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Abstract. This systematic review examines the institutional foundations of regional
development from the perspective of an entrepreneurial ecosystem. Drawing on
Douglass C. North’s (1990) theory of institutional economics, it emphasises that economic
development depends on the quality of institutions and their ability to establish rules that
promote economic activity. Formal institutions, despite regional differences, provide a
strategic foundation based on the rule of law, reducing uncertainty and promoting sustainable
innovation. Special attention is paid to the role of local governments as institutional
entrepreneurs, capable of influencing regional development by supporting the creation and
functioning of entrepreneurial ecosystems. By synthesising existing research, the review
addresses the central question of whether regional management through entrepreneurial
ecosystems (RMEE) represents a new institutional and strategic trend in regional
development. The results highlight the potential of RMEE to enhance institutional quality,
boost regional competitiveness, and contribute to long-term economic sustainability.
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1. Introduction

This literature review aims to examine the nature of institutional activities
undertaken by local governments (LG) and to explore, from a theoretical standpoint,
their capacity to establish institutions that foster the development of entrepreneurial
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ecosystems at the regional level. LGs are public legal entities governed by legislation
that defines their powers to establish and implement institutions for regional
development (Council of Europe 1985, Chigudu 2021). Institutions adopted by
LGs can also be defined as social prescriptions or rules that delimit the boundaries
of the field, determine the affiliation of stakeholders, and establish appropriate
organisational forms and areas of activity or service delivery procedures. These are
codified through legislation, directives, regulations, or official decisions (DiMaggio
and Powell 1983, North 1990, Greenwood and Suddaby 2006, Czarniawska 2009).
The adoption of institutions by LGs to innovate their activities can be termed LG
institutional entrepreneurship, which refers to the implementation of innovative
ideas in existing systems, either by changing prevailing norms or creating new
institutional arrangements (Maguire et al. 2004).

In the private sector, entrepreneurs act as agents of change, identifying opportuni-
ties and taking calculated risks to generate innovation, employment, and economic
growth (Rataj et al. 2024, Kumari et al. 2025). Analogously, LGs can function as
institutional entrepreneurs within the public sector, applying innovative strategies to
advance regional development. This entrepreneurial role enables LGs to act beyond
traditional administrative functions, positioning them as proactive agents in shaping
regional entrepreneurial ecosystems (Mundula and Auci 2019). Governments in
development-oriented states highlight the central role of entrepreneurship and pursue
policies that foster supportive conditions at national and local levels, with the aim of
advancing regional development (Isenberg 2010). The institutional activities of LGs
to solve local problems must take regional differences into account, including when
creating entrepreneurial ecosystems, because innovations can create institutional
tensions or require new solutions (Hyvonen et al. 2012). For example, Estonia’s
Administrative Reform Act (2016) aimed to consolidate municipalities into larger
units with increased population bases, thereby enhancing budgetary capacity and
improving economic and competitive performance (Kenk and Haldma 2019).

Implementing change within the institutions adopted by LGs involves formulating
strategic visions, mobilising resources, and engaging stakeholders. These elements
can either facilitate or hinder the emergence of innovative solutions. Effective leader-
ship in LGs requires, in addition to commitment to legal obligations, the necessary
educational and professional competencies to solve complex regional problems
(Xing et al. 2018, Chigudu 2021, Adhikari 2023). Solving regional problems through
institutional entrepreneurship reflects a dual dynamic. On the one hand, it must
navigate and respect existing behavioural norms, community values, and traditions
(Dacin et al. 2002). On the other hand, these same institutions have the capacity to
influence and reshape behaviour and interaction within the community (Greenwood
etal. 2017).

Formal institutions are crucial for laying the groundwork for regional innovation.
Regional economic disparities can foster inequality and innovation gaps, but LG
formal institutions can reduce economic uncertainty and support sustainable
regional development (Mosconi and D’Ingiullo 2023). To fulfil this role, LGs must
be capable of implementing innovation not only in the delivery of public services



Entrepreneurial ecosystem governance 23

but also in the design and institutionalisation of frameworks that enable and sustain
entrepreneurial activity (Xing et al. 2018). While public—private partnerships have
garnered increasing scholarly attention as mechanisms for ecosystem development,
there remains a need for deeper investigation into the microeconomic and regional
variations that influence the effectiveness of such collaborations (Battilana et al.
2009, Quélin et al. 2017, Xing et al. 2018). LGs play a multifaceted institutional
role in supporting entreprencurial ecosystems. This engagement spans various
domains, including social, corporate, organisational, and political collaboration,
as well as state-involved entrepreneurship (Mets et al. 2022). Effectively supporting
entrepreneurial ecosystems requires a regionally holistic approach that assesses the
structural conditions of the local economy while fostering productive relationships
between entrepreneurs, intermediary organisations, public institutions, and the wider
community (Almeida and Daniel 2023).

Entrepreneurial ecosystems are dynamic and adaptive, comprising interconnected
and evolving networks that foster continuous innovation and renewal (Valkokari
et al. 2021). The terms innovation ecosystem and entrepreneurial ecosystem are
often used interchangeably in academic and policy discourse, encompassing both
innovative and traditional forms of entrepreneurship across diverse sectors (e.g.
Tolstykh et al. 2021). The development of the entrepreneurial ecosystem is shaped
by complex economic, social, and political processes, the understanding and
strategic management of which are essential for promoting sustainable regional
growth (Rampersad 2016). This complexity necessitates strategic governance,
including the deliberate establishment and coordination of institutions that support
the development of the ecosystem. Such efforts require long-term planning and the
ability to manage diverse stakeholder interests (Grant 2021).

Empirical studies indicate that entrepreneurial activity increases when opportu-
nities for network formation — such as trade fairs, exhibitions, conferences, and
collaborative platforms — are available (Derlukiewicz et al. 2021). In this context,
LGs serve not only as regulators and facilitators but also as managers of the eco-
system. Their roles include enhancing customer engagement, leveraging digital
infrastructures, and fostering strategic partnerships that sustain entrepreneurial vitality
(Ostrovska et al. 2021). The existing literature primarily examines the relationships
among ecosystem actors that promote innovation-driven entrepreneurship, with
a focus on environmental, social, and governance factors (Kumari et al. 2025).
Entrepreneurial ecosystems have emerged as a significant focus for economic
development practitioners, researchers, and policy-makers seeking to build resilient
economies. This literature review focuses largely on identifying the benefits of
an entrepreneurial ecosystem, with particular emphasis on the role of entrepreneurs
(Harper-Anderson 2018), and in particular, the role of LG as an institutional
entrepreneur as a participant and as a partner in regional management. However,
the strategic use of entreprencurial ecosystems in regional management remains
underexplored. This review addresses this gap by evaluating the potential of LGs to
shape institutional frameworks and introduces a novel governance approach, RMEE.
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The RMEE strategy is partially grounded in Elinor Ostrom’s (1990, 2002)
model of common-pool resource governance, which takes into account regional
specificities and emphasises that both national and regional legislation, as well as
judicial practice, influence decision-making and behavioural norms within a region.
Institutional change is a gradual process in which actors make use of opportunities
provided by existing legislation before new institutional arrangements are adopted.
The implementation of RMEE requires institutions that support the development of
the regional ecosystem, foster collaboration among its participants, and enable
municipal governance informed by feedback from entrepreneurial ecosystem
stakeholders. LG activities are defined by law and rely on a multi-level governance
structure. Within this framework, stakeholder engagement and operational
effectiveness ensure the integration of participatory processes at local, regional, and
national levels (Radtke 2025).

In the following section, the authors examine scholarly perspectives on the role
of institutional entrepreneurship in LG, focusing on LGs’ capacity to establish and
manage business ecosystems to advance regional development.

2. Research methods

To identify relevant literature, we developed a search strategy structured around
three conceptual domains: (1) local and regional government, (2) institutional theory
and institutional change, and (3) entrepreneurial and innovation ecosystems. Each
domain was represented by a set of related terms combined with OR, and the three
domains were linked using AND to ensure that retrieved studies addressed all aspects
of the review topic.

In Scopus, the search was applied to the title, abstract, and keyword fields using
the TITLE-ABS-KEY operator. To maintain disciplinary relevance, we restricted
results to the subject areas Social Sciences (SOCI), Business (BUSI), Economics
(ECON), Decision Sciences (DECI), and Multidisciplinary (MULT).

Because Web of Science uses different field tags, we adapted the search to the ALL
field, which captures title, abstract, author keywords, and Keywords Plus. Relevant
disciplinary boundaries were applied using Web of Science Categories (TASCA),
including Economics, Management, Business, Urban Studies, Development Studies,
Social Sciences Interdisciplinary, Public Administration, Business Finance, Political
Science, and Law. Search queries used for Web of Science and Scopus are brought
together in Appendix 1. Further, the study selection process, including identification,
screening, eligibility assessment, and inclusion of studies, is summarised in the
PRISMA flow chart shown in Figure 1.

Based on the search strategies developed for Scopus and Web of Science,
the initial search yielded 516 records (344 from Web of Science and 172 from Scopus).
After removing duplicates, 481 unique records remained for screening. During the
screening phase, all 481 records were assessed based on their titles and abstracts,
resulting in the exclusion of 200 records that did not meet the eligibility criteria.
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Figure 1. Prisma flow diagram of the systematic literature review search
(adapted from Moher et al. 2009), illustrating the number of studies included in the systematic review.

The remaining 281 articles were retrieved for full-text assessment. As a result of
this full-text screening, 179 articles were excluded due to reasons such as a lack of
relevance to local or regional government, absence of an institutional perspective,
insufficient connection to business or innovation ecosystems, or methodological
limitations that prevented their inclusion. Ultimately, 102 topic-relevant sources from
Scopus and Web of Science were retained. In addition, 39 records from other sources
were identified via Google Scholar (drawing on the authors’ prior literature review)
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and incorporated into the dataset. As shown in Table 1, 141 studies met all eligibility
criteria and were included in the final systematic review and the question-based
analysis presented in Appendices 2—4. Several of these studies provided survey
results addressing multiple research questions. The distribution of publications in
relation to the formulated questions is as follows:

1. What theories explain institutional entrepreneurship’s role in local government
strategies for entrepreneurial ecosystems?

2. How does academic research examine the link between regional contexts and
LGs’ institutional autonomy in shaping entrepreneurial ecosystems?

3. What key success factors link local regulations, regional contexts, and
entrepreneurial ecosystem development in academic research?

The literature review demonstrates that, although institutional entrepreneurship
and entrepreneurial ecosystems are well-established fields of study, the role of
LGs in regional management and development through such ecosystems remains
comparatively underexplored. This gap constitutes the principal conclusion of the
review. The subsequent analysis, based on selected academic articles and structured
around the research questions, highlights theoretical perspectives on LGs’ capacity
to create institutions that support ecosystem development and provides a foundation
for implementing the RMEE strategy as a novel approach.

3. Results

3.1. What theories explain institutional entrepreneurship s role
in local government strategies for entrepreneurial ecosystems?

Institutional theory distinguishes between formal institutions (such as laws and
regulations) and informal institutions (such as cultural norms, social networks,
and traditions), which together shape economic behaviours and opportunities for
innovation (North 1990). In the context of entrepreneurial ecosystems, formal
institutions provide the necessary regulatory frameworks and support mechanisms,
while informal institutions create a social structure that fosters collaboration and
knowledge sharing (Pratiwi et al. 2025b). Entreprencurship as a process that
promotes economic and social development is increasingly being analysed through
the entrepreneurial ecosystem, an interdisciplinary perspective that encompasses
financial, demographic, economic, and political dimensions. Early studies paid little
attention to regional entrepreneurship, as regions were largely associated with LG and
decentralised institutions. Recently, there has been a significant increase in scholarly
interest in promoting entrepreneurial activity at the regional level (Candeias and
Sarkar 2024, Torre 2025, Kumari et al. 2025).

The concept of the regional innovation system builds on the pioneering works of
Freeman (1987) and Edquist (2013), which are now considered foundational in the
field of innovation. Edquist (2013: 14) defines an innovation system as ‘all important
economic, social, political, organisational, and other factors that influence the
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development, diffusion, and use of innovations’. Mets (2022) expands on Edquist’s
(2013) framework, emphasising that the institutional entrepreneurship of LGs in
supporting entrepreneurial ecosystems encompasses a range of activities in different
areas, including social, entrepreneurial, organisational, political, and state-owned
enterprise sectors, collectively referred to as regional innovation systems. This
means that the role of LGs goes beyond organising local life and has the additional
goal of increasing scientific, technological, and innovation capacity at the enterprise
level, also encompassing both informal and formal institutional and organisational
innovation in the regions they govern (Mets et al. 2022). The perspective of
a business ecosystem depends largely on the relationships between participants and
the contributions of local and national governments, communities, policy-makers,
and actors controlling public resources (Liitjen et al. 2019).

Public policy and institutional entrepreneurship focus, on the one hand, on
political direction, but on the other hand, they establish the institutional foundations
necessary to promote entrepreneurship at the regional level. These foundations
support emerging entrepreneurs and the creation of funding mechanisms (Ogunsade
et al. 2022), while national governments play complementary roles as policy-makers
and investors who stimulate supply and regulate demand (Avarmaa et al. 2022),
highlighting the interplay between local initiatives and institutional frameworks.
In addition to these roles, governments may also assume other functions, while
coherence between legal, operational, and strategic activities contributes to legal
certainty, thereby encouraging investors to participate in the regional business
ecosystem (Adhikari 2023, Christopoulos et al. 2023).

Tsujimoto, Kajikawa, Tomito, and Matsumoto (2018) draw an analogy between
entrepreneurial ecosystems and biological ecosystems, which consist of organisms
interacting with each other and with their physical environment. Abiotic elements
include climate, temperature, and pH levels, while biotic components encompass
water, humans, animals, plants, and bacteria — all of which interact within a
spatially bounded environment, depend on each other’s activities, and exert mutual
influence (Aziz et al. 2021) . Alternatively, Stam (2015) also draws a comparison
between entrepreneurial and biological ecosystems, defining the former as a set of
interdependent actors and factors that, in concert, enable productive entrepreneurship.
Based on these definitions, three key conclusions can be drawn (Stam 2015,
Spigel et al. 2020, Audretsch et al. 2024a):

1. A regional entrepreneurial ecosystem consists of a localised set of actors
(e.g. entrepreneurs, advisors, LGs, employees, mentors, and business
incubators) and factors (e.g. cultural attitudes, policy frameworks, research
and development systems, and networks) that collectively contribute to the
creation and sustainability of businesses in the region.

2. From the perspective of LG, the entrepreneurial ecosystem serves as
a primary driver of regional development.

3. The entrepreneurial ecosystem provides participants with a regulatory
environment that supports private property rights, public goods, and access
to economic resources for entrepreneurs.
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The entrepreneurial ecosystem shaped by LG serves as a horizontal network
of cooperation to promote regional development, replacing traditional top-down
economic management, as in a biological ecosystem. Such a structure is less
dependent on the concentration of power and is more resilient to external shocks.
Regional production and consumption systems are interconnected with the broader
environment, the sustainability of which depends on regional well-being and is
influenced by the quality of the environment and social relationships (Fioramonti
et al. 2022). Regional development unfolds within a context of interaction,
cooperation, and knowledge exchange among residents, businesses, academic
institutions, and various governmental bodies (Etzkowitz and Leydesdorff 2000).
Consequently, LGs have begun to design and implement regional programmes in
several countries and their respective regions aimed at fostering innovation (Strand
and Leydesdorff 2013).

The governance of entrepreneurial ecosystems is oriented towards economic
viability, as only sustainable ecosystems can provide both direct and indirect services
to the population, such as a safe environment, nutritious food, clean air, water,
and green spaces (Ostrom 1990, Van Dyke 2008). At the same time, the societal
valuation of entrepreneurship is influenced by various other factors, including
legislation, norms of entrepreneurial culture, networks, transaction partners, and
access to financial resources, all of which support the sustainable goals of ecosystem
participants (Nave et al. 2024). The development of an entrepreneurial ecosystem
is grounded in collaboration between the public sector and other stakeholders.
Its evolution is based on a framework of reciprocal relationships, regulation of social
entrepreneurship, and the definition of stakeholder roles and emerging circumstances
(Avarmaa et al. 2022). The specific form of an entrepreneurial ecosystem is shaped
by the institutional quality of the country (Audretsch et al. 2024b).

In contemporary contexts, a technological dimension has been added, requiring
the coordinated interaction of multiple actors to develop a digital ecosystem,
including digital platforms, emerging digital technologies, physical infrastructure,
human capital, networks, and high-speed internet connectivity. The development
of digital ecosystems within entrepreneurial environments is closely linked to the
contributions of research institutions, the formation of cultural attitudes, the directives
of public policy, and the strategic economic approaches to entrepreneurship (Miah
et al. 2025). Although public sector investment by LGs is often limited, attracting
the potential capital provided by small and medium-sized manufacturing or
technology companies and larger regional corporations requires LGs to ensure well-
organised infrastructure and efficient public service delivery (Santos 2022). Digital
public services are increasingly regarded as integral components of the ‘smart city’
ecosystem, which encompasses collaborative partnerships and emerging technologies
such as broadband connectivity, cloud and edge computing, cybersecurity and privacy,
the Internet of Things, sensor networks, artificial intelligence (Al) applications, smart
grids, and geographic information systems (Mitra et al. 2023). The development
of such an ecosystem requires substantial investment in infrastructure. The rapid
pace of technological advancement compels governments, at both national and local
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levels, to enhance their capacity to establish innovative and sustainable institutions
that support the growth of an entrepreneurial culture in smart cities and rural areas.
As anew developmental paradigm, the smart city ecosystem is expected to stimulate
urban economic growth and improve the quality of life in urban environments.
Although LGs have shown interest in funding smart city experiments, these initiatives
face uncertainty and challenges related to demonstrating public value and long-term
viability. Therefore, fostering a culture of urban experimentation requires adopting
ecosystem-based approaches (Rehm et al. 2021, Mitra et al. 2023). Implementing
innovation requires additional resources, but stakeholders within the entrepreneurial
ecosystem must be convinced that collaboration will lead to genuine innovation
and enhanced competitiveness (Solleiro and Gaona 2012). Within the framework
of innovative experimentation strategies, various entrepreneurial mechanisms are
being developed to increase the number and diversity of ecosystem participants
(Muftugil-Yalcin and Mooijman 2024).

A key factor in promoting regional innovation is collaboration between cities
and their adjacent administrative areas. Consequently, future research on scientific
and technological innovation should more thoroughly examine intercity cooperation
(Tao and Shuliang 2022). In his anthology, Torre (2025) analyses the impact of social
institutional developments on regional development, identifying two main branches
of territorial development: production and governance. Differences in regional
and national socio-economic development are linked to entrepreneurial activity
or inactivity; in other words, studies have identified a strong correlation between
entrepreneurship and regional development (Ferreira et al. 2018).

Contemporary regional governance is based on multilevel relationships among
diverse stakeholders, and the management process involves the sharing of critical
information and co-creation. Digital platforms facilitate the collection of opinions
and attitudes from regional participants (Pinto et al. 2025). Regional entrepreneurial
ecosystems play a crucial role in enhancing regional competitiveness, fostering
entrepreneurship, and driving innovation. Research has emphasised the need to
pay greater attention to the roles of universities, industry, government, and civil
society within regional networks. The entrepreneurial ecosystem model presents
new challenges for public policy, enabling a shift from traditional hierarchical,
top-down governance towards more flexible, locally shaped ecosystem-based
management approaches (Ferreira et al. 2018, Santos 2022). Studies conducted at the
regional level are emerging as a significant field of inquiry, encompassing not only
entrepreneurial development but also the perspective of ‘geographical inertia’. This
approach highlights the importance of geographically localised contact networks in
entrepreneurial activity and affirms the value of regional studies within the context
of entrepreneurship (Kim et al. 2012). At the core of the geographical inertia concept
lies the innovation capacity of the economy, whether regional or national, and the
collaboration among various actors, including businesses, universities, organisations,
research institutes, and government agencies (Solleiro and Gaona 2012).

Theoretical perspectives on the role of institutional entrepreneurship in strategic
LG management have thus far focused primarily on the substantive aspects of
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entrepreneurship, regional specificities, and the nature of ecosystems. Less attention
has been paid to how public institutions, through their participation in entrepreneurial
ecosystems, can manage regional development in alignment with local characteristics.
RMEE, as examined by various authors, resembles the experimental governance
approach, although the legality of its decentralised forms remains ambiguous
(Eneqvist et al. 2022). Governance based on entrepreneurial ecosystems significantly
transforms the role of LGs, directly linked to the implementation and effectiveness
of regional measures. Decision-making occurs within a polycentric framework,
in which key inputs to LG decision-making processes originate from regional
ecosystem participants (Ostrom 1990). To date, limited attention has been paid to the
legal dimensions of experimental governance (Eneqvist et al. 2022). To strengthen
the legitimacy of public authority within experimental governance, LGs could adopt
the principles of responsible research and innovation (RRI). This would help ensure
that the implementation of the RMEE strategy follows recommended, sustainable,
and lawful processes, objectives, and outcomes (Stahl et al. 2017). Such an approach
would enable municipalities to realise innovative ambitions in the service of the
public good through everyday practices of planning, implementation, and learning
from experimental activities.

In conclusion, the implementation of the RMEE strategy requires institutional
reforms that both streamline existing bureaucratic decision-making and establish new
rules to ensure the lawful realisation of objectives set out in LG development plans.
The RMEE approach examined here, regional governance through entrepreneurial
ecosystems, poses a substantive challenge to current public policy and necessitates
the modernisation of the legal frameworks underpinning local government operations.

3.2. How does academic research examine the link between regional contexts
and LGs’ institutional autonomy in shaping entrepreneurial ecosystems?

Contemporary policy frameworks assume that state interventions can be oriented
towards addressing local and regional needs, thereby shaping the dynamics of
innovation systems (Duan and Jin 2022). Regional entrepreneurship and spatial
disparities represent significant determinants of regional economic growth, as local
networks generate value at the community level (Kumari et al. 2025). Notably, the
concept of ‘region’ lacks a universally accepted definition; it may refer to a single
administrative unit or a constellation of multiple units that form a functional region.
This ambiguity is particularly prevalent within the context of European Union
member states, where regions may even transcend national borders (Carayannis
etal. 2018). Although the definition of ‘region’ may vary, the public services provided
by LGs are typically confined to specific administrative territories. At the same time,
regions differ significantly in their economic structures and face distinct challenges
(Isaksen and Trippl 2017). This broader conceptualisation of regions is equally
applicable to entrepreneurial ecosystems. The innovation capacity of regions depends
on the interplay among various ecosystem actors, including firms, institutions, and
intermediaries, which together constitute a relatively autonomous regional system.
Within this system, collaboration occurs through interactive platforms that facilitate
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knowledge exchange, resource mobilisation, and joint value creation (Godlewska
and Mackiewicz 2023, Kumari et al. 2025). Studies focusing on LGs have often
overlooked regional disparities, despite their critical role in shaping entrepreneurial
dynamics.

The institutional and LG administrative region distinctions and incentives,
established by LGs, directly influence entrepreneurial propensity and intensity
(Rodriguez-Pose and Zhang 2020). Due to differences in administrative regions, the
uneven spatial distribution of entrepreneurship, evident in entrepreneurial activity,
motivation, and perceptions, varies not only across continents and countries but also
within national regions and even city districts (Ikeatuegwu and Dann 2016).

Institutions that support entrepreneurship play a pivotal role in fostering local
networks, enabling the creation of new ventures, and facilitating active participation
in the entrepreneurial ecosystem, regardless of the region’s economic standing
(Mempel-Sniezyk et al. 2022). From the perspective of entrepreneurial ecosystem
theory, these dynamics underscore the importance of place-based institutional design.
Ecosystems are inherently context-dependent, and their development hinges on the
interaction of multiple actors (entrepreneurs, public agencies, universities, investors,
and support organisations) within a territorially bounded framework. For investors,
the presence or absence of supportive institutions significantly affects communication
channels and the emergence of viable ecosystems (Rodriguez-Pose and Zhang 2020).
Despite regional differences, several key factors, such as a market-oriented economy,
the presence of higher education institutions, entrepreneurial culture, and the growth
of social entrepreneurship, are instrumental in shaping the role of LGs in developing
and sustaining regional entrepreneurial ecosystems (Wei 2022). LGs’ institutional
approaches to business require a different approach depending on the economic
situation of the region; however, regional disparities do not fundamentally alter
the core public responsibilities of LGs, which play a multifaceted role as public
actors within entrepreneurial ecosystems. Herliana (2015) identifies four principal
positions through which LGs contribute to ecosystem development:

1. Spokesperson — the LG acts as a promoter of entrepreneurial activity by
offering incentives, posing challenges, and encouraging business ideas. This
role reflects a commitment to exercising political authority in the provision
of public services for the common good.

2. Mediator — based on strategic development plans, the LG facilitates coordina-
tion among people, industries, institutional entrepreneurship, resources, and
technologies. This mediation fosters synergies across ecosystem stakeholders.

3. Consumer, investor, and entrepreneur — the LG may assume an active
economic role by investing in infrastructure and participating directly in
economic activities. This involvement positions the LG as both a market
actor and a catalyst for entrepreneurial growth.

4. Regional planner — the LG shapes a creative and enabling environment
influenced by geographic location and democratic values. Through spatial
planning and policy design, it cultivates conditions conducive to innovation
and entrepreneurship.
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LGs, as public agents, contribute to ecosystem resilience and adaptability by
influencing regulatory frameworks, resource allocation, and cultural norms. These
roles align with entrepreneurial ecosystem theory, which emphasises the importance
of interconnected actors and institutions in fostering entrepreneurship. Their ability
to operate in areas such as policy, infrastructure, coordination, and vision makes
LGs indispensable in shaping territorially integrated ecosystems that respond to both
local needs and broader economic trends ( Eneqvist and Karvonen 2021, Godlewska
and Mackiewicz 2023).

Based on the case study of Nishapur, the second most populous city in the northeast
province of Iran, Shakiba and Belitski (2025) identified seven key stakeholder groups
that constitute the innovation ecosystem established and facilitated by LGs. These
actors represent a diverse set of institutional and societal contributors, each playing
a distinct role in fostering regional innovation and entrepreneurship:

1. Local-level policy-makers — responsible for designing and implementing
policies tailored to the specific needs and capacities of the region.

2. National-level policy-makers — provide overarching regulatory frameworks,
funding mechanisms, and strategic direction that influence regional
ecosystems.

3. Research institutions and universities — serve as knowledge hubs, offering
research, talent development, and innovation support.

4.  Entrepreneurship support structures — include incubators, accelerators,
business development centres, and advisory services that provide targeted
assistance to start-ups and small and medium-sized enterprises (SMEs).

5. Regional enterprises — act as anchors within the ecosystem, offering
mentorship, supply chain integration, and market access.

6. Public legal organisations — governmental or semi-governmental organisations
that facilitate coordination, compliance, and public service delivery.

7. Non-profit organisations and citizens — represent the interests of consumers
and the workforce, contributing to social legitimacy and demand-driven
innovation.

Based on the research findings of Herliana (2015) and Shakiba and Belitski
(2025), the authors have prepared Figure 2 below to characterise the structure and
interrelationships of the participants in the region’s entrepreneurial ecosystem.

Figure 2 highlights another important fact, in addition to the connections, namely
that participants in entrepreneurial ecosystems often fulfil multiple strategic roles;
for example, citizens can simultaneously be LGs and employees of companies, and
participate in non-profit organisations that address environmental and social issues.
The dual role of LGs implies the need to effectively collaborate with economic
and social stakeholders to address emerging challenges (Tarangioli et al. 2024).
The issue of such strategic roles is helped by modern technological capabilities.
Digital platforms play a pivotal role in shaping entrepreneurial ecosystems by
creating community-wide networks that foster engagement. These platforms
empower grassroots actors to participate in political processes, influence policy
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Figure 2. Structure and interrelations of ecosystem participants. Compiled by the authors.

change, enhance inclusivity, and contribute to the development of more equitable
regional ecosystems (Paredes and Vigiola 2024). The development of local IT
enterprises plays a vital role in advancing digital progress at the regional level.
In regions where IT sector leadership is active and robust, economic development
tends to accelerate. These dynamics foster job creation in high-skilled sectors,
revitalise local economies, and enhance regional competitiveness, thereby
contributing to long-term economic stability (Dotsenko et al. 2024).

Beyond digital infrastructures, science parks have emerged as key drivers of
regional development. They promote interaction at local, national, and transnational
levels by integrating both internal and external ecosystem participants. Science
parks help reduce the time lag between the discovery of new technologies and their
implementation in business contexts. Their role in facilitating technology transfer and
innovation diffusion is reinforced through strategic collaboration among industry,
academia, and public sector organisations. Business incubators and science parks
serve as institutional bridges that enable knowledge exchange and entrepreneurial
capacity building (M’Chirgui et al. 2018).

The interrelationships and overlaps between institutions that regulate entre-
preneurship and the actors involved in entrepreneurial ecosystems have attracted
increasing scholarly attention (Lafuente et al. 2022). For example, studies of
regional innovation ecosystems in China view the ecosystem as a holistic system
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that includes innovation actors, government, innovation carriers, resources, and
the environment (Xu and Yu 2024). Institutions that regulate entrepreneurship and
entrepreneurial ecosystems are justified in being considered as a single system,
a form of regional governance, encompassing laws, regulations, court decisions, and
administrative practices. These frameworks not only enable the provision of public
services, but also promote a synergistic, collaborative, and inclusive approach aimed
at achieving specific development goals (Girard 2021). National-level institutions
define both the institutional competence of LGs and their role in supporting
entrepreneurial activity in their regions. The protection of property rights and
adherence to the rule of law are particularly important (Estrin et al. 2013), or more
precisely, key legal institutions, such as property rights, entrepreneurial freedom,
financial autonomy, labour law, and financial regulation, support opportunity-based
entrepreneurship at the regional level (Audretsch et al. 2024a).

The empowerment of LGs in shaping entrepreneurial ecosystem concepts reflects
the pro-entrepreneurship national policy support for LGs at the local level (Mempel-
Sniezyk et al. 2022). For example, in Japan, local governments, including cities and
towns, are recognised as key actors in promoting entrepreneurship (Okamuro et al.
2019). In the United Kingdom, since the 1990s, central government has delegated
policy-making responsibilities to selected regional authorities, such as Scotland,
Wales, and Northern Ireland (Fomishyna et al. 2023). A notable example of network-
based collaboration to achieve strategic objectives in economic, industrial, and
social policy is the initiative undertaken by the Portuguese government (Rodrigues
et al. 2003). To this end, the government launched the Integrated Innovation Support
Programme (PROINOV) in 2001, with the aim of improving Portugal’s relative
position within the European Union. These transformations have unfolded across
multiple dimensions — social, economic, political, and technological — and they
have contributed to the emergence of a scientific and technological environment
that underpins contemporary Portuguese society (Marques et al. 2006, Santos 2022),
but the business community in the Algarve region has demonstrated hesitancy in
engaging with innovation collaboration projects. In this context, building trust
and offering economic incentives are essential for the success of such initiatives
(Pinto et al. 2025). Governments play an important role in supporting entrepreneurs
through financial assistance and capacity-building programmes (Guerrero et al.
2020), including legitimising failure as a learning process and reinforcing the social
image of the entrepreneur as a ‘heroic’ figure (Nave et al. 2024). These elements are
essential for the long-term sustainability of regional entrepreneurial ecosystems.

However, changes in regulatory structures and institutional components, such
as constitutions, laws, policies, rights, and regulations, can occur unpredictably
(North 1990). Therefore, influencing regional and cultural business conditions
remains a difficult challenge (Belitski et al. 2024). LG institutions that create
a favourable business environment, nevertheless, are equally important in maintain-
ing entrepreneurial autonomy and market orientation, limiting excessive government
intervention in economic activities (Bennett et al. 2025). This balance between
institutional support and entrepreneurial freedom is at the heart of ecosystem theory.
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Sustainable ecosystems thrive when public institutions allow experimentation,
lower barriers to entry, and foster a culture of innovation, but regional governance
through entrepreneurial ecosystems requires institutional support and responsible
implementation.

Bours (2022) has proposed a strategy for changing regional business conditions
based on the concept of ‘small wins’. This approach recognises local and regional
transition processes among different stakeholders and allows for deviations from
existing normative institutions and socially embedded practices (Bours et al. 2022).
Analysing the regional institutional and social environment, along with understanding
the potential for institutional barriers in specific niches, is essential for implementing
sustainability-oriented innovation and systemic change (Rosa and de Souza 2018).
The ‘small wins’ methodology provides a valuable perspective for examining the
normative and cultural-cognitive practices of regional stakeholders, including their
attitudes, and also facilitates the dissemination of knowledge in the management of
regional entrepreneurial development (Ostrom 1990, Rosa and de Souza 2018). Thus,
this method can be an important tool for implementing the RMEE strategy proposed
by various scholars. The institutional configuration of LGs is intrinsically connected
to the integration of national and local regulatory frameworks across jurisdictions.
Such integration is indispensable for ensuring the coherence and effectiveness of
entrepreneurship development (Sulistyawan et al. 2019). RMEE is largely shaped
by regional specificities, and its effective implementation necessitates context-
sensitive approaches. These approaches are contingent upon the core functions of
LGs, their economic circumstances, and the availability of potential ecosystem
participants within a given region. The current literature suggests that the mandate
of LGs to establish institutions supporting entreprencurial ecosystem development
is predominantly articulated at the national level, following a top-down governance
model. State-created institutions delineate the institutional competencies of LGs and
their role in fostering entrepreneurship within their jurisdictions.

Nevertheless, limited scholarly attention has been devoted to incorporating the
regional specificities of LGs into governance strategies. Research in economic
geography has demonstrated that regional characteristics exert a direct influence
on entrepreneurial attitudes and practices within the same territories (Ikeatuegwu
and Dann 2016). Understanding these differences requires a systematic analysis of
regional experiences, thereby emphasising the importance of data-driven governance,
stakeholder collaboration, and policy adaptability. Against this background,
arelevant research problem arises: how have LGs used institutional entrepreneurship
to take regional specificities into account in shaping sustainable entrepreneurial
ecosystems? The formulation of this problem outlines a clear research direction and
confirms the need for further in-depth research to assess the practical implementation
potential of the RMEE strategy.
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3.3. What key success factors link local regulations, regional contexts,
and entrepreneurial ecosystem development in academic research?

Scientific and technological development, along with entrepreneurial practice,
has demonstrated that entrepreneurs do not allocate resources exclusively to
a single region but instead make strategic decisions across multiple geographic
areas. Consequently, entrepreneurial ecosystems should not be viewed merely as
territorially bounded phenomena; rather, they must be analysed through the lens
of geographic entrepreneurial activity (Kuebart and Ibert 2019). Existing research
often associates entrepreneurial ecosystems with a specific locality. However,
scholarly attention has predominantly focused on the institutional entrepreneurship
of economically resilient LGs, while the institutional roles of economically weaker
LGs remain underexplored. This divergence between two institutional environments
has received limited attention, and the role of LGs in underdeveloped regions within
entrepreneurial ecosystems remains ambiguous (Guerrero et al. 2020, Wei 2022,
Broin 2024).

The formulation of unified public policies enables the testing of alternative
intervention strategies for regions with limited financial and human resources. This
is especially critical in the context of stakeholder engagement and the identification
and analysis of regional needs (Tarangioli et al. 2024). However, the decentralised
nature of governance creates fiscal inequalities among LGs, compelling them to adopt
various policy measures to enhance the attractiveness of their jurisdictions. Such
disparities may lead to a ‘race to the bottom’, characterised by reduced tax rates and
constrained public spending. Although the impact of fiscal inequality on innovation
remains unclear, it may hinder long-term investment in innovative ventures at the
regional level (Wenjuan and Zhao 2023). The focus on local individual interactions
renders ecosystems a distinctive field, yet micro-level influences of individuals and
communities on entrepreneurial ecosystems remain underexplored (Spigel et al.
2020, Banc and Messeghem 2020). Empirical analysis of the intricate relationships
among regional ecosystem actors requires new data and advanced analytical methods.
In addition to traditional top-down approaches that focus on structural components,
bottom-up perspectives are needed to examine how entrepreneurs leverage
their ecosystems to access resources, knowledge, and support (Ikeatuegwu and
Dann 2016). It is therefore reasonable to argue that entrepreneurial ecosystems require
significantly more scientific attention, being studied primarily from a geographical
and regional perspective. (Wurth et al. 2022).

From an institutional perspective, entrepreneurial ecosystems possess a multi-
layered structure encompassing both regulatory and cognitive dimensions (Mitra
et al. 2023). An entrepreneurial ecosystem, including its micro-level variants, can
be defined as a system governed by a single actor or a group of actors. Banc and
Messeghem (2025) highlight incubators and accelerators as illustrative examples,
often supported by large and established firms, which function as critical institutional
mechanisms for fostering entrepreneurship (Banc and Messeghem 2025). Citizen
and community involvement in LG policy-making and decision processes enhances
participation in formal strategic and budgetary planning. In many developing
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and post-conflict regions, unproductive or destructive activities are prevalent.
Entrepreneurship policy-making stimuli for entrepreneurship, such as cultural
values, networks, and funding opportunities, can operate as informal mechanisms
that support productive entrepreneurship more effectively than formal institutional
support. While the latter may offer long-term assistance, its implementation is often
hindered by bureaucratic inefficiencies and corruption risks (Belitski et al. 2024).
LGs play a dual role in local decision-making: first, by providing public services
and promoting community development and democratic engagement; second, by
ensuring economic activity and efficiency within their jurisdiction (Saguin 2018).
These dynamics underscore the importance of recognising both formal and informal
actors within entrepreneurial ecosystems, particularly in regions where institutional
capacity is uneven. Ecosystem resilience depends not only on structural components
but also on the ability of local institutions to adapt, engage stakeholders, and facilitate
bottom-up innovation.

In the context of LGs, a critical question arises: to what extent can LGs, within
the boundaries of legislatively regulated activities, shape entrepreneurial ecosystems
and implement an RMEE strategy through institutional entrepreneurship? This
inquiry highlights a broader issue: the underrepresentation of niche-specific regional
factors in LG governance within the academic literature. Furthermore, there is
limited research on whether LGs’ institutional entrepreneurship is primarily confined
to partnerships in public service delivery (Battilana et al. 2009).

This raises further questions: to what extent are LGs analysed as holistic
organisations from the perspective of institutional entrepreneurship, and to what
extent is scholarly attention directed towards individual LG employees (civil
servants) acting on behalf of the organisation? Should these individuals be regarded
as carriers of institutional entrepreneurship because their actions embody strategic
initiatives, such as vision, mission, and enthusiasm, or are they merely executors
of administrative functions (Czarniawska 2009)? Consequently, it may be argued
that contemporary public administration research is shifting towards innovative
transformation, wherein both policy-makers and citizens increasingly favour self-
organised and network-based governance models. Technological advancements
further support this transition by enabling greater community engagement and
reciprocal accountability (Span et al. 2012). The digital transformation of public
services involves the adoption of key technologies, such as cloud computing, Al,
and data analytics, which enhance decision-making, streamline service delivery, and
improve data management (Pratiwi et al. 2025b). These technologies are essential
for automating routine tasks, enhancing citizen engagement, and enhancing overall
governance efficiency. For instance, cloud-based platforms and Al-driven solutions
enable real-time data access, supporting more informed decision-making processes.
Despite their transformative potential, several challenges remain, including the digital
divide, resistance to organisational change, and cybersecurity risks. Addressing these
issues is essential to ensure the effective implementation of digital transformation
initiatives and their accessibility for ecosystem participants and all societal groups
(Gil et al. 2020, Prachumrasee et al. 2025).



38 Urmas Tross et al.

Although the concept of ‘smartness’ encompasses multiple layers and meanings,
in the smart city discourse, it is closely linked to digitalisation and, more broadly,
the application of new technologies in various aspects of governance and urban life.
A smart city represents a multidimensional development model in which Al and
other technological solutions are used to implement systemic capabilities to improve
competitiveness, efficiency, quality of life, and sustainability (Anttiroiko 2023).

Today, in addition to social and artificial intelligence, it also encompasses
community life, communication, production, services, infrastructure, consumption,
urban policy-making, and various dimensions of urban ecosystems and sustainability.
The aim of this holistic approach is to avoid too narrow definitions of smartness
and to create clear links with critical urban functions. This discussion contributes
to a broader debate on the role of LGs also in promoting social entrepreneurship
and shaping strong social entrepreneurship ecosystems (Broin 2024) . It is therefore
essential to continue studying local government partnerships, as there is a significant
difference in the capacity of smart cities and resource-constrained municipalities
to select and support various actors in entrepreneurial ecosystems. The importance
of stakeholder interaction and localised institutional support in shaping successful
innovation environments (Pratiwi et al. 2025a) is also influenced by informal
community-based groups, which have prompted communities to seek alternative
governance models, fostering a shift towards municipal and community self-
organisation (Paredes and Vigiola 2024). Ultimately, the effectiveness of these
partnerships largely depends on the exploitation of technological opportunities.
The divergence of responsibilities between different levels of government, such
as national, regional, and local, often leads to overlapping competencies and
conflicts that can undermine the effectiveness of innovation policy implementation.
Government support for the creation of business-friendly institutions, an academic
environment, an entrepreneurial attitude, and a mindset geared towards economic
benefits and growth are generally positive factors in ecosystem development, but
should be seen in the context of regional differences (Ikeatuegwu and Dann 2016,
Chen et al. 2020, Lopes et al. 2021, Audretsch et al. 2024a).

Place-based policy approaches that acknowledge institutional diversity,
stakeholder dynamics, and local entrepreneurial culture are essential, as innovation
often involves a considerable lag between investment and returns. At the same time,
public infrastructure and support for technology parks, incubators, and collaborative
networks are critical to fostering an innovation-friendly environment (Wenjuan and
Zhao 2023). However, in addition to creating an innovation-friendly environment,
LGs play an important role in providing public services and collecting taxes, which
also relates to the needs and priorities of LG governance and the residents and
businesses in the region (Larissa et al. 2020, Wenjuan and Zhao 2023). Government
support plays a crucial role in promoting the development of science and technology,
as establishing and managing science parks is a resource-intensive undertaking
that requires significant financial investments, human capital, time, and strategic
oversight. Inadequate development planning, limited funding, and infrastructure
gaps are among the main factors limiting the efficiency and growth potential of
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science parks and research centres in the region (Glittova and Sipikal 2022), and
focusing on narrower and more conventional areas of activity (Lam et al. 2022).

Regional management that employs the RMEE strategy underscores the need
for a comprehensive examination of how national governments influence the
modernisation of LG competencies, particularly their institutional capacity to shape
entrepreneurial ecosystems and implement local taxation and policy measures.
This analysis underscores the importance of aligning innovation initiatives with
regional needs and adapting business models to leverage ecosystem support. Such
capacities are essential for fostering regional development and enhancing local
living conditions. Understanding how national frameworks enable or constrain
LGs in these areas can inform the development of more adaptive, inclusive, and
context-sensitive management models that support sustainable entrepreneurship and
innovation at the regional level.

4. Conclusion

This literature review examined theoretical perspectives on institutional
entrepreneurship within LG activities, analysing scholarly positions on LGs’ capacity
to establish and manage entrepreneurial ecosystems for regional development.
It further identified theoretical gaps concerning the interplay between LG regulation,
regional variation, and the evolution of entrepreneurial ecosystems. LGs possess
considerable potential to act as regional innovation leaders. Nevertheless, within the
public sector, the concept of innovation often remains diffuse, necessitating a more
precise definition of applied innovation. The role of LGs in shaping entrepreneurial
ecosystems and ensuring residents receive modern solutions also entails addressing
social and cultural factors and responding to community changes.

An analysis of the three principal research questions confirms that LG
institutional entrepreneurship extends beyond merely fulfilling statutory obligations.
It encompasses the implementation of innovation within the region through
collaboration with stakeholders, the shaping of entrepreneurial ecosystems, and
active contributions to regional development. The RMEE strategy represents an
innovative approach for LGs. Its successful implementation requires a comprehensive
assessment of internal capabilities, a systematic analysis of regional externalities,
and the formulation of a long-term development strategy.

The business model underpinning the regional RMEE strategy involves fostering
collaboration with ecosystem partners and modernising the legal frameworks
governing LG activities. A promising method for implementing the RMEE strategy
is the adoption of a ‘small wins’ approach, characterised by gradual and sequential
institutional changes. This incremental process enables stakeholders to adapt and
derive benefits prior to the formal establishment of new institutional arrangements.
Such a step-by-step strategy mitigates resistance, enhances legitimacy, and supports
the sustainability of institutional entrepreneurship at the regional level.
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Going forward, it is essential to identify and examine specific indicators that
enable a more nuanced analysis of the role of LGs within regional entrepreneurial
ecosystems. Drawing upon current literature and ecosystem theory, four key areas
warrant further investigation.

First, legislative regulation of LG activities. While legislative frameworks provide
the formal foundation for LG involvement in entrepreneurial ecosystems, additional
factors, such as political culture, administrative flexibility, leadership capacity,
and community engagement, also play a critical role in shaping LGs’ strategic
behaviour within these ecosystems. Entrepreneurial ecosystem theory underscores
the significance of institutional diversity and adaptive governance in fostering
innovation and entrepreneurship; this dimension requires deeper exploration in the
context of LGs.

Second, territorial demarcation and participation in the ecosystem. The geo-
graphical positioning of an LG, combined with the active engagement of residents,
entrepreneurs, public institutions, research organisations, and donors, substantially
influences ecosystem dynamics. Ecosystem theory highlights the importance of
localised interactions and actor networks in facilitating knowledge exchange,
resource mobilisation, and entrepreneurial activity. However, it is important to
note that not all actors need to be physically located within the LG’s administrative
boundaries.

Third, measuring LG performance and regional development within the RMEE
framework. Implementing the RMEE strategy necessitates robust metrics to
evaluate LG performance and regional development. Potential indicators include the
growth of entrepreneurial activity and start-up density, the volume and diversity of
innovation initiatives, the strength of networks and partnerships, investment inflows,
infrastructure development, and levels of citizen engagement and satisfaction with
public services. These metrics align with ecosystem theory’s emphasis on systemic
performance and the interdependence of actors and institutions.

Fourth, country-specific comparative studies of LGs. Limited attention has
been devoted to cross-national analyses of LG roles in developing ecosystems
across administrative regions. Comparative research can uncover best practices,
institutional constraints, and policy innovations that enhance LGs’ capacity to act as
ecosystem actors and leverage entrepreneurial ecosystems as instruments of regional
governance.
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