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Executive Summary

Background: Sweden is home to over 585 000 small and medium-sized enterprises, with the bulk of
those, 555 000 so-called micro-enterprises. Although many of these enterprises either can’t or won't
grow larger than their current size, many of these small businesses will grow to generate sources of
revenue, innovation and employment. Countries across the globe have focussed on policies that
create an environment conducive to this growth, especially in areas in which countries have a large
number of existing micro-enterprises that can be encouraged to grow and expand.

Clusters and Networks: Studies have shown that the presence of a cluster increases new business
registration and positive attitudes towards entrepreneurship in a region, but encouraging cluster
development is just part of the puzzle. Much of the focus of this endeavour has been on creating
infrastructure and institutions that support this growth. However numerous academics have noted
that often this is not enough; that there’s “something in the air” that also drives innovation. This
“something in the air” is also called the network effect, with both strong and weak ties connecting
individuals, thus causing information and knowledge, both tacit and explicit, to be shared. Studies of
rural Scotland, Germany and Sweden show that an extensive and, where needed, deep social network
can increase the number of entrepreneurial ventures within that network, as well as improving their
chances of longer term success.

International Examples: In Silicon Valley, Silicon Roundabout, Tel Aviv and Berlin, these networks are
used for various purposes. Silicon Valley is seen as the benchmark, where established mentorship and
other networks drive investment and entrepreneurship. In Israel, for instance, social networks formed
during the army are of vital importance for doing business as individuals see each other under tough
circumstances and thus can ascertain others’ work ethics and abilities. In London, networks have been
used to grow the cluster, but entrepreneurs still suffer from a lack of mentorship and are somewhat
risk averse; studies have shown that a strong network can support risk-taking and mentorship can
teach new entrepreneurs new skills and help them succeed. In Berlin, the central cluster has become
a focus of the German government’s attention because of its regional presence; however it too suffers
from network-deficit problems, including lack of mentorship and lack of venture capital investment.

Network Uses: Through both strong and weak ties, networks cause an increase in collaboration,
encourage knowledge sharing, prompt innovation and build capacity. This sharing of knowledge is
driven in part by other entrepreneurs but also relies on larger networks that include government
actors, experiences businesspeople, universities and investors. Places where there are established
networks also boast high levels of competition, learning and trust; things which are conducive to a
strong entrepreneurial environment and individual startups’ success.

Stockholm: Stockholm is fortunate to already have an existing cluster of actors in the ICT sectors,
including big business and small startups. Moreover, there are some existing networks in places,
including among investors and entrepreneurs, as well as an international business mindset. However,
more could be done in this area and such networks could be used to solve social as well as
entrepreneurial problems, especially social problems like skills development and housing that affect
the entrepreneurial population too.

Role of an ICT Campus: Thus, the role of an ICT campus in Stockholm is carved out: it could help to
better co-ordinate existing actors and networks, provide a regional hub for global and national
attention as well as facilitate that “something in the air” that drives innovation, prompting information
sharing, legitimacy-building and network-based support for ICT entrepreneurs in the Stockholm region
and surrounds.



Introduction

In the European Union, 23 million SMEs (small-to-medium enterprises)! account for more than 98
percent of businesses and have provided two-thirds of the total private employment and contribute
around two thirds of value added to countries’ national economies. In Sweden, although the statistics
for SMEs in general are roughly the same as the rest of the EU, micro enterprises, of which some are
startups, account for a larger share of the total number of SMEs in the country. This suggests that
although encouraging SME growth in general in Sweden is important, the addition of more micro-
enterprises — or growth of existing ones — is likely to ensure the good health and robustness of the
Swedish economy.

Number of Enterprises Number of Employees Value Added
Sweden EU27 Sweden EU27 Sweden EU27
Number | Share Share Number | Share Share I?l?r Share Share

Micro 554.202 | 94,5% | 92,1% | 709.499 | 24,6% | 29,8% | 38 | 20,6% | 21,6%

Small 26.707 4,6% 6,6% 619.007 | 21,4% | 20,4% | 34 | 18,4% | 18,9%
M:it‘::.;m- 4.712 0,8% 1,1% 526.768 | 18,2% | 16,8% | 33 | 17,7% | 17,9%

SMEs 585.621 | 99,8% | 99,8% | 1.855.274 | 64,2% | 66,9% | 106 | 56,8% | 58,4%

Large 987 0,2% 0,2% | 1.033.556 | 35,8% | 33,1% | 81 | 43,2% | 41,6%

Total 586.608 | 100,0% | 100,0% | 2.888.830 | 100,0% | 100,0% | 187 | 100,0% | 100,0%

Number of Enterprises, employees and value added, by venture size, in Sweden (Source: Small
Business Act Fact Sheet Sweden, 2010/2011)?

The 2013 Global Innovation Index points out that specific competencies, including scientific and
technical knowledge, entrepreneurial capabilities and finance tend to be concentrated in “hotspots”,
with Research and Development (R&D) and patenting concentrated in a few OECD countries. Indeed,
the OECD estimates that 10 percent of OECD regions account for 30 percent of the total OECD R&D
expenditure and 50 percent of the organisation’s total patent applications.?

The notion of a national system of innovation was developed in the 1980s by Freeman and Lundvall,*
who argued that flows of information and technology among people, enterprises and institutions was
key to the innovative process. The importance of regional innovation systems were also recognised
by the OECD in a 1997 report on national systems of innovation.® According to the European Regional

1The EU defines small and medium-sized enterprises (SMEs) as companies with fewer than 250 employees and which are
independent from larger companies. In addition, they have an annual turnover up to €50 million or an annual balance
sheet up to €43 million.

2 http://ec.europa.eu/enterprise/policies/sme/facts-figures-analysis/performance-review/files/countries-sheets/2010-
2011/sweden_en.pdf

3 OECD (Organisation for Economic Co-operation and Development). 2011. Regions at a Glance 2011. Paris: OECD.

4 Freeman, C. 1987. Technology and Economic Performance: Lessons from Japan. London: Pinter. and Lundvall, B-A., ed.
1992. National Innovation Systems: Towards a Theory of Innovation and Interactive Learning. London: Pinter.

5 OECD (Organisation for Economic Co-operation and Development). 1997. National Innovation Systems. Paris: OECD



Innovation Scoreboard (RIS), Sweden is considered a European Innovation leader, with Stockholm top
within Sweden.®

In addition to promoting the advancement and integration of ICTs by governments across to globe,
policymakers are also investing significant resources in supporting entrepreneurs and SMEs as they
understand that this is a fundamental driver of innovation, job creation, and economic development.

Past research suggests that although policy-makers cannot directly encourage the growth of small
businesses and entrepreneurship, but they can provide funding incentives and an enabling
environment to smooth the way into entrepreneurship and improve prospects for newly started
businesses. Research suggests that there is a positive relationship between the strength of a country’s
clusters, sometimes referred to as innovation hubs, and competitiveness. For example a study of the
EU 15 found a positive correlation between the number of employees working in strong clusters and
GDP per capita in the country.” Another found that 30 to 40 percent of all employment is in industries
that concentrate, or ‘cluster’, regionally.® As a result, governments across the globe are focusing
efforts on promoting innovation hubs in the hope of improved welfare. Moreover, clusters themselves
have been consistently linked to increased levels of entrepreneurship. Within these clusters, improved
social networks, or the creation of both strong and weak network ties, have been further linked to an
increase in entrepreneurship and improved chances of success for existing entrepreneurs.

The purpose of this report is to explore the potential benefits of having a central ICT hub or campus
in a city, with specific attention paid to whether this leads to an increase in ICT entrepreneurship —
and internet companies.

6 http://ec.europa.eu/enterprise/policies/innovation/files/ris-2012_en.pdf
7 http://www.central2013.eu/fileadmin/user_upload/Downloads/Tools_Resources/Cluster.pdf
8 http://www.central2013.eu/fileadmin/user_upload/Downloads/Tools_Resources/Cluster.pdf



Clusters Networksand Entrepreneurship

Michael Porter, one of the leading academics in the field of economic geography, defines a cluster as
follows:

...geographic concentrations of interconnected companies, specialised suppliers, service
providers, firms in related industries, and associated institutions (for example, universities,
standards agencies, and trade associations) in particular fields that compete but also co-
operate.®

The prevailing wisdom, and result of several studies, has shown that such clusters lead to economic
growth and development in the region. Much of the locus of academic study in this area has been on
how this success came about, in the hope that it can be replicated elsewhere. However, a few
empirical tests of the hypothesis that specialised clusters explain that this hypothesis is widely
generalizable and that these clusters were significant factors leading to the registration of new
companies. Moreover, entrepreneurial activities and positive attitudes more generally were
significantly influenced by the presence of such clusters.

More Businesses and Positive Attitudes

One recent study was done in Romania and based on data from the country’s National Trade Register
around new establishments between June 2011 and May 2012. The author found that specialised
economic activity in a regional area, which could generate cluster-type agglomerations, explained
around 50 percent of new companies’ establishments over the period.*® Although this points to the
fact that clustering does explain all new companies established, at least in Romania, it does highlight
the importance of specialised clusters as a driver of new entrepreneurial ventures.

Another study looks at regional manufacturing and service clusters in Germany from 2000-2002."!
Sternberg and Litzenberger look at manufacturing and service clusters in Germany’s 97 planning
regions and assessed, based on industry data supplied by the German Federal Labour Office and Global
Entrepreneurship Monitor (GEM) data, whether regions in which there were clusters experienced
more entrepreneurial activities'? and had more positive entrepreneurial attitudes® . They found that
the presence of a manufacturing cluster made little significant difference to entrepreneurial activities
or entrepreneurial attitudes, but found that the presence of at least one services cluster in a region
correlated with more entrepreneurial activities and are more favourable entrepreneurial attitudes,
with the difference between clustered and non-clustered areas larger in attitudes than in activities.
The authors suggested that thick labour markets and localised knowledge spillovers were the likely
explanations for the relatively high new firm formation rates in service-based urban agglomerations.

A third study'* looks at the United States over the period 1990-2005 and finds evidence for the
hypothesis that growth in start-up employment increases in the cluster environment surrounding the
region-industry as well as an increase in start-up establishments. Further, they found that strong

9 From Porter, M. The Competitive Advantage of Nations. Harvard Business Review, March-April 1990

10 Reveiu, A. The Geography of Regional Clusters in Romania and Their Importance for Entrepreneurial

Activities, European Regional Science Association conference paper ersal2p1075, 2012

11 Sternberg, R. and Litzenberger,T. Regional Clusters in Germany—their Geography and their Relevance for
Entrepreneurial Activities in European Planning Studies, Vol. 12 (6) September 2004

12 With reference to total entrepreneurial activity, nascent entrepreneurs and new firms registered

13 Measured with reference to whether entrepreneurs thought that there were good opportunities in the region, whether
they thought that their area was a good place to start a business in the next 6 months and whether they thought that they
had the knowledge and skills to start a business in their area.

14 Delgado, M; Porter, DE and Stern, S. Clusters and Entrepreneurship. Centre for Economic Studies Research paper CES 10-
31, September 2010.



clusters correlate with an increase in existing firms establishing themselves in or near the industry
cluster. This is important as the presence of older, established firms also contributes to the start-up
ecosystem, as will be discussed further later. A fourth study shows that the presence of small suppliers
and workers in relevant occupations is associated with a higher level of new business creation.*®

Strong Ties and/eak Ties

One of the salient features of a cluster is not only that it comprises many formally connected
businesses, suppliers and associated institutions, but they are all in close proximity and interact with
one another. Thus, they are likely to form relationships, something that several studies have linked to
an increase in entrepreneurial ventures and more success in those ventures.

Back in 1986, Aldrich and Zimmer'® argued that entrepreneurs are embedded in a social network that
plays a critical role in their entrepreneurial process. More broadly, these social networks are defined
by a sets of individuals or organizations and the linkages between them. These linkages are used for
several things; for information and support as well as to signal competence and skill. Studies have
shown that the right social network provides emotional support for entrepreneurial risk-taking®’
which is thought to enhance persistence to remain in business.'® Moreover, for venture capitalists and
professional service organizations, networks are a means to identify talent networks and obtain
market information.®A number of studies document that entrepreneurs consistently use networks to
getideas and gather information to recognize entrepreneurial opportunities. Indeed, the information
asymmetries involved in assessing risk in an entrepreneurial community often mean that investors
and potential employees turn to their networks for information and advice. One study done by Stuart
et al. found that private biotechnology firms with prominent strategic alliances were able to go public
faster and for higher valuations.?° Moreover, when these relationships occur widely they can signal
the health of the entrepreneurial environment and spur more startup activity.

Two different kinds of ties have been highlighted in the academic literature. The first of these are
strong ties, which are associated with the exchange of fine-grained information and tacit knowledge,
trust-based governance, and join problem-solving.?! The second of these are weak ties, which are said
to link individuals to a larger network and thus provide access to wide-ranging and diverse
information. Although there are benefits in both, strong ties have been shown to be of mixed benefit,
as they sometimes “lock” entrepreneurs into certain behaviours while the importance of weak ties is
emphasised again and again.

One of the cornerstones of these networked relationships is trust, in that information and credibility
is exchanged and both parties expect the other to act in good faith.?? Where the relationships work
well, they can lower transaction costs among entrepreneurs and in startup ecosystems, streamlining

15 Glaeser, E.L., and Kerr, WR. "Local Industrial Conditions and Entrepreneurship: How Much of the Spatial Distribution Can
We Explain?", Journal of Economics and Management Strategy, 18(3), 2009: p623-663.

16 Aldrich, H, Zimmer, C, “Entrepreneurship through social networks” in: Sexton, D.L., Smilor, R.W. (Eds.),

The Art and Science of Entrepreneurship, 1986: p. 3 — 23.

17 Briderl, Josef, and Peter Preisendorfer. "Network support and the success of newly founded business." Small business
economics 10(3), 1998: p213-225.

18 Gimeno, J, Folta, TB, Cooper, AC., Woo, CY. “Survival of the fittest? Entrepreneurial human capital and the persistence of
underperforming firms”, Administrative Science Quarterly, 42, 1997: p750-783.

19 Freeman, J. “Venture capital as an economy of time” In: Leenders, R.Th.A.J., Gabbay, S.M. (Eds.), Corporate

Social Capital and Liability. Kluwer Academic Publishihing, Boston, 1999: p. 460—482.

20 Stuart, TE., Hoang, H and Hybels, R, “Interorganizational endorsements and the performance of entrepreneurial
Ventures”, Administrative Science Quarterly 44 (2), 1999: p315-349.

21 Uzzi, B. Social structure and competition in interfirm networks: the paradox of embeddedness. Adm. Sci.

Q. 42,1997: p35-47.

22 Uzzi, 1997 supra



business, promoting investment and encouraging those with an entrepreneurial idea to turn it into a
business.

There are furthermore several elements around the nature of the social network that facilitate the
exchange of information. First, the larger the network, the more information there is likely to be in it;
second, the closer an actor is to the centre of the network, the easier it will be for that actor to obtain
the information required; finally, the nature of the ties, whether strong or weak, influences the
diversity of the information that an actor can access. Typically, one has few strong ties with a central,
close cluster of contacts — when one includes a wider network of weak ties, however, an entrepreneur
is likely to have wider access to information.?3

However, there are also often holes in networks that limit the transmission of information. These are
called structural holes and academics have shown that those who manage to bridge these holes have
the opportunity to wield power as well as increase exposure to novel information, which may spur
learning and the development of internal capabilities.?* It is our contention that the creation of a
central hub in Stockholm could help fill such holes in the region.

Case studies

Although several studies have been done that look at the effects of strong and weak ties on new
business creation, they tend to be small in scale. This is because mapping a network and looking at
both the structure of the network, the content of the ties and what they actually enable is especially
hard to capture in complex networks. Research on famous clusters’ networks, like Silicon Valley or
Silicon Roundabout, therefore is not comprehensive. Instead, as network variables are easier to
accurately isolate in smaller environments,

Rural entrepreneurship in tHecottish Highlands

Jack and Anderson,?® in a study of rural entrepreneurs in Scotland from 1997 to 1998 found that ties
and experience in the area provided the entrepreneurs with intimate knowledge of the actors and
circumstances of their environment, including through mixing social and professional interactions. The
seven entrepreneurs followed and interviewed multiple times were conducting business in different
areas, including retail, construction, professional services and the hospitality industry.

All of the entrepreneurs interviewed had become embedded in the environment in different ways,
but all had gained local knowledge, credibility and resources through this embeddedness. It is
interesting to note that many of the connections were made through social organisations rather than
professional ones. The net benefit for the entrepreneurs is that they came to understand the local
market place and its requirements, the labour market and business opportunities, as well as the
potential and limitations of local resources. Moreover, the embeddedness in the local community
meant that the entrepreneurs came to be trusted by the community and thus came to gain both
knowledge and trust through these social networks.

23 Granovetter, M. “The strength of weak ties”, American Journal of Sociology 78, 1973: p1360—-1380.

24 MckEvily, B., Zaheer, A. “Bridging ties: a source of firm heterogeneity in competitive capabilities”, Strategic Management
Journal 20, 1999: p1133-1156 and Baum, JAC., Calabrese, T, Silverman, BS, “Don’t go it alone: alliance network
composition and startups’ performance in Canadian biotechnology Strategic Management Journal 21, 2000 267-294.

25 Jack, S L., and Anderson, AR. "The effects of embeddedness on the entrepreneurial process." Journal of business
Venturing 17(5). 2002: 467-487.



High Tehnology entrepreneurship in the Netherlands

Elfring and Hulsink?® focus on the way in which high technology ventures use their personal and
business networks to get started and later create conditions for growth. They interview and profile
members of three firms from the high technology industries of ICT and biotechnology in the
Netherlands and look at how the entrepreneurs used their strong and weak ties to identify
opportunities, leverage resources and obtain legitimacy.

Strong ties were seen as being the most useful in identifying novel technologies and market niches;
one ICT entrepreneur using his university background and specialist knowledge to develop a niche
piece of software, a biotechnology company used its strong ties to get trustworthy feedback on the
potential of a particular opportunity, and the final entrepreneur failed to leverage his strong ties,
which fuelled his venture’s later failure. The ICT entrepreneur further used his weak ties to discover
new opportunities and, through attendance at conferences, made contact with a large set of
corporate accounts to whom he marketed his niche product. In the context of resources, successful
entrepreneurs used their strong ties to obtain low prices, obtain proprietary knowledge and identify
and hire skilled staff. One startup moved to Silicon Valley and, without the benefit of similar networks
there, failed to obtain these resources and ultimately failed. Finally, in the area of legitimacy, close
ties with institutions and individuals who already had cognitive legitimacy, including universities.
However, strong ties to the R&D community meant that one entrepreneur failed to identify other
markets for his product; had he established more weak ties with this information, his startup could
have been more successful.

Discovery of opportunities

Mix of strong )
& weak ties Securing resources o Survival &

(network Performance
embeddedness)

A

A 4

Gaining legitimacy

Start-up:
founder, firm &

innovation
characteristics

How networks affect entrepreneurship (Source: Elfring and Hulsink, 2003)

Nascent entrepreneurship amoggvedish Adulé

In a study comparing individuals engaged in nascent entrepreneurial activities and a control group,
Davidsson and Honig follow these nascent entrepreneurs for 18 months. They find that human
capital, defined as enhanced cognitive abilities through formal education or prior experience and
including both tacit and explicit knowledge, is a weak but positive predictor of someone starting a

26 Elfring, T and Hulsink, W. “Networks in Entrepreneurship: The Case of High-Technology Firms” in Small Business
Economics 21(4), Special Issue of Selected Papers from the XIV European Research into Entrepreneurship (RENT) Workshop
in Prague, November 2000, December 2003: p. 409-422

27 Davidsson, P and Honig, B. “The role of social and human capital among nascent entrepreneurs” in Journal of Business
Venturing 18, 2003: p301-331



business, with previous startup experience the strongest positive variable. However, they find that
human capital has a weakly positive, but not significant effect on the later success of the venture.
They find that social capital, defined as the ability of actors to “extract benefits from their social
structures, networks and memberships”?, is even more influential in determining the probability of
nascent entrepreneurship. Moreover, social capital is also a strong positive predictor of success in a
venture, defined as a first sale and profitability, with membership in a business network having the
strongest positive coefficient.

28 Davidsson and Honig, supra at 307



Factors at Work

In assessing potential for, as well as actual, innovation across the globe the 2013 Global Innovation
Index (GII) highlighted that innovative countries generally fail to achieve uniformly high levels of
innovation. Instead many of a country’s innovation capabilities are built in local ecosystems around
particular cities, clusters, or regions.

Although it has been seen that clusters facilitate new business formation, it is equally important to
identify the factors that, prompted by the clusters, facilitate growth in entrepreneurship in an
industry. According to academic literature, clusters lower the barriers to entry for entrepreneurs by,
for example, providing access to existing suppliers or low-cost access to specialised inputs, thus
offering an environment in which the costs of failure may be lower. Moreover, they enhance
opportunities for innovation-based entry as a stronger cluster environment allows for access to more
experienced entrepreneurs, existing companies and other sources of information that drives
innovation, such as from universities. Moreover, access to skills and experience in particular industries
allows local entrepreneurs to develop and commercialize new technologies and ideas more rapidly as
well as allowing them to use the local expertise, existing networks and supply and consumer bases to
expand new businesses more rapidly.

Below is a discussion of Silicon Valley and the variables that help in its successes, followed by
discussions of three up-and-coming regional hubs — Silicon Roundabout in London, as well as Silicon
Wadi in Tel Aviv and Berlin’s ICT cluster — and how they compare to Silicon Valley, based on analysis*®
done as part of Startup Genome’s Global Startup Ecosystem Index.*°

Silicon Valley

Silicon Valley is generally used as a reference point when talking about entrepreneurial ecosystems
where knowledge-based, particularly ICT, firms flourish. Several publications have noted that the
reasons for its success are multiple. Government support, and streamling registration, for new
businesses is key, as is the presence of a number of competitive research universities, including
Stanford University and the University of California, Berkeley.

The more intangible elements of Silicon Valley’s success that have been identified its cultural diversity
and high numbers of immigrants in the area, as well as its comparatively high levels of education
compared to the rest of the United States. In the rest of the country, only 24% of the population has
obtained a bachelors or post- graduate degree, whereas 40% of those in Silicon Valley have achieved
this level of education.!

The presence of an existing startup ecosystem has meant that there are a number of individuals with
skills from involvement in previous ventures in the area. Many of these individuals provide services to
new entrepreneurs, others mentor new entrepreneurs and still others become co-founders and
providers of tacit knowledge. Many of these connections are made in formal contexts, including in

29 |t has eight components: 1) the entrepreneurial activity in the ecosystem, controlling for population size and startup
maturity; 2) how much and what kind of funding is available; 3) the performance of startups in the ecosystem with
reference to their revenue, job growth and potential growth; 4) local mindsets, including risk aversion, adaptability in the
face of changes and work ethic; 5) how quickly the ecosystem as a whole adopts new technologies, management processes
and business models; 6) the quality of the ecosystem’s support network, including mentorship, service providers and
funders; 7) the age, education, startup experience, industry experience, risk mitigation skills and previous startup success
of founders; and 8) how this differs from Silicon Valley, as a benchmark.

30 Available at http://blog.startupcompass.co/pages/startup-genome-report-1

31 Gore, A and Mhatre, P. Economic Development and Analysis: High Tech Cluster Economies: Bangalore, India and Silicon
Valley, USA, available at http://urbanplanningblog.com/papers/Pratik%20Mhatre%20-
%20Silicon%20Valley%20and%20Bangalore%20Cluster%20Comparison.pdf



meetings. However, one of the other characteristics of the region is that there is a high level of
connectivity among individuals, some working in established companies and others in startups
already.

TelAvivs Sil¥con Wadi

The Startup Genome ranks Tel Aviv’s entrepreneurial cluster second in the world. Although there was
some activity in the region in the 1980s, by the 1990s, most of the Israel’s output was software and
telecommunications products and by 2000 Israel had a higher share of employment in ICT industries
than any of the OECD nations. There are several things that have driven this development. A large part
of it has been a push by the Israeli government for self-sufficiency and technological advance for use
by the military. The country also boasts high levels of education and, in the 1980s, high levels of
underemployed educated people. In 2001 approximately 28% of the population had university
degrees, and 1.35% of the population are engineers or scientists, which is significantly more than the
rest of the OECD.

One of the unique things about Israel in respect of networks lies in the fact that has universal military
service for both men and women. De Fontenay and Carmel point out that connections with army
friends function in a similar way to university connections elsewhere in the world, but that they are
more close-knit and contain more information around individuals’ abilities, performance and work
habits due to the strenuous conditions shared while in the army. Thus it is common for ICT startup
founders to recruit from within their army networks and for employers and investors make selection
decisions based on information on a person’s performance in the army, especially when it comes to
leadership roles. The network and credibility effects seen here are compounded by the small size of
the country’s population — a mere 6 million people.

Moreover, Israelis benefit from international networks, including links to the United States through
the 500 000 Israelis living there. Many of them ended up in the US through completing their
technology-related MSc and PhD degrees there and have remained to work at American technology
multinationals, academic institutions, or at smaller high-tech firms they have helped found. This has
led not only to the exchange of employees and information, but also to cross-border investment from
the United States. According to the IVC Research Centre, in 2012, 660 Israeli high tech companies
received 1.9 billion USD in venture capital, a mere 24% of which came from local investors.®® This is
equivalent to 17 percent of what Silicon Valley startups received in the same year.

L o n d 8ilooh Roundabouit

Around 2007 the idea of a digital cluster began to emerge around Old Street in eastern London. Several
digital firms were already in the area and a campaign run by technology magazine Wired along with
widely publicised up multi-million euro buyouts drew attention to the region. By Spring 2011 Digital
Shoreditch, a loose partnership of firms, business agencies and a local University, had emerged to run
a series of events building up to the region’s first Digital Shoreditch Festival in May 2011, which
attracted over 1500 participants. The second such festival, in June 2012 attracted over 3000
participants. Entrepreneur Elizabeth Varley and journalist Mike Butcher co-founded Tech Hub, a space
that “takes away the headache of having to sign leases” and where developers can “code with coffee
in the company of likeminded people”. The Hub was extensively publicised and in April 2012 Google
opened a Campus that providing seven floors of ‘co-working’ flexible space, free high speed internet,

32 De Fontenay, C and Carmel, E. “Israel’s Silicon Wadi: The Forces Behind Cluster Formation”, Stanford Institute for
Economic Policy Research Discussion Paper No. 00-40, 2001

33 https://www.pwcmoneytree.com/MTPublic/ns/moneytree/filesource/displays/notice-B.html

34 Information from Foord, J. “The new boomtown? Creative city to Tech City in east London” in Cities 33, 2013: p51-60



café space, daily events, regular speaker series and lectures, mentorship and training from local
Google staff. The rationales used by CEOs of tech startups for locating in east London reflect familiar
themes already discussed above, including the agglomeration of similar and complementary firms;
networking and access to tacit knowledge, as well as the importance of cheap shared space;
opportunities for inter-firm projects; pools of skilled labour; constant inflows of people and ideas.

Startup Genome ranks Silicon Roundabout as the seventh strongest startup cluster in the world, with
its strongest area its support network, including government and institutional support. However,
despite this, they point out that the hub offers fewer mentors than in Silicon Valley. (3.24 vs. 4.04
mentors per startup), that London entrepreneurs are less ambitious and more risk averse than those
in Silicon Valley, as they tackle smaller markets and focus on making income on the side through
consulting work, even when working full-time for a startup. Other issues that it faces include focusing
on just a few programming languages and not fully embracing mobile development.

Berlin®

What is today Berlin’s IT start-up scene started out as a more broadly creative space and expanded to
include ICT entrepreneurs and their businesses. After the fall of the Berlin wall, there was lots of open
space in the city, planning was vague and government intervention and regulations at the time was
minimal. According to Heebels and van Aalst this meant that Berlin became “a breeding ground for
such (sub) cultural initiatives as alternative movements and experimental and non-commercial
creative scenes and, more recently, for all sorts of creative industries”.?® Today, along with the cheap,
available space that drove the development of cultural entrepreneurship in the region, there is a lot
of interest in building and supporting the Berlin startup infrastructure, including through investment
and regulations. There are also a number of Turkish-German entrepreneurs in the Berlin startup
space,37 adding to the diversity of the network as well as expanding both tacit and explicit knowledge
about doing business in both countries.

The Startup Genome ranks Berlin’s startup space fifteenth in the world, and although the country has
high levels of education, those operation in this cluster have lower education than their Silicon Valley
counterparts. Moreover, they are said to be more risk averse and 2.57 times more likely to engage in
outside consulting than those in Silicon Valley. They also have 28 percent fewer serial entrepreneurs
than in Silicon Valley and suffer from a dearth of mentors, at 45 percent fewer than in Silicon Valley.
However, Berlin entrepreneurs are quick to embrace new technologies and ways of doing things, as
evinced by their use of cutting edge programming languages. The biggest challenge facing Berlin-ers
is a shortage of funding, with many entrepreneurs turning to debt financing through banks rather than
equity financing through incubators or venture capitalists. Although the German government has
recently increased financial support to this hub, it’s not clear that it's enough — and is probably not
sustainable.

Networks and Collaboration

In 2000, Chesborough et al. coined the term “networked incubators” with reference to a number of
for-profit incubators that develop internet-related ventures that popped up in the late 1990s.38
Specifically, they highlight that these networked incubators foster partnerships among start-up teams

35 Heebels, B. and Van Aalst, I. “Creative clusters in Berlin: entrepreneurship and the quality of place in Prenzlauer Berg and
Kreuzberg”, Geografiska Annaler: Series B, Human Geography 92 (4), 2010: 347-363

36 Heebels and van Aalst, supra at 352

37 Pécoud, A. ""Weltoffenheit schafft Jobs’: Turkish entrepreneurship and multiculturalism in Berlin." International Journal

of Urban and Regional Research 26, no. 3 (2002): 494-507.

38 Hansen, MT; Chesbrough, HW; Sull, DN and Nohria, N. Networked Incubators: Hothouses of the New Economy, Harvard

Business Review, September-October 2000



and other Internet-oriented firms. In so doing, they facilitate the building of relationships between
companies as well as the flow of knowledge and talent between these companies; moreover the effect
of these networks allows start-ups to obtain resources, build partnerships and ultimately gain some

competitive advantage over their competitors.

Scale and Scope:
leveraging size and
reach in order to
lower costs by pooling
resources and
spreading them across
units

Entrepreneurial
Drive: stimulating
individuals to pursue
risky and disruptive
innovations

Network Access:
forging partnerships,
obtaining advice, and
recruiting people

Established
Companies

High

Historically the key
advantage of large
global companies.

Low

Red tape hinders new
ventures;
entrepreneurs are not
rewarded.

Medium

Many established
companies have
some, but not
extensive, contacts
with Internet
companies.

Venture Capitalists

Low

VC-backed start-ups
are left alone to
obtain services and
buy supplies.

High
Entrepreneurs are
free to pursue
ventures and own
large equity stakes.

Low

A VC partner may
have an excellent
personal network, but
it doesn't go beyond

the individual partner.

Networked
Incubators

Medium

Common services and
pooling of resources
ensure some benefits,
especially time
savings.

High

Entrepreneurs are
free of red tape and
own equity in
ventures.

High

Organized and active
networking among
portfolio companies
and strategic partners.

Benefits of Networked Incubators (From Chesborough et al, 2000)

Although many of the accelerators described in the report subsequently folded, some have survived.
Indeed, Idealab, founded in 1996 by Bill Gross and colleagues, weathered the dotcom storm but is
worth less now than the S8 billion it was worth in in 2000. Today it focuses on a range of technologies
and has been involved with the creation of companies like eSolar and Evolution Robotics, which are
admittedly more capital intensive ones than many of those supported by the new accelerators.

Many of the accelerators that were created during the dotcom boom of the noughties no longer exist.
Chesborough suggests “that many of the dot-com incubators were too highly specialised and many of



the companies they were trying to create were spending a lot of money. But with this batch of seed
accelerators, that’s not the case,” according to a NESTA discussion paper.>°

Indeed, collaboration is increasingly important in both the business and technical world. In the global
telecommunications sector, the share of patents with at least two co-inventors located in two
different regions increased from 7.9% in the late1970s to 16.2% in 2005—07. In this respect, California
stands out; at least 24 percent of patents applied for by its residents included at least one co-inventor
outside the region, whether in the USA or elsewhere, and it has the widest geographic spread of co-
inventors.*® Although California has led the telecommunications sector in patent registrations since
the 1970s, the Chinese province of Guangdong has risen to the top 20 in the world in recent years.*

According to the GllI, the networking effect within clusters allows not only for the creation of new
competencies and assets in places in which they didn’t occur naturally, but also encourages the
generation of new systems based on the networks and interactions within the cluster. Moreover, the
report further emphasises the importance of tapping into regional and international networks in
addition to the cluster-based ones.

As evinced from the case studies discussed above, networks are key. Israel benefits from its internal
links through the army as well as to its ties to the United States through educational ties and existing
entrepreneurs. This allows for knowledge spillovers, but also helps smaller hubs be identified by
international investors, something that could be the difference between life and death for a startup
in a small hub.

13 ”

Champions
Different countries’ innovation clusters have different structural characteristics; for instance, while
the United States of America and Germany rely on hub-like systems, places like Finland and the
Republic of Koreas rely on more centralised innovation. Moreover, although some, like the United
Kingdom, have had a strong institutional hand in the form of a mixture of state and academic
involvement, in Silicon Valley this university-private partnerships have been the norm, as the
University of San Diego and private companies like Hewlett-Packard, Lockheed, and Xerox come
together. In the Republic of Korea, state-sponsored research has been at the centre of innovation, in
partnership with Samsung, LG, and SK Energy. What these countries all have in common is a number
of “champions” who act as mentors and are made up of skilled individuals with tacit and explicit
knowledge about how businesses, and entrepreneurship, operate in the country.

The Gll report outlines the roles that these champions often play in the ecosystem:

9 Developing the cluster’s innovation capabilities by providing capital, experienced technical
talent, business opportunities, and networking benefits through their international
connections;

9 Stimulating the hub’s R&D capability through facilitating knowledge creation and sharing; and

9 Helping other stakeholders in the hub to bridge the commercialization gap.

These champions have helped build capacity in other places in the world by stimulating research,
stimulating knowledge creation and peer-to-peer learning. They’re also known to help bridge

39 Miller, P and Bound, K. The Startup Factories: The rise of accelerator programmes to support new technology ventures.
NESTA Discussion Paper, June 2011

40 http://www.globalinnovationindex.org/content.aspx?page=gii-full-report-2013

41 http://www.globalinnovationindex.org/content.aspx?page=gii-full-report-2013



commercialisation gaps, provide capital, technical talent and business opportunities and share their
international and regional networks with local entrepreneurs and researchers.

In general, it is useful if a multiplicity of actors are present in the cluster as they all bring different
skills and experience to the table. Government actors, for instance, are often adept at negotiating
regulatory issues in a network, while local businesses know their way around supply and demand in
a cluster. The GlI highlights the importance of the following actors in an innovation cluster:

I Companies that have become profitable/Experienced Entrepreneurs
Universities

Government and

Regulatory Centres

Finance Centres

= =4 -8

I Technology Centres

Some of the case studies discussed above illustrate the need for increased mentorship and
established companies, including local serial entrepreneurs. Berlin, for instance, is a young IT startup
cluster and thus would benefit from the experience that such actors would bring to their networks.

Hubs ofCompetition Learning and Trust

Although few countries have statistics on inter-firm co-operation within regional clusters, firms and
individuals in clusters are part of the same ecosystem and their close special proximity allows for
frequent direct, informal face-to-face contact between employees, entrepreneurs and other actors
which is likely to result in tacit knowledge sharing between individuals. This results in several counter-
intuitive results. In the first instance, it is believed to increase competition, not just in price but in
innovation. Porter*? studies Italian ceramic and gold jewellery firms located within a geographic region
and found that they compete intensively using product innovation rather than simple price
competition. This echoes studies done by others that have shown that diversity in connections and
ideas also encourages innovation.*® At the same time, the presence of a strong cluster is a source of
locational competition, particularly for capital investment and demand, which encourages
entrepreneurs and other actors to improve their offerings in order to remain competitive not just in
price but within regional supply networks.**

Researchers have also found that clusters that are co-located in nearby regions benefit from inter-
regional spillovers, including talent and information pools. Hubs are central points for this spillover to
occur, as they encourage people to interact with one another, discuss strategy and exchange
information.

In addition this exchange of information encourages tacit and explicit learning which, while also
important for innovation, are important goals in themselves.

Finally, qualitative studies have shown that trust is also something that results from networks
composed of strong and weak ties. A qualitative study of vertical relationships involving the sale goods
and services between networked firms revealed that the information exchanged includes far more

42 Porter supra

43 Feldman, MP, and Audretsch, DB. "Innovation in cities: Science-based diversity, specialization and localized
competition." European economic review 43(2),1999: p409-429.

44 Delgado, Mercedes, Michael E. Porter, and Scott Stern. "Clusters and entrepreneurship." Journal of Economic
Geography 10(4), 2010: p495-518.



than just price and quantity. Uzzi* found that information exchange between clothing manufacturers
and their “embedded” small suppliers tended to include lots of details around both supply and
demand, as well as external market conditions. Other suppliers enhanced their products through
design and manufacturing elements that were difficult to articulate, and hence, difficult to
communicate solely through discussions of price. Because of its positive impact on information flows,
trust is cited as a critical factor in enhancing innovation through collaboration between both firms and
individual entrepreneurs.

Swedenf and Stockhol mitext | CT cl ust er)

Sweden is internationally known for its high levels of connectivity and use of ICT to solve problems.
For instance, in 2012, 89 percent of Swedes had access to the internet*® and Sweden is ranked the
most network-ready country in the world, with ICT particularly used to improve access to basic
services. Moreover, in a business context, ICT was said by the Network Readiness Index (NRI) to make
Sweden the top in the world in terms of ICT’s influence on new organisational models and new
products and services. However, although Sweden ranked well in terms of individual usage of ICT and
top in the world for its R&D expenditure, according to the NRI, the country has work to do in terms of
its cluster development.*’

Existing legitimacy

It was also recognised as being by the Gll as being the second most entrepreneurial country in the
world in 2013 and top within the EU-15.%® By far the country’s strongest point were its institutions
followed by its market sophistication and input. Unfortunately, the index does not measure its social
networks and their effectiveness. In another study, Sweden was found to be the fourth most network-
ready country in the world*® and one of the highest internet connectivity percentages in the world, at
89 percent.*

One statistic that lends weight to the legitimacy of Stockholm’s entrepreneurial sector, including its
ICT entrepreneurial sector, is the amount of capital invested in the country. According to 2011 market
data gathered by the European Venture Capital Association, Sweden’s Venture Capital firms have
made the highest value of investments relative to GDP in Europe and the sixth highest investment
value in the world. Moreover, Sweden was the second largest net exporter of venture capital in the
world for the period 2003-2007, behind the United States.*!

According to Soderblom, on average 1.2 percent of the 46 000 firms founded yearly in Sweden
between 2002 and 2009 were financed by venture capital. Although the numbers are small, those that
do receive VC funding obtain large sums, a situation which is comparable to the US where on average
less than one percent of the approximately 600 000 new businesses started in the US each year obtain

45 Uzzi, Brian. "Social structure and competition in interfirm networks: The paradox of embeddedness." Administrative
science quarterly (1997): 35-67.

46 Findahl, O. 2012. Swedes and the Internet. Available at:
http://worldinternetproject.net/_files/_Published/_oldis/120_engsoi2012_web_121214.pdf [Accessed September 4, 2013]
47 http://www.weforum.org/issues/global-information-technology/the-great-transformation/network-readiness-index

48 The GII was calculated with reference to Institutions, Human capital and research, infrastructure, market sophistication,
business sophistication, input, knowledge and technology outputs, creative outputs, output and efficiency.

49 www3.weforum.org/docs/GITR/2013/GITR_OverallRankings_2013.pdf
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venture capital financing.>? So-called ‘Angel’ investment in both the US®® and the UK>* has previously
been assessed as being larger than the venture capital market. In Sweden angel investment volume is
estimated to be between 385 and 450 million EUR per year, or approximately one percent of Swedish
GDP,>® which is comparable to the formal Swedish venture capital market.

Both private equity and soft loans are also readily available in Sweden too, with an estimated six to
eight percent of all start-ups in Sweden receiving loans from ALMI, the largest such loan-giver, which
gave loans to the value of 2364 million SEK in 2012.%¢

However, one of the problems with an established and growing startup ecosystem, including in
investment, is that of information asymmetry. Although it is clear that there are those willing to invest
in startups, the information needed to make an investment decision is not always readily available
through formal means; indeed the importance of informal networks and network-based reputation is
an important factor that affects investors’ assessments of startups as well as subsequent investment
decisions.

A study of Stockholm’s early IT startup boom done by Jansson found that even early in the clusters
development, trust was valued by entrepreneurs. One entrepreneur highlighted that personal
networks, even then, were incredibly important and allowed for flexibility among entrepreneurs and
recommendations that carried significant weight.>” This reciprocal trust is something that has been
highlighted in literature as a driver of entrepreneurial relationships, as it fuels the flow of information
sharing as individuals trust each other’s opinions and experiences and act in accordance with them.

Existing clusteng

It is apparent that Sweden already has a functioning startup ecosystem; it has produced the likes of
Skype, Spotify, Wrapp and Klarna and is becoming a regular reference point in media articles about
startup ecosystems.® In its formative years, the internet industry was densely located in central
Stockholm and in 2002 more than half of the country’s population of internet firms, and employing
more than 60 percent of those working in the internet industry, were based in Stockholm.

Although Stockholm’s increased publicity would imply that the country is producing more
entrepreneurs, this is not immediately apparent. Statistics from Tillvdxanalys show that the
registration of computer and programming services has stayed stable across the country, as have the
registration of new businesses in Stockholm County generally despite a decrease in new business
registrations across the country. Nevertheless, new business registrations in Stockholm County
account for around a third of the national total, higher than any other region, implying that Stockholm
is indeed the national leader in entrepreneurship.

52 Sgderblom, A. The current state of the venture capital industry in relation to other finaning sources for startup
firms. Entreprendrskapsforum, 2012.
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Venture Capital, 10(1), 2008: p 55-85.
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2009 2010 2011 2012
far>®
New Businesses
_ _ 59 597 66 681 73709 49 099 36035
registered, country-wide
“Programmering och
s
informationstjanster 3359 3751 3928 3498 1802
bu5|nesses, Country'
wide®®
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County
New business start-ups in Sweden, by sector and in Stockholm County (Source: Tillvéixtanalys)®

The number of new businesses registered and the number of news articles written about Stockholm
are only some indication of the cluster’s pre-eminence in ICT entrepreneurship. The presence of a
number of other actors in the ecosystem also points to its importance; moreover the existence of
these actors bodes well for future entrepreneurial endeavours, where the skills and networks of
existing actors can be leveraged, through networks, to benefit nascent entrepreneurs. Some of the
existing actors in the cluster are described below, although see Appendix A for a more detailed list.

Kista Science Citig one existing node in the Swedish ICT cluster. Boasting the likes of Ericsson and
IBM, Kista incudes a cluster of businesses, cooperation with the Royal Institute of Technology and
Stockholm University as well as a business incubator. According to their website, there are currently
almost 1 100 companies, 6 800 university students and 1 100 researchers working within ICT in the
region and 90 percent of the ICT companies are export companies, a very high figure compared to
other sectors. This clearly shows the huge importance of Kista and the ICT sector to growth in
Stockholm.

Moreover, optimism about the future of ICT is high among companies in Kista; one survey of ICT
businesses in Kista Science City saw 87 percent respond that the future is looking very good for their
companies. Kista has a number of “network” events in its calendar, including ones specifically geared
towards ICT entrepreneurs and ones specifically towards experts.

2007 2008 2009 2010% 2011 2012

ICT companies 525 501 608 1075 1016 1168
Employees ICT 20187 20646 22718 23699 24856 23973
All companies 4731 42 82 4651 8500 8689 9987
Total employees 62248 63749 65550 67172 70815 72346

Number of ICT companies and employees at Kista Science City (Source: Kista Science City)®?
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62 The 2010 figures also include micro companies in the ICT sector, i.e. those with an annual turnover of less than
300 000 SEK
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However, Kista is not the only node of ICT entrepreneurship. As Jansson notes, even in 2002 there
were clusters of ICT entrepreneurs in parts of Ostermalm, Vasastan and Norrmalm. This is still true
today. Indeed, a number of co-working spaces have popped up across the city; from
Entreprendrskyrkanin Vasastan to The Hubin Ostermalm. All of these have their own networking
events and rely on networking and peer-to-peer learning occurring within their co-working spaces,
however they remain mostly separate and seldom coordinate, meaning that they compete for
entrepreneurs and other resources and connections.

InternationalMindset

Several studies have used Swedish companies as examples of entrepreneurship and having a global
attitude right from the outset.®* Indeed recent studies of ICT Swedish entrepreneurs have shown that
they consider the Swedish market to be just the start of their business and they often look to expand
abroad quickly, especially to the United States of America.®® As a partner at Northzone Ventures noted
in Jansson’s study: "You have to have a global mindset when building a business, because the Swedish
market is so small."

However, as many of these studies note, it is not just the international mindset, but also international
networks and connections that matter when it comes to succeeding in an international expansion. In
the study of Dutch high technology companies mentioned earlier, it is specifically mentioned that part
of the reason why one company was a flop in Silicon Valley was because its founders did not have an
adequate network in the Valley when they expanded there. Indeed, lkea’s initial expansion into the
United States famously did not include home delivery and included sheets that conformed to Swedish,
not US, sizes.®® Although the company reacted to the negative feedback it received and changed its
business strategy, it is possible that these errors could have been avoided had the company had the
benefit of local, US knowledge around business norms and consumer expectations.

Weaker areas

Although Sweden generally, and Stockholm specifically, benefits from an educated workforce, high
levels of Venture and Angel capital investment and established companies, there are nevertheless
problems that affect the vibrancy of the startup ecosystem.

Education

In 2012, a McKinsey report noted that although there are many skilled workers in Sweden today, as a
result of excellent education in the past, the schooling system has been in decline in international
perspective. Statistics Sweden notes both a declining supply of Engineers in the country.®” Similarly,
Sweden'’s Tillvdxtanalysis also identified both falling results in the Swedish education system and the
degraded quality of Swedish universities’ research in comparison with other countries as causes for
concern.%®

Although networks are not really a solution to a problematic formal education system, there are things
that networks can do to help entrepreneurs and would-be entrepreneurs overcome these education-
related problems. The first of these is through networks that identify scarce talent on behalf of

64 See for example Andersson, S and Evangelista, F. "The entrepreneur in the Born Global firm in Australia and Sweden",
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entrepreneurs; although formal agencies exist, a cheaper and more effective alternative is to source
and identify this talent through informal social networks.

Another way in which education problems or skills shortages can be overcome using informal
networks is through peer-to-peer learning. This occurs organically when people work together in close
proximity and allows for knowledge sharing and the learning of tangible skills which may be scarce in
the broader market.

Housing

Housing in Stockholm is widely recognised as a problem in the Stockholm region. A recent OECD report
on Stockholm’s competitiveness noted that over 100 000 people are on waiting lists in Stockholm
County and adjacent areas and that Sweden has one of the highest housing expenditure as a
percentage of income among OECD countries.®® One of the ways around this is to find out about
available apartments through one’s social network, as many Swedes do, but this relies on having a
personal or professional network with its finger on the pulse of this information.

69 http://www.oecd.org/regional/36673908.pdf



Encouraging entrepreneurship: the role of an ICT campus

Although it is clear that the Stockholm region has many of the elements that encourage a vibrant and
successful entrepreneurial community, it is not consistently ranked one of the top ICT innovation
clusters in the world. One of the elements identified above that could improve this considerably is the
facilitation of informal networks that allow for access to information, talent, improve legitimacy and
generally streamline the entrepreneurial process, thus increasing both the number of new businesses
and the probability of their success. Although much of the building of these ties happens informally,
the creation of a central locus would allow individuals to interact with one another, hold meetings and
otherwise interact. Moreover, a central campus built for this purpose could encourage other, broader
linkages that have proven important for the regional and international expansion of new
entrepreneurial ventures.

As the Gll notes, it is already the case that global innovation is concentrating in certain areas and
although some hotspots remain dominant, others are up and coming, notably in Israel and China.
Moreover, there is a growing internationalisation of these regions and cities and they increasingly
have ties not just within their regions, but with other regions in other countries, assisting in
international expansion and international competitiveness, something that is all-important for ICT
companies who often provide services online and thus national borders o not define with whom they
do business.

Regionahnd internationato-ordination

According to the Gll report, international linkages are increasingly present in patent applications, for
example, and many companies are increasingly unbundling innovation and design functions to places
across the globe. Indeed, the European Commission in its report on Innovation in clusters also
emphasises the importance of regional connections. While Stockholm itself is building up internal
nodes like Kista Science City and has several organisations, like the Entrepreneurship and Small
Business Research Institute (ESBRI) in Stockholm, which do research and hosts dissemination events,
it is not clear that these organisations are co-ordinating among themselves or with other regional or
national organisations. Some of the exceptions to this are organisations that are national in scope such
as ALMI, which has links to many organisations, particularly business incubators and investors.
Nevertheless, there remains room for denser regional networks which would allow entrepreneurs
access to larger pools of information, talent and investment, and is something which a centrally-
located Stockholm-based central node could facilitate as part of its focus on expanding and deepening
ties.

However, it has also been noted in several studies, including by the GlI, that although new institutions
can contribute to regional networks and development, there is also the risk that new establishments
are likely to compete with existing ones for resources — and although this will result in competition, it
can also lead to the demise of some actors and institutions, particularly in the early stages of cluster
development where some actors’ survival is still precarious. Thus, although it is important to grow
regional networks through a central hub, it is also important to consider the inclusion of existing
actors, including universities, other hubs and businesses to encourage their survival.

Internationalexposue anda central locus

As mentioned earlier, local innovation systems are increasingly ‘internationalized’, meaning that their
interaction with other regions and cities is growing, with respect both to collaboration, innovation and
business organisation. Moreover, international actors are increasingly playing an important role in
financing, identifying and validating local entrepreneurs. One example cited above is the case of
venture capital that flows from the United States to Israel.



In the case of Berlin, having this single hub has also proven to draw national government’s attention
to the ICT startups in the cluster, which resulted in the German federal government stepping in in the
face of a shortage of startup capital in the region and providing startup grants. Having a central locus
also has the dual function of attracting entrepreneurs from elsewhere in the country and neighbouring
countries, as well as giving them a single place to turn to build networks and get support for a venture
elsewhere, without them having to shop around in lots of geographically dispersed locations.

Although IT entrepreneurship is one of Stockholm’s strengths, and is currently on the rise across the
globe, the European Commission has also emphasises that cluster policy should not entail one-sided
regional specialisation as this makes regions more vulnerable to demand shocks, as happened during
the dotcom crash. Although the focus in this report is on the creation of a central networking hub in
Stockholm for IT entrepreneurs, it might be advisable not to make it a hub that is exclusively for IT
entrepreneurs’ use.

Facilitatinghetworks

The primary reason for the establishment of a central hub in a cluster is in order to expand and deepen
existing social networks, as well as create new ones and regularly revitalise a cluster with new ideas
and ways of thinking. Some of the benefits of such networks discussed above include how networks
lower barriers to entry for entrepreneurs, both through providing information as well as by helping a
new startup (and its founders) to establish legitimacy. Furthermore, the presence of these networks
can help to support entrepreneurs as they undertake the risks that are often required for a startup to
survive. Entrepreneurs often say that they have difficulty in finding co-founders and, in the case of
Stockholm, housing. Social networks are one way to bridge this information gap.

Moreover, in the context of Stockholm where there are already a number of large actors involved in
the startup ecosystem, including incubators, serial entrepreneurs, investors and related service
providers. As one entrepreneur in Jansson’s study points out:

“There is always some kind of advantage with [internet] firms being concentrated in central
Stockholm...it is enough to hang out at the ‘right’ places and you will get informed with gossips
and names...and you will find your way into important networks.””’

The creation of an inclusive space for co-working, networking and the sharing of ideas with likeminded
is likely to bring these people together and, with the information and legitimacy, increase both the
number of new startups and the chances of these startups succeeding. The robustness of this
proposition has been shown in several academic studies; some looking at the qualitative measures
that prompt new startups and their success, and others testing their hypotheses.

What has also been shown is that the most successful existing clusters, in addition to enabling business
networks and startup funding, rely on networks for intangible resources, including peer-to-peer
learning, innovation and a sense of community. These unintentional element are hard to plan or
predict and have variously been referred to as local ‘buzz’, ‘noise’ and ‘something in the air’, but as
much as it is hard to predict in specific instances, it is clear that it is a network effect and thus will be
best facilitated through the creation of a hub that promotes inclusiveness, co-operation among
existing and new actors in the startup ecosystem and which, ultimately, allows for the building of the
strong and weak ties that build more, and more successful, entrepreneurs.

70 From Jansson supra at p20



Appendix A: MakerspaseScience Parks and Incubators

Name 1 2 3 4 5 6
1:a Vastmanlandsfonden X X
Acusticum X X X
Arbetsférmedlingen X X
Arctic Business Incubator X X X
Atrinova Affarsutveckling X X X
Aurorum Science Park X X X X X X
Blekinge Business Incubator X X X X
Borlange Science Park X X X X X X
Business Incubator Jamtland X X X
Business Incubator Mitthogskolan X X X
Centek (Minerals and Mining) X X X
Chalmers Innovation X X X
Chalmers Robotférening Makerspace

Coffice Co-working space only, no direct support
Create Business Incubator Malardalen AB X X X
Drivhuset Gavleborg X X
Drivhuset Karlstad Karlstads Universitet X X
Drivhuset Malmo X X
Drivhuset Orebro X X
Drivhuset Vaxjo X X
Entreprendrsarenan
Entreprendrskyrkan Co-working space only, no direct support
Entreprenorskyrkan (co-working space y y
only)
Escape - arvika hackerspace Makerspace
Fabriken - STPLN Makerspace
Faxe Park (Incubator) X X
= - -
orskningsavdelningen (The Research Makerspace
Department)
Framtidens Foretag G6teborg (Incubator) X X X
Futurum Kristianstad X X
Gavle Technology Park (with Movexum) X X X X
Geekubator Makerspace
Goteborgs Uppfinnareforening y y «
(Mentorship and guidance, NFP)
Gothenburg Hackerspace Makerspace
Green Tech Park (NFP) (Green Tech) X X X X X X




GU Holding (Incubator and business

X X X
development)
HAS Makerspace
HKR Innovation (with Kristianstad « «
University)
Idéagenten Stockholm (Stockholm « y
University)
Idélab Eskilstuna X X
Ideon Innovation X X X
Ideon Science Park X X X X X
Inkubatorn i Boras X X X
Inkubatorn i Kronoberg X X X
Inkubera X X X
Innovatum Teknikpark (Incubator and

. X X X X X
Science park) (Green tech)
Inova Science Park
Johanneberg Science Park (with Chalmers)
(Urban Development, Energy, Material- X X X X X X
and Nanotechnology)
Kalmar Science Park X X X X X X
Karlskoga Science Park X X X X X
Karolinska Institutet Science Park X X X X
Karolinska Institutet Science Park X X X X X X
Kista Science City (with STING) X X X X X X
Kolonien Coworking Space Co-working space only, no direct support
Krinova Incubator X X
Krinova Science Park X X X X
LEAD X X X
Lindholmen Science Park (With Chalmers)
(Mobile Internet, Intelligent Vehicles and y « « « x %
Transport Systems, and Modern Media
and Design)
Lulea Science Park (with Luled Né&ringsliv) X X X X
Media Evolution City Meeting place only, no direct support
Mid Sweden Science Park X X X
Minc X X X
Mjardevi Science Park (with Incubator) X X X X X X
Movexum - Gavleborgs Regional Business y y y
Incubator
Munktell Science Park (with Incubator) X X X X X
NetCity Orebro Meeting place only, no direct support
Norrkdping Science Park (with Incubator) X X X X X X
Orebro Science Park X X X X




Proxxi Makerspace

Recompile Makerspace

Room2Work Co-working space only, no direct support
Sandbacka Park Meeting place only, no direct support
Science Park Gotland (with Incubator) X X X X X X
Science Park Halmstad X X X

Science Park Jonkoping X X X

Science Park Systemet X X X

Serendipity Innovations X X X

SHIP co-working space Co-working space only, no direct support
Sis-afk Makerspace

Soft Center Ronneby Office rentals only, no direct support
Soft Center S6derhamn Office rentals only, no direct support
Sparvnastet Makerspace

Stiftelsen Teknikdalen X X X

Sting X X X

Stockholm Makerspace Makerspace

Student Inc X X

SU Innovation X X

SUP46 Co-working space only, no direct support
Teknikdalen X X

Teknopol AB X X X

Telecom City X X X X
The Hub Co-working space only, no direct support
The Park Co-working space only, no direct support
THINK X X

Umea Hackerspace Makerspace

Uminova Science Park (with Incubator) X X X X X
Uppsala Innovation Centre AB X X X

Uppsala Science Park

Vasteras Science Park X X X

Venture Cup East (Competition) X

Venturelab X X

Verksamt.se X X

Videum Science Park X X X X

Stages of involvement identified according to the stages of entrepreneurial development outlined in
Lewis, Virginia L., and Neil C. Churchill. "The five stages of small business growth." Harvard business
review 61(3), 1983): p30-50.



Appendix B: Investors

Seed | Startup | Expansion | Buyout | Replacement | Rescue
Venture Capital
AB Chalmersinvest X
AB Novestra X X
AB Traction X X X X X X
Accent Equity Partners AB X X X
Affarsstrategerna AB (cleantech) X X X
Alands Investerings AB
(cleantech) X
Alands Utvecklings AB X X X X X
Alder X X
Allba Invest AB X
Almi Invest AB X
Altor Equity Partners AB X
Amplico Kapital AB X X
Amymone AB (construction) X X X X X X
Anchor Capital Management Ltd
(cleantech) X X
Argentum Fondsinvesteringer X X X X
Armada Mezzanine Capital Oy X
Axcel Management AB
(cleantech) X
Backstage AB (consumer) X X
Bridgepoint AB X
CapMan AB X X X
Centrecourt AB (cleantech) X X X
Chalmers Innovation (cleantech) X
Coach & Capital (cleantech) X X X
Coeli Private Equity Management
AB (cleantech) X
Connecting Capital X X X
Conor Venture Partners Oy X X
Creandum Il Advisor AB X X
CREATHOR VENTURE X X X X X X
Credelity Capital KB X X X
Cubera Private Equity (cleantech) X
CVC Capital Patners (cleantech) X
DE Capital Management AB X X
Deva Group AB (cleantech) X X X X X
eEquity AB X




EQT Partners AB

Fagerberg & Dellby

Firm Factory Network AB
(cleantech)

Forsta Entreprenodrsfonden AB

Forvaltnings AB Metallica
(cleantech)

Fouriertransform AB (cleantech)

FSN Capital Partners AB

GLD Invest AB (cleantech)

GU Holding - Holdingbolaget vid
Goteborgs universitet AB

HealthCap AB (life sciences)

IK Investment Partners Norden AB

IKEA GreenTech AB (cleantech)

Industrifonden

Innovacom

Innovationskapital

K 11l Sweden AB (cleantech)

KFI Kapital AB (cleantech)

KKR (Kohlberg Kravis Roberts &
Co. Limited (UK))

KTH Chalmers Capital (cleantech)

Litorina

Livforsakringsaktiebolaget
Skandia (cleantech)

Mannerheim Invest AB

MedCap (cleantech)

Montagu Private Equity

NAXS Nordic Buyout Fund AB

Niam AB (real estate)

Nordic Capital (cleantech)

Norrlandsfonden (cleantech)

Northzone Ventures (cleantech)

Norvestor Equity AS (cleantech)

NovAx

PAI Partners (cleantech)

PEQ AB

Permira Adviser KB (cleantech)

Pod Investment (cleantech)

Polaris Private Equity (cleantech)

Priveq Advisory AB




Procuritas Partners AB (cleantech)

PULS AB - Partners for
utvecklingsinvesteringar inom Life
Sciences, P.U.L.S. AB (life
sciences)

Ratos AB

Rite Ventures

Riverside Europe Partners

RP Ventures (cleantech)

Saab Ventures

Samlnvest Mitt AB (cleantech)

Scope Capital Advisory AB

SEB Venture Capital

Segulah Advisor AB

Serafim Invest AB

Servisen Investment Management
AB (cleantech)

Sjatte AP fonden

SLU Holding AB (agriculture)

Soderlind & Co AB (cleantech)

Spintop Ventures

Start Invest AB

Sting Capital (cleantech)

Sustainable Technology Partners
Nordic AB (cleantech)

Swedfund International AB
(cleantech)

Sydsvensk Entreprendrfond AB
(cleantech)

TeknoSeed Portfolio
Management AB (cleantech)

Transferator AB

Tredje AP-Fonden (cleantech)

Triton Advisers Limited

Uminova Invest (cleantech,
chemicals)

Valedo

Verdane Capital Advisors
(cleantech)

Via Venture Partners A/S

Vinovo

Volati AB

Volvo Technology Transfer
(cleantech)




Wingefors Invest AB X X X
3i X
GU Holding X

Vastmanlandfonden X X

Business Angel Networks

Chalmers Innovations

Investerarnatverk X

Coach & Capital X

Connect Ostra Sverige

Privatinvesterar Natverk X

Connect Skane

Affarsangelnatverk X
CONNECT Uppsalas y
Investerarnatverk

CONNECTs Anglar X X
Delfinerna i Skdne/Almi Skane X
Delfinernai

Vasterbotten/Connect Norr X
Roslagens Affarsanglar AB X
Stiftelsen Teknikdalen X

Sting Businss Angels X

STOAF, Stockholms Affarsanglar y

AB

Other Actors, including individuals

Accessio AB (cleantech) X

Alestra AB (cleantech) X

ALMI Féretagspartner Stockholm

AB X
Amundin Corporate Advisor

CeSu Invest AB X

CustCap

Eddaconsult AB

Glocal Venture Investor Partner X X
Jane Walerud

Kongelf Holding AB (cleantech) X

kuikka & company

Legera AB (cleantech) X

Life Equity Group Holding AB

Next Strategies X X

Osternas




Partner Solution (cleantech) X
PMC (cleantech) X
Reforce International (cleantech) X
Rintec Consulting AB (cleantech) X
Scarab Development AB

(cleantech) X
Silfvergruppen AB (cleantech) X
SmartUp AB (cleantech) X
Staffan Elmgren

Staffan Gullander (cleantech) X
Venture Partners

Vinno AB (cleantech) X
Zirkona AB (cleantech) X

Those who invest in business, consumer services, communications and computers - all others'
investment fields indicated in brackets. Area of investment self-identified on website.

(Source: svca.se data)




Appendix C: Other Supporting Actors

Organisations and public authorities
Avanza Bank AB

Blekinge Business Incubator AB

Innovationsbron AB

Stiftelsen for internetinfrastruktur

Stockholm Business Region Development

StyrelseAkademien Stockholm

Tillvaxtverket

Legal Services
Advokatbyran Gulliksson AB

Advokatfirman Cederquist KB
Advokatfirman Glimstedt Stockholm

Advokatfirman Torngren Magnell KB
Advokatfirman Vinge KB

Fondia Legal Services AB

Hamilton Advokatbyra
Kompass Advokat AB

Leox Corporate Finance AB

Mannheimer Swartling Advokatbyra AB
MAQS Law Firm

Nord & Co. Advokatbyra KB

Ramberg Advokater AB

Roschier Advokatbyra AB

Setterwalls Advokatbyrd AB
Skeppsbron Skatt AB

Svalner Skatt & Transaktion

White & Case Advokat AB

Investment Advisors
Arthur D. Little AB

Avantus Corporate Finance

Deloitte
EOC Partners LLP

Grant Thornton Sweden AB

Hjalmarsson & Partners Corporate Finance
AB




Keystone Advisers

Monalite AB

Morgan Stanley

nordicvibe AB

Opera Capital Partners

Palmgren Lindwall Affarsstrategi B

Ritz Capital Management AB

Thenberg & Kinde Fondkommission AB

Tutor Invest Oy

Leadership and recruitment advisors

Mercuri Urval AB

Novare Human Capital AB

(Source: svca.se data)



