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Regional Trajectories of Entrepreneurship 
and Growth

Michael Fritsch and Michael Wyrwich

Abstract The development of regions is considerably shaped by their history. We 
review research that finds significant persistence of regional levels of entrepreneur-
ship over longer periods of time. It is argued that the long term persistence of 
regional entrepreneurship indicates the presence and effect of a culture of entrepre-
neurship that is conducive to new business formation and regional growth. Hence, 
regional development is characterized by long term trajectories of entrepreneurship. 
We derive a number of policy implications and propose avenues for further research.

 The Important Role of Entrepreneurship for Innovation 
and Growth

The effect of entrepreneurship on innovation and growth is a key topic on David 
Audretsch’s research agenda. In our contribution to this Festschrift for David we 
reflect on our related work on regional trajectories of entrepreneurship, knowledge, 
and growth (Fritsch and Wyrwich 2019). Specifically, this includes the roles of his-
tory and culture in regional development. We review empirical work that shows the 
long-lasting effects of historical levels of self-employment and innovation on new 
business formation, innovation, and growth many decades later. It is argued that 
historical developments can cultivate certain cultural traits and personal attitudes in 
the local population that shape developments today.

In what follows we first review the empirical evidence on persistence of regional 
levels of entrepreneurship and growth (section “The Long-Term Persistence of 
Regional Levels of Entrepreneurship”). We then show how historical levels of 
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 entrepreneurship are related to the entrepreneurial attitudes of the regional popula-
tion (section “What Is a Regional Culture of Entrepreneurship?”). This empirical 
assessment is linked to a conceptual distinction of different layers of entrepreneur-
ship culture (section “The Two Layers of Entrepreneurship Culture: Systemizing a 
Multifaceted Phenomenon”). Section “Persistence of Regional Innovation 
Activities” reviews some recent empirical evidence of persistence of innovation 
activity across space. Finally, we draw policy implications (section “Policy 
Implications”), and discuss avenues for future research (section “Avenues for 
Further Research”).

 The Long-Term Persistence of Regional Levels 
of Entrepreneurship

A key recognition of research about the role of entrepreneurship, innovation, and 
growth is that there is a rather pronounced variation of the relationship between 
these factors across regions (Audretsch and Fritsch 2002; Audretsch, Keilbach and 
Lehmann 2006; Fritsch and Wyrwich 2019). Clearly, region-specific factors play an 
important role and need to be accounted for in empirical analyses.

Region-specific determinants of entrepreneurship also remain relatively constant 
over time, or, as stated by Alfred Marshall (1920), natura non facit saltum (nature 
does not make jumps). Indeed, variables that have been shown to be conducive to 
the emergence of new firms, such as qualification of the regional workforce or 
employment share in small firms (Sternberg 2009), do tend to remain fairly constant 
over successive years (Fotopoulos 2013; Fritsch and Kublina 2019). This pattern is 
one reason for the pronounced persistence of regional differences in entrepreneur-
ship rates that was found in prior research.1 Even if the overall level of new business 
formation in a country is increasing or decreasing, the rank order of regions tends to 
remain rather constant (Fotopoulos and Storey 2017; Fritsch and Kublina 2019).

An alternative explanation for the persistence of entrepreneurship is the presence 
of an entrepreneurial culture. Such a culture may emerge due to a self-perpetuation 
process where past entrepreneurial activity induces further start-up activity in the 
future. Key elements of this type of self-perpetuation is demonstration and the peer 
effects of successful founders who act as role models (Andersson and Koster 2011; 
Fornahl 2003; Minniti 2005). The main idea behind this conjecture is that an indi-
vidual’s perception of entrepreneurship, the cognitive representation, is shaped by 
observing entrepreneurial role models in the social environment. The presence of 
entrepreneurial role models in the social environment, particularly among one’s 
peers, reduces ambiguity for potential entrepreneurs and may help them acquire 
entrepreneurial skills and necessary information (Bosma et  al. 2012). Observing 
successful entrepreneurs provides potential entrepreneurs with examples of how to 

1 Fritsch and Mueller (2007), van Stel and Suddle (2008), Andersson and Koster (2011), Mueller, 
van Stel and Storey (2008), Fotopoulos (2013), Fotopolous and Storey (2017).
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organize resources and activities, and increases self-confidence in the sense of ‘if 
they can do it, I can, too’ (Sorenson and Audia 2000, 443; see also e.g., Minniti 
2005; Nanda and Sørenson 2010).

Based on these arguments one can assume that a high number of entrepreneurial 
role models in a region leads to widespread social acceptance or legitimacy (Etzioni 
1987; Kibler et al. 2014) of self-employment in the local population. Figure 1 illus-
trates the self-perpetuation of entrepreneurship through demonstration and peer 
effects, as well as social acceptance of entrepreneurship.

An empirical challenge is to disentangle the effect of entrepreneurial culture on 
entrepreneurship levels from the influence of persistent structural determinants of 
entrepreneurship. The case of Germany that we analyzed in our previous work pro-
vides an appropriate “natural laboratory” to cope with this empirical challenge (see 
Fritsch and Wyrwich 2019). The basic premise is based on the reality that the devel-
opment of Germany over the course of the twentieth century was marked by several 
disruptive changes to framework conditions: two lost World Wars, destruction of 
economic infrastructure, housing, and production facilities, occupation by Allied 
Powers, as well as several switches of the political regime, particularly in Eastern 
Germany. Thus, there is no persistence of structural determinants of entrepreneur-
ship in Germany. Hence, if we find the persistence of entrepreneurship despite these 
devastating shocks, then the driving force behind the persistence pattern is proba-
bly a culture of entrepreneurship.

Our empirical analyses for Germany have shown that regional levels of entrepre-
neurship are indeed persistent despite disruptive changes to framework conditions 
(Fritsch and Wyrwich 2014, 2019). The case of East Germany is particularly inter-
esting in this respect. After World War II a socialist state—the German Democratic 
Republic (GDR)—was founded in the eastern part of the country that implemented 
a rigorous anti-entrepreneurship policy that included massive socialization of pri-
vate enterprises and the suppression of any remaining private-sector activity (for 
details, see Brezinski 1987; Pickel 1992). The socialist East German state collapsed 
in late 1989, and East and West Germany were reunified in 1990. The subsequent 
transformation process of the East German economy to a market economic system 

Social acceptance of entrepreneurship

Start-up activity Entrepreneurial
role models

Demonstration and peer 
effects

Fig. 1 Self-perpetuation 
of regional levels of 
entrepreneurship

Regional Trajectories of Entrepreneurship and Growth



152

was a “shock treatment” where the ready-made formal institutional framework of 
the West German market economic system was adopted practically overnight (e.g., 
Brezinski and Fritsch 1995; Hall and Ludwig 1995).

Our empirical analyses for East Germany show that―despite these massive 
path- breaking shocks―those regions with high levels of self-employment at the 
outset of the twentieth century had relatively high start-up rates after the collapse of 
the socialist regime and seem to have managed the transformation to a market eco-
nomic system relatively well.2 For West Germany, we also find that places with rela-
tively high levels of self-employment in the early twentieth century had high levels 
of self-employment and new business formation about 100 years later (Fritsch and 
Wyrwich 2014, 2019). The analyses showed an effect of today’s new business for-
mation on employment growth that is explained by the historical pre-war level of 
entrepreneurship (Fritsch and Wyrwich 2017). Our main explanation for persistence 
of regional entrepreneurship, despite massive changes of the social and economic 
environment, is that regions with high levels of entrepreneurial activity in the past 
tend to be characterized by an entrepreneurial culture.

 What Is a Regional Culture of Entrepreneurship?

An entrepreneurial culture can be thought of as an informal institution that is ‘in the 
air’, i.e., reflected in norms, values, and codes of conduct in a society (North 1994) 
that are in favor of entrepreneurship. An entrepreneurial culture should, at least to 
some degree, be independent of the factual socio-economic conditions and may, 
therefore, even survive considerable shocks to the socio-economic environment, 
such as serious economic crises, devastating wars, and drastic changes of political 
regimes (North 1994; Williamson 2000). According to Williamson (2000), culture 
belongs to the level of social structure that is deeply embedded in a population and 
that tends to change only very slowly. Research has indeed shown that informal 
institutions tend to change much more slowly than formal institutions, and only over 
rather long periods of time (North 1994; Nunn 2009; Williamson 2000).

An entrepreneurial culture is typically understood “as a positive collective pro-
gramming of the mind” (Beugelsdijk 2007, 190). Etzioni (1987) argues that one 
important aspect of entrepreneurial culture is spatial variation in the social legiti-
macy of entrepreneurs and their activities. As a consequence, the more society 
views entrepreneurship as a legitimate activity, the higher its demand and the more 
resources are dedicated to such activity. A society’s acceptance of entrepreneurship 
can be regarded as part of the informal institutions of a community. Applying this 
argument to the regional level, the degree of societal legitimacy for entrepreneur-
ship may be higher in some regions than in others (Kibler et al. 2014).

2 Analyses for the former region of Kaliningrad, which now belongs to the Russian Republic 
(Fritsch et al. 2019a), and for former German regions of Poland (Fritsch et al. 2019c) also show 
high levels of persistence despite long periods of an anti-entrepreneurial socialist regime.

M. Fritsch and M. Wyrwich
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Taking the conceptualization of an entrepreneurial culture a step further is to 
characterize it as an “aggregate psychological trait” (Freytag and Thurik 2007, 123) 
in the regional population that favors core entrepreneurial values such as individual-
ism, independence, and motivation for achievement. A way of capturing such a 
conceptualization of entrepreneurship culture is to assess what share of people in 
the regional population have an entrepreneurship-prone personality profile. 
Applying the Big Five concept of personality measurement, entrepreneurial people 
score high on extraversion, conscientiousness, and openness, but have low scores in 
agreeableness and neuroticism (Obschonka and Stuetzer 2017). According to 
Rentfrow, Gosling and Potter (2008), regional differences in the share of people 
with an entrepreneurial mindset today may be explained by social influences within 
the region as people respond, adapt to, or become socialized according to regional 
norms, attitudes, and beliefs. Another phenomenon that could reinforce an entrepre-
neurial culture is that people with an entrepreneurial mindset may tend to migrate to 
places where the local population has similar personality characteristics (see also 
Obschonka et al. 2013, 2015).

Empirical analyses for Germany (Fritsch et al. 2019b), the UK (Stuetzer et al. 
2016), and the US (Rentfrow et al. 2008) have revealed significant differences in the 
entrepreneurial personality profile of regional populations. In the case of Germany, 
we have shown that an entrepreneurial personality profile is particularly pronounced 
in the population of those regions that had historically high levels of self- employment 
at the outset of the twentieth century (Fritsch et  al. 2019b). This may reflect an 
effect of long periods of high levels of regional self-employment.3

There is considerable overlap between the idea of an entrepreneurship culture 
and the concept of social capital that has been put forward by Coleman (1988), 
Putnam (2000) and others (Fritsch and Wyrwich 2016). In essence, social capital 
refers to the social acceptance of certain values and respective behaviors, as well as 
trust and particularly the networks of social relationships between actors, both pub-
lic and private (for an overview, see Westlund and Bolton 2003). It includes infor-
mation channels such as role models that can have a considerable effect on individual 
behavior. An important element of an entrepreneurship culture may be the accep-
tance of not only the founding of new businesses but also of business failure. A low 
stigma of failure in a region may encourage people to give entrepreneurship a try 
because the psychological costs of failure are lower than elsewhere (e.g., Wyrwich 
et al. 2016). In short, there are many aspects of the regional environment that may 
be, to different degrees, conducive to new business formation (Dubini 1989).

3 Quite interestingly, we also find a rather pronounced entrepreneurial personality structure of the 
regional population in some regions that had high levels of historical self-employment but are 
characterized by low levels of self-employment and new business formation today (e.g., the region 
of Stuttgart). This finding suggests that the relationship between entrepreneurial tradition and cur-
rent entrepreneurial culture is rather complex. One explanation in the case of the Stuttgart region 
may be that a number of regional enterprises have grown into rather large firms, and that employ-
ment opportunities in these firms make self-employment relatively unattractive. Quite remarkably, 
the regional entrepreneurial culture, in terms of the local population’s personality structure, still 
prevails.

Regional Trajectories of Entrepreneurship and Growth
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 The Two Layers of Entrepreneurship Culture: Systemizing 
a Multifaceted Phenomenon

A regional culture of entrepreneurship may need more than societal legitimacy of 
entrepreneurial behavior, individuals able and willing to become entrepreneurs, 
entrepreneurial role models, networks, and peer effects. An infrastructure of sup-
porting services may also be necessary, particularly the availability of competent 
consulting as well as appropriate financial institutions. It is not farfetched to expect 
that regions characterized by high levels of new business formation and a pro-
nounced entrepreneurship culture may develop such a supporting infrastructure 
over time.

In earlier work, we developed a framework that is helpful in understanding the 
interplay between different elements of an entrepreneurial culture (Fritsch and 
Wyrwich 2016). The basic idea is to distinguish between a political and a normative- 
cognitive layer of a regional culture of entrepreneurship (Fig. 2). The normative- 
cognitive layer of an entrepreneurship culture is a largely informal institution that 
represents the social acceptance of self-employment and a widespread positive atti-
tude toward entrepreneurial activity among the population. Specifically, this 
includes:

Fig. 2 Elements of an entrepreneurship culture
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• Entrepreneurial values of the regional population such as individualism, auton-
omy, achievement, and mastery are widespread.

• Abundance of entrepreneurial personalities, i.e., a high share of persons with an 
entrepreneurial personality profile, which is characterized by traits such as extra-
version, openness to experience, conscientiousness, and the ability to bear risk.

• Large numbers of entrepreneurial role models who generate demonstration and 
peer effects: high levels of self-employment in the region.

The political layer consists of formal institutions and mechanisms to create and 
support a regional culture of entrepreneurship. This may include:

• Entrepreneurship-friendly laws and regulations such as low barriers to entry and 
exit, high freedom of establishment and trade, a competition policy that controls 
for abuse of market power, low tax levels, an appropriate social security system, 
and, last but not least, a low level of corruption (Elert, Henrekson and Stenkula 
2017).

• A supportive infrastructure for entrepreneurship such as training and consulting 
services for business founders, as well as good access to financial resources for 
start-ups and small businesses.

• Promoting a realistic public image of entrepreneurs: awareness campaigns, pro-
grams for encouraging contact with entrepreneurial role models.

• Entrepreneurship education particularly at universities, but also at lower levels 
of the education system.

The two layers are, of course, interdependent. Policy can and does influence the 
beliefs and experiences of the regional population, and the preexisting culture can 
and does influence the design and implementation of policy. Empirical evidence, 
however, clearly suggests that the normative-cognitive layer of a regional entrepre-
neurship culture plays the dominate role. The survival of regional pockets of entre-
preneurial activity that endured the anti-entrepreneurial policies of the socialist 
regime of East Germany (Fritsch and Wyrwich 2014, 2019) demonstrates that these 
entrepreneurial norms and values are able to withstand even severe policies aimed 
at their elimination.

It is quite debatable as to how far policy may be able to ‘create’ a culture of 
entrepreneurship. Perhaps it is more realistic to delegate policy to the role of sup-
porting the preconditions for self-employment and promoting an awareness of suc-
cessful entrepreneurial role models. Nevertheless, given the merits of an 
entrepreneurial culture, other policy measures in the form of a strategic manage-
ment of places (Audretsch 2015) that attempt to promote such a culture may be a 
significant step toward creating fertile conditions for the cultivation of an entrepre-
neurial society (Audretsch 2007).

Regional Trajectories of Entrepreneurship and Growth
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 Persistence of Regional Innovation Activities

Entrepreneurship in its very core includes behaviors such as creativity, recognition 
of opportunities, taking initiative, readiness to assume risk, and introducing new 
ideas, products, and services to the market. These behavioral elements are not only 
conducive to setting up one’s own business, but should also be relevant for innova-
tion activity―the process of transforming new ideas and knowledge into con-
crete products and services.

The transformation of ideas and knowledge into commercial application is at the 
core of the knowledge spillover theory of entrepreneurship (Acs et al. 2009, 2013). 
This theory regards the regionally available knowledge, particularly new knowl-
edge, as an important source of entrepreneurial opportunities. Accordingly, a large 
and dynamically growing knowledge base should have the potential to provide rich 
opportunities for start-ups. This should be especially true for innovative new busi-
nesses as they are critically dependent on knowledge inputs. Consistent with these 
considerations, research has documented a pronounced relationship between indi-
cators of regional knowledge and new business formation (particularly with start- 
ups in innovative and knowledge-intensive industries), such as the presence of 
academic institutions and the level of R&D activities (Audretsch et al. 2006; Fritsch 
and Aamoucke 2013, 2017).

It follows that an analysis of the persistence of entrepreneurship should be com-
plemented by investigating the persistence of regional innovation activity. This nec-
essarily starts with an assessment of the determinants of innovation activity. 
Accordingly, Audretsch and Feldman (1996), in their seminal contribution to the 
discussion of knowledge spillover and the geography of innovation, stress that inno-
vation and technical change depend upon new knowledge much more than other 
kinds of economic activities. Theory and evidence suggest that spatially limited 
knowledge spillovers are of crucial importance for innovation and economic growth 
(e.g., Romer 1986). In particular, tacit knowledge, which is bound to specific people 
and only transmitted via face-to-face contacts, makes knowledge and parts of the 
regional knowledge base “sticky.”

Due to this stickiness of tacit knowledge, it tends to remain in the local popula-
tion and may be transferred across generations. This characteristic, as well as the 
continuity of well-established institutions of higher education and research (such as 
universities), shapes the persistence and scope of regional knowledge levels and 
knowledge profiles over longer periods of time. Hence, there are significant differ-
ences in the amount and the character of the available knowledge across regions.

In our own analyses we measured the historical knowledge of a region by a high 
employment share in science-based industries at the outset of the twentieth century, 
or by the local presence and geographic proximity to a technical or classical univer-
sity founded before the year 1900. We find that these indicators of the historical 
knowledge base are positively related to the levels of R&D inputs and patenting 
more than 100 years later (Fritsch and Wyrwich 2018, 2019). In particular, German 
regions with a technical university in the year 1900 have high levels of start-ups in 

M. Fritsch and M. Wyrwich
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technology-intensive industries today. These results clearly indicate the persistence 
of regional knowledge that constitutes an important source of entrepreneurial oppor-
tunities. This persistence of regional innovation activity is currently only incom-
pletely understood.

 Policy Implications

Regions do not only differ in their current levels of entrepreneurship and innovation, 
but also with regard to the role of entrepreneurship and innovation in their history. 
These differences clearly confirm the recognition that a ‘one size fits all’ policy 
approach that might be appropriate for all regions does not exist. Hence, different 
policy measures and strategies may be needed to account for regional histories, 
cultures, and the psychological dispositions of the regional population.

The recognition that regional levels of self-employment and new business forma-
tion tend to be rather persistent over time means that regions with high levels of 
entrepreneurship today are likely to have also relatively high levels of entrepreneur-
ship in the future, while regions with currently low levels of entrepreneurship may 
expect correspondingly low levels in the coming decades. Hence, policies that aim 
at raising the level of regional entrepreneurship and stimulating an entrepreneurial 
culture may require rather long periods of time before significant changes can be 
noticed. Clearly, creating an entrepreneurship culture is a long-term strategy. 
However, once such a culture is created it may generate long-lasting positive effects.

In regions that already have a pronounced culture of entrepreneurship, policy 
might play the distinctive role of preserving this culture and opening avenues to 
overcome development bottlenecks. Regions where a culture of entrepreneurship is 
more or less lacking may require considerably more attention and effort by policy-
makers to build such a culture. As a first step, any policy approach should try to 
identify the reasons for the relatively low levels of regional entrepreneurship. In a 
second step, the results of such an analysis can then serve as a basis for the develop-
ment of a region-specific strategy to improve the level of entrepreneurial activity.

It has been shown that entrepreneurship in innovative industries (a type of entre-
preneurship that can be regarded as particularly important for regional growth) is 
closely related to the regional knowledge base (Fritsch and Wyrwich 2018, 2019). 
Hence, strengthening the regional knowledge base may be an important way of rais-
ing especially the number of innovative new businesses. This pertains to all levels of 
education, as well as to research. Our own research shows that a historically grown 
knowledge base is likely to imply a long-lasting impact on the spatial distribution of 
patenting activity and the regional employment share in R&D-related activities. 
Thus, there is a long-term dividend of investing in this regional resource that 
endures. Altogether, it is important to keep in mind that any place-based policy that 
aims at fostering entrepreneurship and innovation activities as a conduit for regional 
growth needs a long-term orientation.

Regional Trajectories of Entrepreneurship and Growth
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 Avenues for Further Research

Although we have shown that there is a persistence of regional entrepreneurship and 
innovation activity, we still know very little about the reasons for the pronounced 
regional differences of historical self-employment rates and innovation activity. An 
important avenue for further research is, therefore, to investigate those factors that 
contributed to the emergence of a regional culture of entrepreneurship in the past. 
What explains these regional differences? What is the role of natural conditions 
such as location and a region’s accessibility, of climate conditions, of quality of the 
soil and soil resources in the emergence of an entrepreneurial culture? Do social 
practices such as the prevailing modes of inheritance play a role here? What is the 
specific effect of formal institutions, such as region-specific barriers to entry, or a 
legal framework that allowed for a relatively high level of economic freedom?

The question about the legal framework conditions points to the relationship 
between formal and informal institutions. Although the diverse studies that show 
persistence of regional levels of entrepreneurship confirm the common conjecture 
that informal rules tend to be much more persistent than formal ones (Williamson 
2000), there is also solid empirical evidence that certain formal rules can stimulate 
the level of entrepreneurship, and hence, the emergence of an entrepreneurial cul-
ture. It is, therefore, important to inquire more deeply into the effect that formal 
institutions have on informal ones, such as a regional entrepreneurial culture. It 
would also be important to know more about possible effects in the opposite direc-
tion, i.e., how an informal institution like an entrepreneurial culture might impact 
the design and formation of formal institutions? Do high levels of entrepreneurship 
and a positive attitude of the regional population towards entrepreneurship lead to 
the implementation of more entrepreneurship-friendly formal rules?

Another key issue that requires further investigation is how a regional culture of 
entrepreneurship is able to be transferred across generations despite severe disrup-
tive shocks of the social, political, and economic framework conditions. A primary 
mechanism for the transmission of an entrepreneurial spirit over time that has been 
well investigated is the transfer from parents to their offspring (e.g., Chlosta et al. 
2012; Lindquist et al. 2015). Much less is known about the potential contribution of 
spatial mobility of people to the persistence of a regional entrepreneurial culture. If, 
for example, people with an entrepreneurial mindset are particularly attracted to 
regions that are already characterized by high levels of entrepreneurship, this would 
support the persistence of a regional culture of entrepreneurship. A further mecha-
nism―already mentioned above―that may contribute to persistence of an 
entrepreneurial culture is the effect of such a culture on the formal institutions. 
There may also be an effect of collective memory about the historical success of 
entrepreneurship that leads to persistence of entrepreneurship, e.g., the knowledge 
that entrepreneurship has been successful in former times (Fritsch et  al. 2019a, 
2019c).

A further point that deserves attention is the design of appropriate political strat-
egies. What policies can be recommended for regions that have a pronounced cul-

M. Fritsch and M. Wyrwich
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ture of entrepreneurship? What policy measures are appropriate if such a culture is 
missing? How can policy support the emergence and the development of an entre-
preneurial culture? Do regions with a strong entrepreneurial culture respond differ-
ently to certain policy measures than regions lacking, or with a weaker, 
entrepreneurial culture? Little is by known about such questions.

Since entrepreneurship has a close relationship with innovation activity, we also 
need to understand the historical sources of persistent regional differences with 
respect to regional knowledge bases and how they remain a source for innovation 
activity and for the recognition of entrepreneurial opportunities. This also provokes 
the question of how to stimulate regional innovation and its exploitation via entre-
preneurship. Is a regional culture of entrepreneurship important, if not required, to 
commercialize regional knowledge?

Analyses of long-term regional development trajectories requires historical data. 
This may particularly include indicators for historical entrepreneurship, a detailed 
assessment of the regional knowledge base, information about government policies 
towards entrepreneurship and the supporting infrastructure for entrepreneurs such 
as the local banking system, information on social practices (e.g., modes of inheri-
tance), as well as information about social values and attitudes of the regional popu-
lation. This type of more comprehensive data would not only lead to a better 
description of historical entrepreneurship and related issues, but could also allow 
researchers to identify those elements of the historical entrepreneurship system that 
are of key relevance for persistence over longer periods of time.
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