BUILDING THE NEXT GREAT
GLOBAL INNOVATION ECONOMY
Lessons From Greater Seattle’s Innovation Community
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INNOVATORS
From its pioneering days until today America has revered great innovators and
entrepreneurs. Men such as Ben Franklin, Thomas Edison, Alexander Graham
Bell, Henry Ford, and the Wright Brother are integrally linked to the American
identity. Modern day entrepreneurs and innovators, such as Bill Gates, Steve
Jobs, Elon Musk, Larry Page, Serge Brin, Mark Zuckerberg, and Jeff Bezos,
engage us in the future of what could be from autonomous cars to colonizing
Mars. Their inventions have brought light into homes, information and
communications to the masses, and the world closer together. In addition, they
have helped to catapult the U.S. to the undisputed innovation and economic
leader in the world.
The importance of innovation for companies, communities, and our country,
cannot be overstated. Consider that over half of the increase in U.S.
productivity growth during 1948-2012 came from innovation and technological
change, and all net new jobs created in the U.S. since 2005 resulted from the
growth of the innovation economy.
With the enormous success of innovation and entrepreneurship in the U.S.,
many countries have studied its essential elements with the hope of recreating
its success. Even communities in the U.S. have studied how to build a local or
regional innovation economy knowing their economic success and even their
viability relies on it.
So how is an innovation economy built, and what can we learn by studying the
history, growth, successes, and shortcomings of Greater Seattle’s innovation
economy – a community that could be the next great global innovation center?
Let’s start at the beginning…
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HISTORY OF SEATTLE’S
INNOVATION ECOSYSTEM
On September 25, 1851 Seattle was founded by a
group of American pioneers called the Denny Party. Its
original roots were as a blue collar, manufacturing town.
Its first great industries were logging and ship building,
taking advantage of the abundance of lumber and
Seattle’s large port. Then, in March of 1916, William
E. Boeing incorporated the Boeing Company in Seattle,
and spawned an aerospace industry, which today
accounts for 11% of statewide gross business incomes,
and provides 132,500 jobs within 1,350 organizations
across the State. These blue color roots are part
of the Seattle culture even today, and many of the
great timber families still remain in Seattle. Although
Seattle is no longer just a “Boeing town”, the aerospace
company is still a foundational pillar of Seattle.
In 1962, Seattle signaled its desire to become a modern
innovation community when a group of Seattle leaders
bid for and won the 1962 World’s Fair. This put Seattle
on the map, bringing nearly 10 million people to the
area, and leaving behind a fairground with numerous
structures and works that exist today such as the
Space Needle, Alweg Monorail, Key Arena, and the
Seattle Center (which today includes the Pacific Science
Center, Experience Music Project, and other destination
sites).

Seattle’s vision of becoming a leading, global
innovation center was soon to become a
reality as the region was thrust into the
center of two large technology waves, the PC
revolution and the mobile Internet. Seattle’s
roots in the personal computer industry can
be traced back to 1975 when Bill Gates
famously dropped out of Harvard, and, along
with Paul Allen, started Microsoft. Gates
and Allen perceived personal computers to
be the next great frontier in technology, and,
as the story goes, formed a partnership with
IBM in 1980 to bundle its operating system
with IBM’s computers. This catapulted
Microsoft to the undisputed leader in PC
software, and at its peak Microsoft Windows
became the dominant computer operating
system software with over 90% market share
worldwide. In addition, Microsoft became
another foundational pillar for Seattle’s
$18.6 billion Information & Communications
Technology (ICT) sector, which today includes
14,000 firms employing 200,000 people in
areas such as software publishing, wired and
wireless telecommunications, electronics, and
data processing.
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The PC revolution was soon followed by the emergence of
high-speed networks, ubiquitous Internet access, and mobile
computing in the late 1990s and early 2000s. One visionary
leader who understood what these advances would mean for
consumers and businesses was Amazon Founder, Jeff Bezos. In
1994 Bezos decided to leave a successful career as vice-president
of D.E. Shaw & Company, a Wall Street firm, and move to Seattle
to start Amazon. For Bezos, Seattle was the ideal city for his new
business. Not only was it home to a tremendous pool of hightech talent, it was also close to Ingram Book Group’s huge Oregon
warehouse, which Bezos felt would support the initial thrust of
the company as an online book seller

Amazon quickly grew from its origins to become
the largest online retailer in the world, as well as the
largest provider of cloud computing with Amazon
Web Services (AWS). Today, Amazon employs over
300,000 workers, and its meteoric growth has had
a profound impact on the Seattle area. Amazon
currently employs 30,000 people and growing in
Seattle, and occupies approximately 10 million square
feet of office space, or roughly 25% of total premium
office space in downtown Seattle. In addition,
Amazon generates over $400 million in tax revenue
from its employees and the additional jobs created by
its urban location.
This history of events and leadership in a number
of major technology industry sectors resulted in
Seattle emerging as one of the top innovation
centers in the world. Today it has a diverse economy,
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which incorporates Aerospace, Information and
Communications Technology (ICT), healthcare,
retail, maritime businesses, and tourism, among
other industries. In addition, stalwart Silicon Valley
companies such as Google and Facebook have
opened offices in the Seattle area to poach workers
from the likes of Microsoft and Amazon.
Although some consider it luck that Bill Gates grew
up in Seattle and decided to start Microsoft there,
and Jeff Bezos decided to move to Seattle to start
Amazon, other factors have led to Seattle’s rise
as a global innovation center. In addition, while
many feel that Seattle is already one of the great
innovation communities in the world, in truth it is
still in its adolescence with a great deal of history yet
to be written.

GREATER SEATTLE’S
INNOVATION ECONOMY TODAY
When evaluating an innovation economy, it
is important to understand the strengths and
weaknesses of four interconnected ecosystems
that when strong and working in harmony lead
to a flywheel effect of benefits for the people
who live and work within the community. The
first, Innovation Ecosystem, includes the
networks and institutions that fund, develop, and
commercialize intellectual property. The second,
Start-up Ecosystem, includes the entrepreneurs,
investors, talent, and support networks that
help new companies start and grow. The third,
Local or Regional Ecosystem, incorporates
the infrastructure within a community that
supports a healthy, diverse, affordable, and
livable community that attracts the talent and
diversity from other geographies that innovation

INNOVATION
ECONOMY
FLYWHEEL

companies and community organizations need
to grow. Finally, the fourth, Global Ecosystem,
includes the networks and organizations that
allow a community to compete as a global
center for innovation and entrepreneurship,
and recognizes that communities vie for talent,
investment capital, among other resources, on a
global basis.
The leadership and resources for building a
top innovation center come from all areas
including governments, universities, corporations,
investment firms, professional support
organizations, and non-profits. The ecosystems,
value created, and key pillars of an innovation
economy are depicted in the Innovation Economy
Flywheel diagram below.

ECOSYSTEMS
VALUE

The rest of this paper identifies the strengths and weaknesses of Seattle’s innovation economy today
relating to these four interconnected ecosystems, and recommendations for the future.
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1. Innovation Ecosystem
Communities rely on a number of innovation pillars as the
foundation of any innovation economy. They include: supportive
governments with policies and R&D investment that promote
innovation and entrepreneurship; strong research universities that
encourage, innovation, research, and entrepreneurship; and forward
thinking corporations that invest in R&D that lead to new products
and services. Through the investment by these innovation pillars,
communities attract top researchers, innovators, entrepreneurs, and
other talent to a region, and create an innovation culture within a
community.
In this innovation ecosystem area Seattle ranks high versus other
communities with a supportive government that has historically
invested a significant amount of money into R&D, and a leading
research university, the University of Washington, that rivals
the top research universities in the country for patents and
commercialization, as well as two of the top R&D corporations in
the world, Microsoft and Amazon.
Washington State has outperformed all other states in expenditures per capita at federally funded research and
development centers (usually referred to as “federal labs”), thanks in great measure to R&D activity at Pacific
Northwest National Laboratory (PNNL), which spent approximately $1.02 billion in 2014 on R&D, and the
University of Washington that ranks #4 in the country with approximately $1.3 billion in innovation investment,
the vast amount of which comes from federal funding and goes into life sciences research.
The University of Washington rivals competitors
Stanford, MIT, and Harvard, in terms of its innovation
investments, licenses issued, patents awarded, and
revenue from licensing and spinouts as measured by
a recent study published by iInnovate in conjunction
with the UW. In addition, the University of
Washington’s School of Medicine holds the No. 1 spot
in primary care training, rural medicine, and family
medicine according to U.S. News & World Report.
Seattle’s higher education only lacks in one area. It
does not have a nationally ranked private research
university, which most other world-class innovation
communities have, according to the June 2015 Tech
Alliance Report. This puts an extra burden on the State
to support UW and WSU as they compete with their
peer institutions for federal research support.
With that said, UW Medical Center, the Fred
Hutchinson Cancer Research Center, Allen Institute
for Brain Science, Bill and Melinda Gates Foundation,
Novo-Nordisk, Path, and other research oriented
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healthcare organizations, have led to a robust life
sciences sector in Washington State, which now
has 191 biopharma companies, 294 medical device
companies and 78 non-profit research institutions. In
total they generate $11.1 billion of the state’s gross
domestic product (GDP), and 91,000 total direct and
indirect jobs.
Finally, Seattle’s major research-oriented corporations,
including Microsoft, Amazon, and Boeing, round out
Seattle’s strong innovation ecosystem. According to
a PwC Study, Microsoft ranked #4 globally in R&D
spending with $11.4 billion in 2015, and Amazon #7
with $9.3 billion in 2015. As a result, Washington
State is the only state with two of the top 10
corporate R&D spenders.
In summary, as long as federal government, private
company, and non-profit spending on R&D stays
strong, Seattle will continue to have a strong
innovation ecosystem.

2. Start-Up Ecosystem
A start-up ecosystem includes all of the resources (money, talent, organizations) that support entrepreneurs
to successfully start and grow new companies. There are at least three core elements that make up a start-up
ecosystem including investment capital, human capital, and a supportive startup culture and network within a
community. A strong start-up ecosystem is important for jobs especially as new technologies are expected to
replace up to 40% of all lower income and menial jobs, and as major corporations emphasize part-time labor.

Victor Hwang, a researcher and publisher of an important
study and index about startup communities at the
Kauffman Foundation said,
The key to building successful ecosystems is a culture
that connects people and enables them to share unique
experiences, skills, and insights in collaborative ways.
That beautiful mixing of backgrounds, knowledge,
and perspectives—it’s what feeds the dynamism of
entrepreneurial communities everywhere.”

Compared to other top communities, Seattle’s startup ecosystem is lacking. The Kauffman Foundation
looked at two measures of entrepreneurship including
startup activity and the rate of startup growth as
measured by a number of criteria. On these two
indices Seattle ranked 26th and 22nd out of 40 top
communities in the U.S. in 2015, and on both of
these measures Seattle’s rankings dropped from the
previous year. Given all of the seemingly positive
progress the Seattle area has made on its start-up
ecosystem, one may ask why Seattle lags other top
start-up communities.
One answer is Seattle lacks substantial organized
start-up and growth investment capital, and is
undercapitalized compared with other similarly sized
tech communities such as Boston. For instance,
Seattle had approximately 15 venture capital (VC)
firms and $1.24 billion in investments in 2014
compared to Boston with 80 VC firms and $4.68
billion in 2014 investments, according to a Tech
Alliance Study. Because of the lack of startup
financing options in Seattle great tech CEOs, such as

Aaron Levie, who left Seattle to start one of Silicon
Valley’s stalwart innovation companies, called Box,
are deciding to move to the Bay Area to start their
companies. We have no idea how many others
have followed suit because of the difficult funding
environment in Seattle, but it could be a lot of talent.
Second, in terms of human capital, Seattle is also
lagging behind other top communities. A whopping
80% of its computer science resources have come
from out of state, according to the WTIA’s February
2015 ICT report, and there is a shortage of 3,000
Application Software Developers, Programmers,
Help Desk Specialists, Systems Analysts, Systems
Administrators, and other tech talent EVERY YEAR.
In addition, the homegrown supply of talent is sorely
lacking with the University of Washington graduating
only 375 students with computer sciences degrees
each year. Also, Seattle’s farm team for talent, which
is its K-12 education system, ranks low among all
50 states in many categories including Science,
Technology, Energy, and Math (STEM).
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Finally, when it comes to evaluating the Seattle area’s culture of early stage investing in innovation, and
tolerance for failure, Seattle’s blue-collar history and lifestyle focus have created a more conservative
innovation environment than other great startup communities such as Silicon Valley. Seattle Angel
investors in general invest in singles versus home runs, and early cash flowing companies versus longterm growth companies. As a result these companies do not attract top institutional Venture Capital
investors that seek outsized returns to support their overall portfolios and investment returns.
The start-up ecosystem in Seattle, however, is evolving as support organizations such as incubators and
accelerators have grown from 7 in 2010 to approximately 20 in 2014 according to the Greater Seattle
Technology Ecosystem – Study & Entrepreneur’s Guide (2016). To compete effectively with other top
communities Seattle will need to grow the amount of organized capital it invests in startups and make it
easier for entrepreneurs to raise the funds needed to grow at various stages of their lifecycle.

3. Local and Regional Ecosystem

A third important ecosystem making up a top innovation economy is a healthy and livable local and regional
community that attracts the type of talent organizations need to grow. In recent livability studies of major
cities, Seattle ranks in the top 5 in the U.S. This ranking, however, is eroding as Seattle rapidly grows its
population, which in turn is stretching its infrastructure and starting to create a digital divide that separates
those with the skills to participate in the innovation economy from those without access.
In the short term, Seattle is having a hard time upgrading its infrastructure quickly enough to keep up with
the rapid population growth it is experiencing. In part this is due to Amazon’s meteoric rise, and in part due
to major technology companies from Silicon Valley, such as Google and Facebook, opening offices in Seattle
to steal talent from the likes of Microsoft and Amazon. With the growth of Seattle’s population, livability is
being negatively impacted. For instance, Seattle recently tied for fourth-worst among U.S. cities for overall
travel congestion, behind Los Angeles, San Francisco, and New York, and home prices have skyrocketed with
the average home price in Seattle now at $630,000, up 10.3% year over year. And the growth is expected
to continue according to an article in the Puget Sound Business Journal, with Seattle-Tacoma-Bellevue
estimated to grow 38% by 2040.
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In some ways Seattle’s stress is a sign of success.
It means the community has started to create high
paying jobs that result from a healthy innovation
economy. On the other hand, with growth come
new problems that impact the livability of a
community such as an increase in the cost of living,
strain on the community’s overall infrastructure, and
a growing digital divide. These issues can crowd out
diversity, and lead to an exodus of talent over time.
In order to get out in front of this wave, Greater
Seattle must continue to invest in its infrastructure,
and in policies that support diversity and livability
within the region. This will take a collective effort
between, government, private industry, and the third
sector, which is starting to occur. One such initiative

is a public-private partnership led by former
Governor Christine Gregoire, called Challenge
Seattle. Challenge Seattle is a partnership
that includes 17 of the city’s top companies in
the Greater Seattle area including Microsoft,
Boeing, Amazon, Starbucks, Expedia, and others,
along with public and third sector organization
leaders. An outgrowth of this partnership is a
new Mobility Innovation Center at the University
of Washington, which will bring together local
government, the private sector, and academic
transportation experts to develop innovative
solutions that improve the regional transportation
infrastructure. This is the first of a number of
critical issues that Challenge Seattle will focus on
to address the livability of Seattle in the future.

4. Global Ecosystem

One remaining ecosystem that is becoming increasingly critical to a healthy and sustainable innovation
economy is the connection to the global community. We live in a global world, and compete for talent
with cities around the world. As a result, Seattle’s innovation community must be able to compete and
collaborate globally. In this area, Seattle has lagged in the past, but is now putting in place some essential
building blocks for globally competitive success.
Seattle is rapidly becoming a global city. Its major corporations, world-class research university, top
healthcare systems, and the Gates Foundation, all operate around the world. World leaders come to Seattle
to visit these institutions, and to meet with the people who lead them. In addition, Seattle has increasingly
viewed its policy-making from a global perspective given the significant amount of global trade that comes
through its ports, and business transacted around the world by many of its top corporations.
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At the heart of many of the new initiatives to build a
world-class global innovation community has been
the University of Washington. The University of
Washington, with $40 million in funding from Microsoft,
has developed an important collaboration with China’s
leading technology university, Tsinghua University. The
joint venture is called the Global Innovation Exchange
(GIX), and is designed to graduate thousands of students
over time with tech and entrepreneurship degrees. This
is a critically important initiative that could allow the
University of Washington to compete more favorably
against the likes of Stanford University, and could have
positive ripple effects in creating a powerful, global
innovation economy.
Additionally, the University of Washington hopes to build
an innovation district in the University’s neighborhood
that would house companies that evolve from Startup
Hall, and satellite offices of tech companies such as
Google, Facebook, Microsoft, and Amazon within one
geographic area or one building, thereby creating
powerful synergies with UW. This innovation district
will leverage the University of Washington’s existing
partnership with Amazon, called the Amazon Catalyst,
to provide $100,000 funding for promising start-ups,
and UW’s own Virtual Reality incubator. In addition,
by creating an innovation district, UW will be following
the successful lead of other major universities such
as University of Pennsylvania and Stanford University
that have created “innovation districts that attract
corporate partners, serve as powerful recruitment tools,
and reinforce the forward-thinking nature of higher
education,” according to an article in Geekwire.
Finally, another sign of the recognition of the importance
of creating a globally competitive region is the proposal
to develop an innovation corridor that goes from Seattle
to Vancouver BC, leveraging all of the resources within
the region. One proposal is to have a lane reserved for
self-driving cars between Seattle and Vancouver, a novel
idea that will allow for resources to move efficiently
between the cities. These various cross-sector initiatives
and more are foundational for building Seattle’s future as
a global innovation economy leader.
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LESSONS FROM SEATTLE’S INNOVATION JOURNEY

There are a number of lessons and insights from Seattle’s innovation economy journey that can be applied
to other communities. Here are the top five:

1

First, innovation economies require some foundational elements that can be leveraged to create a
strong innovation economy including a top research university and/or industry leading companies.
If they don’t exist within a community they must be built or attracted from other communities.
Seattle has benefitted from luck and serendipity, but has also had the support of top government
leaders that have advocated for steady federal government investment into research at its State
Universities and other organizations.

2

Second, there is a growing connection between strong innovation communities and the success
of start-up companies. Start-ups need money, talent, customers, and professional support to
succeed. When those resources come from the local community, companies have the advantage
of speed on a number of different fronts. In addition, the stronger the innovation community
the more it attracts talent and money, which leads to a virtuous cycle of new companies led by
talented entrepreneurs. Seattle has a long way to go to create a world-class start-up community,
however, it has also come a long way in the last ten years.

3

Third, building a strong innovation economy requires leaders from all sectors coming together.
Governments create supportive policies to bolster innovation and entrepreneurship; Universities
invest in research and education for innovators and entrepreneurs; and Established corporations
that support a strong innovation economy can benefit from future technologies, entrepreneurial
businesses, and talent to support their growth. Finally, successful entrepreneurs can support
an innovation economy by investing their time, money, and talent back into entrepreneurial
companies and the community. Seattle is developing these cross-sector forums, but they are not
as well established as in other leading innovation centers.
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4

Fourth, a strong innovation economy requires a culture that is tolerant of failure, as long as failure
leads to learning that in turn leads to future success. Seattle must overcome its blue color roots
and traditional investment philosophy to build such a community. This is a key element of a
successful entrepreneurial community, and Seattle is evolving in this area.

5

Fifth and last, communities can create a flywheel effect by building strength in the four key
ecosystems mentioned in this paper. Strength in these ecosystems can lead to a strong economy
with more high paying jobs, resulting in increased tax revenue, allowing for a greater ability to
invest in infrastructure, leading to a more livable and sustainable community, attracting talent to
the region, and resulting in successful innovation and entrepreneurship on a larger and even global
scale. Seattle’s flywheel is moving, and is expected to gain speed in the next few years.

In the end, the greatest outcome of a strong innovation economy is the ability to improve lives, while
minimizing the negative impacts and unintended consequences innovation can bring. This in the final
analysis is what the whole pursuit is about, and what Seattle can accomplish as the next great global
innovation economy.
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