
advantages in speed, access to resources, and overcome
liabilities of foreignness (Dyer and Singh 1998). These
relationships last while MNEs control the type and
quality of knowledge spillovers, effectively delaying
the emergence of competitors and rivals. When absorp-
tive capacity is low, MNEs may outsource innovations
to local entrepreneurs by co-opting them to develop
intermediate products that are part of MNEs’ value
chain and thus continue to hold monopsony advantages
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(Marquis and Raynard 2015). Thus, for low levels of
spillovers, MNEs can rely on local innovators locking
them into being captive and dependable suppliers for
their value chains.

However, rising knowledge spillovers from MNEs
can level the playing field for replicative entrepreneur-
ship by increasing knowledge flows while reducing the
advantages of local innovation. Though local replicators
may benefit from additional spillovers, the low absorp-
tive capacity of the local ecosystem implies that their
products and services are often inferior copies. Howev-
er, additional spillovers can increase the competitive-
ness of replicative local entrepreneurs as well as inter-
mittently innovative and replicative entrepreneurs’ vis-
a-vis innovative local entrepreneurs fostering heteroge-
neity within an ecosystem. Our discussion underscores
two points: (a) beyond a given threshold, there is no
significant advantage for either replicative or innovative
entrepreneurship within an ecosystem, and (b) hetero-
geneity in local entrepreneurship is likely to be greater
when knowledge flows from MNE innovations are
high. These observations suggest the following two
propositions:

Proposition 4: In ecosystems with low absorptive
capacity, when the MNE does not introduce inno-
vations in the local ecosystem there will be a lock-in
of sub-par innovative local entrepreneurship.
Proposition 5: In ecosystems with low absorptive
capacity, when the MNE introduces innovations in
the local ecosystem there will be greater heteroge-
neity in local entrepreneurship.

5 Co-evolutionary processes
within the entrepreneurial ecosystem

In Fig. 1, we summarize our discussion on key contin-
gencies influencing heterogeneity in local entrepreneur-
ship by plotting the relative proportions of different local
entrepreneurs in an ecosystem. Figure 1 shows predicted
changes in the mix of local entrepreneurship as the
spillovers from MNEs change over time. For low ab-
sorptive capacity ecosystems, low levels of spillovers
can significantly increase the proportion of local inno-
vators. The innovative local entrepreneurs that displace
other types of entrepreneurs within an ecosystem are
usually suppliers in the MNEs’ value chains. Yet, higher

levels of an ecosystem’s absorptive capacity favor more
heterogeneity in the types of innovations undertaken
and in the types of firms created. Under these condi-
tions, local new ventures within an ecosystem that dif-
ferentially use innovation and replication do slightly
better than stable innovators or replicators. This trend
is reversed for high absorptive capacity ecosystems.
Thus, low levels of spillovers favor all types of ventures
equally, while high levels of spillovers can lead to red
queen type competition between replicators and MNEs
locking an ecosystem into replicative entrepreneurship.
Figure 1 plots the changes in relative distributions of
local entrepreneurship with respect to MNEs’ knowl-
edge spillovers for different levels of absorptive
capacity.

Table 1 captures the overall relationship between
absorptive capacity and knowledge spillovers on the
heterogeneity of local entrepreneurship in a given eco-
system. Table 1 shows that heterogeneity exists under
contrasting conditions for the same rate of MNE knowl-
edge spillovers. While high knowledge spillovers can
increase heterogeneity for low absorptive capacity eco-
systems, more controlled spillovers can significantly
increase heterogeneity when absorptive capacity is high.
Greater heterogeneity in local entrepreneurship enables
local new firms to develop and diffuse the knowledge
they create more easily, improving the absorptive capac-
ity of their ecosystem.

Improvements in absorptive capacity may encourage
the entry of more entrepreneurs into an ecosystem, some
of whom may have more advanced skills and better
knowledge bases. As a result, over time, existing new
firms might develop more advanced and innovative
ways of organizing and competing increasing knowl-
edge flows, promoting a virtuous cycle in the ecosystem
(Agarwal et al. 2010). When firms continuously incor-
porate new knowledge into their routines, there is a
higher likelihood of the emergence of new entrepreneurs
who exploit broader and perhaps more complex oppor-
tunities. These observations underscore the importance
of heterogeneity in the types of opportunities exploited
by local entrepreneurs. The variability of the opportuni-
ty sets available in a given ecosystem further increases
the heterogeneity of the types of future opportunities to
be exploited, encouraging even greater heterogeneity
among firms in an ecosystem.

In contrast, high profitability for a particular type of
local entrepreneurship may inhibit heterogeneity (Zhu
et al. 2006), potentially trapping entrepreneurs into one
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type of specialized organizing form best suited to
exploiting external knowledge while blinding them to
newer albeit, lower efficiency re-combinations. Conse-
quently, new re-combinations that foster the develop-
ment and survival of new firms are not sustainable
because the other types of entrepreneurship are often
less efficient than the dominant way of organizing even
though they offer the promise of economic progress.
Next, we discuss the implications of our propositions.

6 Discussion

Promoting entrepreneurial ecosystems has become a
key component of the national development strategies
of many countries (Autio et al. 2014; Bruton et al. 2008;
Drexler et al. 2014; Thomas and Autio 2014), such as
India, China, Korea, Japan, USA, and several emerging

economies. It is also a high priority throughout EU
countries (Colins 2016), Canada, Latin America, and
African countries. Other countries (e.g., Singapore)
have made the creation of dynamic, technologically
vibrant innovative ecosystems a national goal. Seeking
to understand the factors that stimulate local entrepre-
neurship, researchers have studied the roles of national
cultures and values, national policies as well as formal
and informal institutions on the propensity of local
entrepreneurs to take risks and create companies
(Hoskisson et al. 2013; Kim et al. 2010). We add to this
body of research by focusing more directly on ecosys-
tems that form the fabric of national economies by
examining the entry of MNEs as a source of knowledge
spillovers that can expedite learning that promotes local
entrepreneurship (Spencer 2008).

Our discussion illustrates how entrepreneurial eco-
systems’ variations in their absorptive capacity can ac-
centuate the heterogeneity observed in the new firms
that local entrepreneurs are likely to create exploiting
MNEs’ knowledge spillovers. These variations reflect
the history, composition, interactions, policies, and in-
stitutions governing these ecosystems (Corallo et al.
2016; Lucarelli et al. 2016). Our discussion capitalizes
on the fact that entrepreneurial ecosystems vary consid-
erably in their knowledge content and patterns of knowl-
edge development and accumulation as well as absorp-
tive capacity. Our discussion illustrates how entrepre-
neurs engage in a process of Bcreative construction^ as

Table 1 Heterogeneity of local entrepreneurship under different
conditions

Condition Low knowledge
spillovers by MNEs

High knowledge
spillovers by MNEs

High
ACAP

Heterogeneity Replicative lock-in
(red queen)

Low
ACAP

Sub-par innovative
lock-in

(symbiotic)

Heterogeneity
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they convert and combine different types of knowledge,
both from their local contexts and MNEs’ knowledge
spillovers, to establish different types of firms (Agarwal
et al. 2010). While the archetypes of new ventures
presented in our study are simplifications of the multi-
tude of ventures that can be created in an ecosystem, our
conceptual contribution lays a foundation for future
empirical work that explores the consequences of FDI
for the evolution of local entrepreneurial ecosystems.

Our paper contributes to the literature on entrepre-
neurial ecosystems and their governance in several
ways. Notably, a key insight from our analyses relates
to the negative effect of increased local absorptive ca-
pacity within an entrepreneurial ecosystem (den Bosch
et al. 1999, p. 565). Though some scholars have noted
the diminishing returns of higher absorptive capacity for
learning and efficiency of innovation, they have empha-
sized information processing and competency traps
(Christensen 1997). In the context of FDI, recipient
countries and their firms may not fully benefit from
incoming external knowledge because of faulty or slow
information processing. Further, firms may be
blindsided to new radical ideas because high absorptive
capacity leads them to reinforce and invest in the prior
knowledge which they already have, even when this
knowledge is outdated. Our discussion highlights anoth-
er mechanism through which absorptive capacity may
hinder the recognition of new opportunities within an
ecosystem, one that is not related to the myopia of
learning (den Bosch et al. 1999). Instead, high absorp-
tive capacity can undermine causal ambiguity, a corner-
stone of competitive advantage that safeguards the po-
tential value to be appropriated by innovators. We pro-
pose that ecosystems high in absorptive capacity may
even promote imitation by reducing causal ambiguity
that often limits the copying of new products and ideas.
Increased imitation, in turn, can lower entrepreneurs’
incentives for undertaking original innovation that leads
to the creation of different types of new firms.

Thus, high absorptive capacity may have some neg-
ative implications for an entrepreneurial ecosystem by
increasing the likelihood of imitation and promoting
(and sometimes perpetuating) replicative entrepreneur-
ship. As local entrepreneurs proceed to use the knowl-
edge gained fromMNEs to build and expand their firms,
over time, these entrepreneurs may favor external
knowledge sourcing and environmental scanning for
new ideas over investing in original internal R&D.
Hence, an ecosystem’s high absorptive capacity may

encourage new firms to orient themselves to seek exter-
nal knowledge (Boschma and Wenting 2007) while
reducing their internal R&D activities. This focus can
promote replicative entrepreneurship, potentially
handicapping the evolution of radically innovative com-
panies that pursue bigger opportunities that enhance the
development of national entrepreneurial ecosystems.

The proliferation of replicative entrepreneurs in a
given ecosystem can also encourage MNEs to increase
their innovations, generating additional knowledge
spillovers in that ecosystem. Unless there are institution-
al mechanisms to slow downMNEs’ rapid introductions
of innovations and their quick absorption and replication
by local entrepreneurs, the escalating cycle of innova-
tion followed by greater replicative entrepreneurship
can lead to a red queen-like competition. In this case,
continuous co-evolution keeps MNEs and local entre-
preneurs at relatively similar levels of competitiveness.

Our work also adds to the literature on co-evolution
betweenMNEs and local firms by studying the dynamic
interplay between MNE knowledge spillovers and local
entrepreneurship in a given entrepreneurial ecosystem.
We observe that MNEs may benefit from establishing
and maintaining a co-evolving network with local en-
trepreneurs through effective knowledge management.
Working collaboratively with local innovators can stim-
ulate and expedite MNEs’ capability building activities
that could be subsequently diffused in other markets
(Almeida and Phene 2004). Even though it might be
advantageous for MNEs to promote innovative local
entrepreneurs, their closeness to MNEs might make it
difficult for them to grow and be sustainable. Close ties
with MNEs might stifle the emergence of local compet-
itors and lock an ecosystem into being an innovative
complement to these MNEs. Still, the rise of competing
local entrepreneurs who benefit from knowledge spill-
overs might be worrisome for MNEs operating in an
ecosystem (Parker 2010), prompting MNEs to change
their strategies (Marquis and Raynard 2015) by depress-
ing their knowledge flows. With high absorptive capac-
ity, competing replicative entrepreneurs may instead
propel a Bred queen^ situation by escalating competition
with MNEs in select areas within the ecosystem, possi-
bly reducing the heterogeneity of new firms and thus
increasing the lock-in to replicative entrepreneurship.
These forces can handicap the development and sustain-
ability of a viable and growing ecosystem. Still, suggest
that the co-evolution of MNEs and their interactions
with local entrepreneurs induce heterogeneity in new
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firms, creating different paths of resource accumulation
that further accentuate firm heterogeneity. These inter-
actions are crucial to knowledge diffusion and subse-
quent use to create new firms (Lucarelli et al. 2016).

Our discussion highlights three key implications for
ecosystem governance. First, the co-specialization that
develops between local firms andMNEs early on affects
the leadership of these ecosystems. Early on, MNEs
have the organizational skills and resources to assume
leadership. Later as local companies become more pro-
ficient they could share leadership with (or even replace)
MNEs. The speed of this change is determined by the
nature of interactions that occur among these firms,
speed of learning by local companies, and policies
enacted by policy makers. The foundations of co-
specialization are likely to change as well, further
influencing patterns of ecosystem leadership. Second,
only truly innovative local companies are best posi-
tioned to rise to leadership within the ecosystems be-
cause of their social and political capital; these compa-
nies are likely to build strong connections with policy
makers who are likely to see them as crucial symbols of
national progress. These companies are also likely to
develop business models that reflect their local contexts,
serving as role models for other local entrepreneurs.
Third, the structure and rules guiding and shaping the
ecosystem are likely to undergo significant changes as
firms learn, adapt, and grow. Policy makers also learn
how, where, and when to effect change in the ecosystem.
These changes, in turn, have serious implications for the
future entry of additional MNEs and the ongoing cycle
of co-creation that occurs in the local entrepreneurial
ecosystem,

6.1 Policy and managerial implications

Our discussion makes clear that the continuous co-
evolution of MNEs and local new firms within an eco-
system creates conditions that favor replicative entrepre-
neurship in high absorptive capacity ecosystems. How-
ever, heterogeneity in local entrepreneurshipmay enable
the ecosystem to withstand shocks while generating new
knowledge resulting in local spillovers in many different
areas (Praag and Versloot 2007). To increase heteroge-
neity in local entrepreneurial activities within particular
ecosystems, policy makers need to proactively develop
and enforce policies that stem the erosion of value from
innovators while encouraging knowledge spillovers
(Parker 2010). This balance may be difficult to achieve

because entrenched local entrepreneurs may attempt to
cement their relationships with government officials,
local suppliers and consumers, and other stakeholders
in the ecosystem (Haskel et al. 2007). Hence, there is a
need to pursue public policies that promote local entre-
preneurship while enacting other policies to limit a lock-
in of replicative entrepreneurship within an ecosystem.

One of our contributions is highlighting the hetero-
geneity of new firms being created in an ecosystem.
This is important because different types of ventures
within an ecosystem capitalize on distinct opportunities,
resources, and skills. The fact that these new firmsmight
compete differently and even evolve at different rates
underscores the need for care among policy makers.
They need to create the right incentives that encourage
the emergence of the desired types of new firms. These
incentives could promote the creation of high potential,
high growth new firms that can employ a large number
of people, fill voids in a country’s skill base, and achieve
growth that facilitates resource accumulation (Holmes
et al. 2016). Both innovative and replicative ventures
contribute to the sustainability of an entrepreneurial
ecosystem, one providing the engine and stimulus while
the other enhancing productivity and growth. These
benefits, in turn, can foster the creation of the next
generation of entrepreneurial firms in a given ecosys-
tem, enhancing its sustainability. Besides motivating
entrepreneurs to establish certain types of new firms,
policy makers need to manage the portfolio of these
firms in ways that enhance the growth of an ecosystem.

6.2 Implications for theory and future research

Our discussion indicates that entrepreneurs integrate and
combine different types of knowledge flowing from
MNEs to develop different types of local new firms.
For analytical simplicity, we have focused on two ex-
treme types of local entrepreneurship and their variants:
replicative and innovative. Of course, other types of new
firms might emerge as a result of the interaction of
MNEs’ knowledge flows and absorptive capacity in an
ecosystem. Documenting other types may require us to
separate different types of knowledge spillovers, as
Spencer (2008) suggests. Further, different types of
new ventures may interact with each other differently,
competing, collaborating, learning, and morphing. We
need to examine these processes and how they are likely
to influence the emergence and evolution of local
entrepreneurship.
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Firm creation is a process that entails considerable
learning. In studying entrepreneurial ecosystems, this
learning occurs among MNEs’ managers, entrepre-
neurs, public policy makers, and other stakeholders
(e.g., suppliers). As noted, this learning could influence
the types of new firms being created as well as the
direction and speed of their evolution. Hence, re-
searchers need to study these issues to explain the emer-
gence and subsequent evolution of new firms in an
ecosystem. It would be especially useful to determine
which new firm types remain unchanged vs. those that
undergomajor changes over time and the conditions that
could influence these changes. The possibility of a Bred
queen^ effect also poses important challenges for future
studies. How real is this effect? How long does it last?
What is its effect on the emergence of different types of
new firms and/or the development of an ecosystem?
How does a nation’s competitive conditions and stage
of development influence the severity, duration, and
impact of the red queen effect? Answering these ques-
tions requires that we identify the conditions under
which an ecosystem is able to avoid this effect in the
first place as well as those conditions that allow it to
break away from this effect.

Other fundamental questions require attention in fu-
ture studies. For instance, we need to know more about
how different ecosystems develop the absorptive capac-
ity necessary to gain the technological, marketing, and
organizational knowledge essential to new firm crea-
tion. Different types of knowledge spillovers from
MNEs may have different trajectories and can have
different temporal and spatial dimensions that should
be considered. For example, different parts of an eco-
system may experience greater dynamism because of
variations in discoveries that provide radically new
knowledges at different times. Further, the geographic
distribution of firms (both local and MNE) might have
implications for the different types of innovations they
undertake and the types of knowledge flows that occur.
These variations can profoundly influence the sustain-
ability of an ecosystem. Ecosystems’ growth trajectories
can also influence the investments that companies and
countries make to promote entrepreneurship. Relatedly,
the different contingencies under which different types
of new firms complement or substitute each other de-
serve future research attention. These contingencies
may also change over time in their intensity and impact
on local entrepreneurship. There may be a path depen-
dent sequence to follow in promoting the creation of

new more capable firms and enhancing growth (Bhawe
et al. 2016).

In this paper, we have treated foreignMNEs’ entry as
an exogenous variable. These MNEs may enter local
ecosystems to learn about new technologies andmarkets
(Penner-Hahn and Shaver 2005), exploit an internaliza-
tion advantage (Hennart 1991), or seek a first-mover
advantage (Khanna et al. 2005). These motivations may
affect the rate of knowledge spillovers in an ecosystem,
suggesting a correlation between MNEs’ entry choice
and its knowledge spillovers. For example, MNEs en-
tering high absorptive capacity ecosystems may want to
learn and incorporate new technologies. Further, in the
process of locally embedding themselves (Frost 2001),
these MNEs may indirectly spillover their knowledge
into the local ecosystem. Future studies need to explore
how MNEs embed themselves within their local entre-
preneurial ecosystem.

Future researchers should also consider the compo-
sition and governance of entrepreneurial ecosystems as
well as the changes that occur in them over time and the
factors that drive these changes. Our discussion hints to
the changes in governance because of the emergence of
local innovative ventures that become increasingly ad-
ept at working with and even challenging MNES. In a
broader sense, the competitive dynamics and patters of
collaboration and competition that unfold within an
ecosystem can shape its governance. These dynamics
could also alter the social structure (e.g., networks) that
undergirds the ecosystem. They can also redefine the
boundaries of a given ecosystem. Relatedly, the evolu-
tion of different local firms could also revise patterns of
co-specialization between MNEs and local firms, fur-
ther highlighting the need to reconsider governance
mechanisms within the ecosystem. Moreover, our dis-
cussion suggests that policy makers (very much like the
companies they monitor) learn by doing, affecting their
views of the right mix of policy initiatives that could
guide the next stages of the ecosystem’s evolution.

7 Conclusion

Entrepreneurship is a powerful engine of national eco-
nomic, technological, and social growth. To catch up
with rapid technological advances and foster the crea-
tion of their own industries, some countries have
adopted policies and incentive programs that encourage
the entry of foreign MNEs, aiming to learn from them.
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This paper suggests that the knowledge spillovers
gained from these MNEs can induce different local
entrepreneurial activities, but much depends on the ab-
sorptive capacity of the recipient ecosystems. It also
suggests that replicative entrepreneurship may predom-
inate even when an economy has high absorptive ca-
pacity while low absorptive capacity ecosystems may
favor innovative entrepreneurship. Our discussion also
highlights the contributions of foreign MNEs’ entry and
the perils associated with absorptive capacity in causing
lock-ins and perpetuating the Bred queen^ type of com-
petition within an ecosystem. These factors can limit the
emergence and growth of new firms that enable the
economic and technological progress many countries
aspire to achieve. Our paper suggests different options
countries can use to avoid this risk while promoting the
emergence and the growth of new firms, thereby revi-
talizing the entrepreneurial ecosystem.
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