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Introduction  

In context of present regional economic development theories , 
which account for the increasing importance of knowledge capital in 
explaining productivity and competitiveness Entrepreneurship has acquired 
a most  predominant position, (Solow 1994;Gregersen and Johnson 1997). 
New models of regional development, stressing learning, flexibility, 
knowledge and networking often assume a vitality behind which 
Schumpeterian entrepreneurs lie as a driving force (Castells, 1996; Cooke 
and Morgan, 1998; Fontes and Coombs, 2001). Entrepreneurs reduce rent 
seeking, monopoly misuse and economic stagnation by their innovations 
and imitations (Maskell and Malmberg, 1999). Entrepreneurs tend to 
increase efficiency and productivity due to new combinations of existing 
assets, new niches, and market needs (Bathelt, 2001). It is unsurprising 
that the Organization for Economic Co-operation and Development 
(OECD) should regard entrepreneurship as ‗central to the functioning of 
market economies‘ (1998). Over longer time periods, Entrepreneurship has 
emerged in some particular places and leads to localized social more´ s 
and accumulated economic success, which cannot be reproduced 
elsewhere so easily (Hobbs, 1991; Hassink, 1992; Harrison and Hart, 
1993; Wood 2002). Emergence of innovative sectors and increased 
productivity in certain successful regions by the entry of entrepreneurs 
depict the role played by the entrepreneurship for such development. 
Mason (1991) showed how deindustrialized economy suffered from low 
rates of new firm formation, and Cooke (1995) found several examples of 
declining economies that were later on able to increase their rates of new 
firm formation. Massey (1995) put forward the question whether 
entrepreneurship helps in revitalizing deindustrialized regions. 

Anderson (2000) used the idea of marginal mode of 
entrepreneurship to show how a peripheral region allows entrepreneurship 
and gets benefited by it. He argued that ‗gravitation works to strip out 
higher order functions from the periphery, investing and reinforcing central 
power‘ and what remains behind is the out dated qualities like tradition and 
underdevelopment that make it non essential or tangential in the first place 
(Anderson, 2000). Anderson in his thesis had put forward several concrete 
examples of certain local enterprises that have turned into well established 
entrepreneurs. Being new and highly entrepreneurial businesses, it is 
difficult to perceive how these lead to regional development due to 
increased productivity of local knowledge capital. The new regional 
development models do not comprehensively deal with the argument that 
how come the less well performing regions are benefited by the 
entrepreneurship. It is not unambiguously argued that peripherality 
prevents entrepreneurship, but there is a defensive belief that when 
benefits are created in such less favored regions, they do not last long, and 
are easily lost from that region. So there is a need to explore how the 
regions with adverse industrial set up and lower entrepreneurship cultures 
can perk up their situation through increased entrepreneurship. 

Abstract
This paper makes critical evaluation of research articles 

regarding the entrepreneurship and its contribution to regional economic 
development. It takes into consideration various research articles and their 
findings to draw valid conclusions pertaining to Entrepreneurship and its 
impact on economic development. The study reviews the contribution of 
entrepreneurs in enterprise strategies linked to regional and economic 
development.  Economic benefits are defined in terms of employment 
generation and dynamics, innovation, productivity and growth, increased 
competition and structural changes. The findings of the review process 
confirm that entrepreneurs have a specific role in the growth and 
development of the economy in general and the region in particular.  
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 Importance of innovation and learning has 
been described in no of theories of regional 
development (Mackinnon et al. 2002). Knowledge 
capital has became important factor of production due 
to recent changes in the nature of economic activity 
and it has lead to increase returns to scale (Romer, 
1994;Solow 1994), and unlike other production 
factors, knowledge has increasing returns to scale. 
Productivity growth depends on firms‘ abilities to deal 
with product, process and technique innovations. 
Where innovation requires incorporation of uncodified 
forms of knowledge, such as tacit knowledge, know-
how and embedded knowledge, but trust and 
proximity have a great impact on innovation rates. 
Firms are increasingly adopting networking 
organizational forms to bring in these uncodified types 
of knowledge. Presence of supportive formal 
institutions and informal cultures in a region increase 
its tendency to higher innovation and productivity 
levels. Regions have been regarded as the optimum 
territorial scale for such institutions and cultures in 
theories such as learning regions (Asheim, 1996), 
new regionalism (Morgan 1997), regional innovation 
systems (Cooke and Morgan, 1998), and new 
institutionalism (Amin, 1999). 

Although the concept of the entrepreneur is 
important in these theories, different disciplines have 
defined entrepreneurs in different ways. In orthodox 
economics, entrepreneurs change economic systems 
in noteworthy ways, often referred to as 
Schumpeterian entrepreneurs (Schumpeter, 1934). In 
management and business studies, entrepreneurship 
is basically formation of newer businesses. In 
geography, entrepreneurship is regarded as a cultural 
factor behind economic development (Harrison and 
Hart, 1993).All these theories lead to a similar concept 
that an entrepreneur is someone who creates new 
organizations; which in turn enhance regional 
productivity and competitiveness levels. 
Entrepreneurs have a crucial role in territorial 
innovation networks, building new network elements, 
and destroying unnecessary linkages and nodes 
which can be regarded as a driving factor for the 
success of that very region. Building new linkages and 
assets creates additional network capacity, while 
creative destruction prevents lock-in to negative 
development trajectories (Grabher, 1993).  

At regional level , factorial approach  
establishes a concrete link between entrepreneurship 
and region; a region possesses ‗assets‘ (factors) and 
know-how about those assets; entrepreneurs shape 
these assets in new networks in creating new firms 
which in turn add to the territorial asset base. but  
factorial approaches failed to  explain the 
interdependence between the factors driving 
entrepreneurship (Mason 1991; Borooah and Hart 
1999; Lawson 1999; Saxenian 2000).The way factors 
cohere into the operating environment lead to regional 
differences in entrepreneurship i.e. the environment in 
which the firms are operating has also a great impact 
on the success of entrepreneurs. Dubini (1989) 
classed good environments as ‗munificent‘, while 
Johannisson (1993) used the idea of a ‗diverse‘ 
environment to describe places with a higher 
tendency to new firm formation. This perception 
implies that it is the geographical location that matters 

a lot and has got greater impact on the performance 
of entrepreneurs as compared to these assets 
(factors).   
The Economics of the Consequences of 
Entrepreneurship 

In present world whether it is economist or 
policy maker both see small businesses, particularly 
new ones, as a vehicle for entrepreneurship, that not 
only lead to employment and social and political 
stability but also to innovation and competition 
(Wennekers and Thurik, 1999). This changes the 
older ideology that small businesses are only meant 
for social rather than economic reasons, even at a net 
economic cost. Worldwide research confirmed a 
positive and statistically strong link between 
entrepreneurship and economic growth with a lack of 
entrepreneurship incurring a cost in terms of forgone 
economic growth (Audretsch and Thurik, 2000; 
Audretsch, Carree, van Stel and Thurik, 2002; Carree 
and Thurik, 1999; Carree, van Stel, Thurik and 
Wennekers, 2002; Audretsch, Carree and Thurik, 
2001). 

While policy makers always consider small 
business and these matter a lot to them, but the way 
in which it has mattered has changed dramatically 
.Due to increasing apprehension about 
unemployment, job creation, economic growth and 
international competitiveness in global markets, new 
research evidence has gained a lot of familiarty and 
support by policy makers to promote the creation of 
new businesses, i.e., entrepreneurship (Reynolds, 
Hay, Bygrave, Camp and Autio, 2000). This is a 
current trend i.e. it is the usually the new firm 
formation that when enters into the market leads to 
reduction in  the unemployment by creating more and 
more jobs and increase the economic productivity. 
 Entrepreneurship has played an immense 
role in economic development. The benefits to society 
will be greater in economies where entrepreneurs can 
operate gymnastically, develop new ideas, and get 
the rewards. Due to presence of high regulatory 
barriers, it is somehow difficult for the Entrepreneurs 
to enter new markets but most of the entrepreneurs 
having innovative ideas are fully welcomed by the 
more innovation-friendly countries i.e. these 
entrepreneurs respond to these high regulatory 
barriers by their innovative capabilities or  by turning 
from productive activities to non-wealth-creating 
activities. To attract more and more productive and 
innovative entrepreneurs, governments need to cut 
red tape, restructure regulations, and prepare for the 
negative effects of layoffs in serving firms that fail 
because of the increasing competitive markets. This 
will result in the better development and 
modernization of the society and the economy in 
general. 
Entrepreneurs Introduce Innovations and Induce 
Economic Growth  

For the last 30 years, the smaller firms have 
shown much success as compared to larger ones in 
terms of innovativeness because of reduction in the 
importance of economies of scale shown by the 
newer technologies (Meijaard, 2001). Innovativeness 
has gained a lot of importance and success because 
the world economy had went through lot of 
uncertainties from 1970 onwards (Audretsch and 
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Thurik, 2001). New markets, new technologies, 
products or processes came into existence due to 
innovative ideas of entrepreneurs (Audretsch, D. B., 
2002). Entrepreneurs have introduced so many  
radical innovations like Pierre Omidyar (eBay), Larry 
Page and Sergey Brin (Google), Larry Ellison 
(Oracle), Dietmar Hopp and Hasso Plattner (SAP), Bill 
Gates (Microsoft), Steve Jobs (Apple), and Stelios 
Haji-Ioannou (easyJet). Economic growth is triggered 
by these far-reaching innovations (Valliere, D., and R. 
Peterson, 2009). There is a positive correlation 
between innovative capacity of a country and  its 
entrepreneurial activity and this result was usually 
found in case of more developed countries 
Wennekers et al. (2005) . Likewise, technological 
changes and entrepreneurial activity are also 
positively correlated Acs and Varga (2005) which 
means the more newer and efficient technology the 
more entrepreneurial growth. Love and Ashcroft 
(1999) showed that increase in plant size increases 
number of innovations. Huergo and Jaumandreu 
(2004) show that larger firm have higher chances of 
introducing the innovative ideas as compared to 
smaller ones in Spanish market which means 
innovativeness increases with the size and growth of 
a firm. The finding that larger firms (are more likely to) 
introduce more innovations is not striking, Larger firms 
might have increased number of product lines to 
improve ahead. Love and Ashcroft (1999) showed 
that innovations per employee, actually decreases 
with firm size, which means ―smaller firms are indeed 
more ‗innovation intensive‘ than their larger 
counterparts‖ (Love and Ashcroft, 1999). In other 
words, they bring into being innovations more 
competently. Entrepreneurs contribute to the 
economic progress to a large extent by bringing more 
and more innovations. In comparison with present 
firms, new firms are always in search of new 
opportunities and likely invest more and more in 
searching them. Existing firms usually innovate less 
and it might be because of organizational 
sluggishness, which numbs their reaction to rapid 
market changes, or because of competition given by 
the new goods to their established range of products. 
Incumbent firms often miss out, sometimes 
intentionally, on opportunities to adopt new ideas 
because of the fear of cannibalizing their own 
markets. Setting up of own businesses frequently 
seems to be the only option for inventors and 
innovators to commercialize their ideas. 
Entrepreneurs Increase Competition 

Existing firms face extreme competition from 
the entrepreneurs who establish new businesses. The 
entry of larger number of enterprises results in the 
diversification of the product variety and result is 
usually the lower prices and improved quality which 
benefit the consumers. In order to identify the effects 
of new business formation on existing firms, 
researchers have developed a measure of market 
mobility. (Koster, S., A. van Stel, and M. Folkeringa, 
2012). A change in the ranking of established firms by 
number of employees indicates a transfer of market 
share and higher market mobility. This effect is 
particularly strong when considering entrepreneurial 
activity five years prior to the start-up, which points to 
a substantial time lag in the effect of start-ups on 

market mobility. In addition, establishment of new 
businesses has an indirect competition-enhancing 
effect by pushing established firms to improve their 
performance.  
Contributions to Employment 

This section reviews the recent evidence of 
the role of entrepreneurial firms in generating 
employment, both in terms of quantity, dynamics and 
quality.  Baldwin (1998) concludes that small size 
class firms have increased their employment share in 
the period 1973-1992, whereas the larger size classes 
experienced decreasing employment shares. 
Johansson (2005) – studied active Swedish IT firms in 
the period 1994-1998 – and established a U-shaped 
relationship between an industry‘s average firm size 
and its employment growth, he concluded that 
employment growth of  an average firm size of around 
240 employees is minimum. Shaffer (2006) also came 
up with the same result based on the aggregated data 
at the country level in US.  

Most of the new jobs are created by the 
Small and medium-sized enterprises which increase 
the interest in entrepreneurship and SMEs in relation 
to job creation. Birch, (1987), De Kok et al. (2006) 
consider small and medium-sized firms as the main 
source of employment growth. Employment is 
generated by the new firms when they enter into the 
market. Research has shown that after disentangling 
all the potential effects there is a more complicated, 
S-shaped effect over time  (Fritsch, M. ,2008). New 
businesses have got a direct impact on employment 
due to creation of new jobs .This phase is followed by 
stagnation or slump as new businesses gain market 
share from non competitive existing firms and as 
some new entrants fail. After this intervening phase of 
potential failure and disarticulation of existing firms, 
the increased competitiveness of suppliers leads to 
positive gains in employment once again. Finally the 
employment effect of new business formation gets 
faded away about ten years after startup. This type of 
wave pattern was established for the US and for a 
number of European countries, as well as for a 
sample of 23 Organisations for Economic Co-
operation and Development (OECD) countries 
(Carree, M. and R. Thurik. 2008). Fritsch (1997), 
Mueller et al. (2006) as well as Fritsch and Mueller 
(2007) study German regions; Acs and Mueller (2007) 
US regions; Baptista et al. (2007) Portuguese regions, 
Van Stel and Suddle (2007) Dutch and Fölster (2000) 
Swedish regions. Based on country level data, Carree 
and Thurik (2007) also got the same pattern i.e. 
Increased business ownership rates all together have 
got an immediate small effect on employment 
generation, a midterm negative effect and a long term 
positive effect. 
Contributions to Productivity and Growth 

The entrepreneurial contributions with 
respect to productivity and growth are measured by 
their relative contribution to components of GDP, i.e. 
total value added and labor and factor productivity. A 
distinction is made between contributions to the level 
of GDP and the growth of GDP. A direct measure of 
contributions to a country‘s GDP is a firm‘s value 
added, since GDP is the sum of the amount of value 
added per firm, summated over all firms. The second 
main indicator is related to the efficiency of production 
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or the contribution to GDP per worker, i.e. labor 
productivity. Total factor productivity (TFP) is used as 
the final indicator. It is often referred to as the 
‗residual‘ or the indicator of ―technical progress‖ and is 
defined as output per unit of capital and labor 
combined. The relationship between entrepreneurship 
and levels of value added (unlike growth of value 
added) has been little studied and is not very 
insightful since value added is a type of size measure. 
Thus, the contribution of entrepreneurial firms (often 
small) to value added will be lower than for other 
firms. 

The majority of the studies related to labor 
productivity show that entrepreneurs have lower – or, 
at least, no higher values of labor productivity – than 
their counterparts. Disney et al. (2003) is the only 
study that showed that  the labor productivity of 
entrepreneurial firms is relatively high:  Younger firms 
of lesser than 1 year, i.e. entrants, have an average 
annual labor productivity (output per person hour) 2.4 
percent higher than for incumbent establishments, 
and 5 percent higher than for exiting establishments. 
On the contrary, Brouwer et al. (2005) when related 
value added and gross output to the cost of labor 
found that both ratios increase with firm size. Thus, 
entrepreneurs have slower average levels of labor 
productivity than their counterparts. Foster et al. 
(2006) while comparing the labor productivity levels 
found that entering establishments have a far higher 
productivity level than the existing ones while as 
entering and incumbent establishments have 
comparable productivity levels. Jensen et al. (2001) 
recognized several difficulties while making a 
comparison of productivity levels across plants of 
diverse ages. He found three different effects on 
productivity as plants grow older; positive age or 
experience effect, i.e. productivity increases due to 
the management accumulating experience i.e. 
learning by doing, or economies of scale. Secondly 
due to survival and also, there is a possibly offsetting 
negative ‗vintage‘ effect. The new and up to date 
technologies are usually practiced by start-up plants 
i.e. Younger plants in a given year personify more 
productive technologies. Growth of value added has 
been studied at the firm level (Brouwer et al., 2005; 
Rodriquez et al., 2005) and at more aggregated levels 
(Baldwin, 1998; Carree, 2002; Robbins et al., 2000; 
Carree and Thurik, 2007). The results revealed that 
the entrepreneur‘s growth of value added is relatively 
high. At the firm level, Brouwer et al. (2005) the 
growth rates in productivity decrease with firm size in 
terms of output and value added relative to the costs 
of the factors of production, i.e. larger firms have 
lower productivity growth rates as compared to 
smaller ones. Rodríguez et al. (2003, Spanish Canary 
Islands) use the framework of Gibrat‘s Law and 
corroborate this result. Based on aggregated data, 
Baldwin (1998, Canada, manufacturing) shows 
increasing shipment shares of the smallest size class 
at the cost of those of larger size classes. Hence, 
economic activity has been shifted towards small 
firms (possibly without any actual growth of total 
shipment value, i.e. GDP). Robbins et al. (2000) 
provide direct support of the relatively large 
contribution of entrepreneurial firms to value added 
growth .Foster et al. (2006) find that ―net entry 

accounts for virtually all of the labor productivity 
growth in retail trade.‖ Brouwer et al. (2005) also 
came up with the same conclusion that productivity of 
larger firms is lower as compared to smaller firms. 
Disney et al. (2003) decompose industry-wide labor 
productivity based on individual establishment data- 
into growth which is the result of internal restructuring, 
due to entry and exit of establishments and 
competition between the existing and new firms that 
leads to survival of the fittest. Although overall 
employment may get reduced, new firms can foster 
productivity (Geroski, P. A. 1989). The productivity-
enhancing effect of business formation occurs in the 
medium term, when the disarticulation of existing 
firms has dominated the employment effect. This is 
because the new firms increase the competition when 
enter into the market and thus decrease the serving 
firm‘s market power, forcing advantage or more 
efficient firms than incumbents will enter the market. 
The subsequent selection process pressurizes the 
least efficient or out dated firms (both entrants and 
incumbents)  to go out of business.   
 Entrepreneurship Encourages Structural 
Changes 

 Due to the entry of more and more 
enterprises competition between the firms increases. 
The entry of new businesses  forces the existing firms 
to make internal adjustments and modernize their 
functions as a result of which only those firms survive 
that are able to compete with the new market while as 
rest are thrown out of the market. Usually the new 
firms are more techno specific and more innovative 
than the older ones due to which existing firms often 
struggle to adjust to new market conditions and 
permanent changes, getting locked into their old 
positions. They fail to make the necessary internal 
adjustments and lack the ability for ―creative 
destruction,‖ (Schumpeter in 1934). The exit of worn-
out firms can help to free firms from a locked-in 
position. Moreover, entrepreneurs may create entirely 
new markets and industries that become the engines 
of future growth processes. 
Conclusions 

The purpose of this paper was to examine 
the recent review regarding the role of entrepreneurs 
in regional economic development and overall 
economy. From the above literature it can be 
concluded that entrepreneurs have a specific role in 
the growth and development of the economy in 
general and the region in particular .The results are 
expressed in terms of high levels of employment 
creation, productivity growth and produce and 
commercialize high quality innovations. These factors 
show a greater dependence on each other because 
more the innovative ideas more competitive markets 
will exist which creates more jobs for the society and 
also increase the productivity of that very region and 
world  economy .  They are more satisfied than 
employees. So what is needed is the both formal and 
informal support to the entrepreneurs by both  the 
government and the common people in each and 
every aspect whether it is monetary or non monetary 
because it is the smaller firms that contribute to the 
economy to a larger extent.   However, the 
counterparts cannot be missed as they account for 
scale in terms of labor demand and GDP, a less 
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volatile and more secure labor market, higher paid 
jobs and a greater number of innovations and the 
adoption of innovations. 
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