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Abstract 

Entrepreneurship is one of the most important input in the economic development of a country by which it 
creates new jobs and brings innovation. Economic development of a country is the outcome of determined 

social activity and in particular human. Thus, it is a fact that entrepreneurship plays a significant role in shaping 

the economy of a country. Nowadays, one of the key objectives of modern economics is to determine factors 

that influence the economic development and entrepreneurship could easily be considered as one of the factors 
that influence the economy, either directly or indirectly. Despite the global downturn entrepreneurs are enjoy-

ing because governments provide facilities to entrepreneurs in various ways because any country can be pro-

ductive within the boundary of entrepreneurial activities. More and more entrepreneurial activity is shifted 
toward productive entrepreneurship since the government of money countries. Governments are trying to sup-

port the economic development of a country for economic development.  

In this report, the main objective was to identify the critical literature about international entrepreneurship and 
economic development in order to assess the effectiveness of entrepreneurial activities for economic develop-

ment. Using different kinds of literatures from research papers, articles, books this paper highlights and exam-

ines the importance of entrepreneur activities and how these actions contribute towards innovation and job 

generation. Through the literature, the author has also tried to bring the facts into attention why many countries 
in the past and the recent global economic world providing many facilities to the entrepreneurs and as a follow-

through what outcomes are being recorded. The following paper aims to create awareness among the acade-

micians, government officials, politicians the effectiveness of entrepreneurial activities for economic develop-
ment. To know the impact of international entrepreneurship for economic development critical literature about 

the topic has given below. 
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Introduction 

Background of the study 

Entrepreneurship activities or the increase in business ownership plays an important role in economic devel-

opment. For this reason, it is considered an important mechanism for national economic development (Acs, 

2006). Various authors worked on the topic of international entrepreneurship and economic development. 

Manu of them cited different views from their research and findings. Despite the global downturn entrepre-
neurs are enjoying because governments provide facilities to entrepreneurs in various ways because any coun-

try can be productive within the boundary of entrepreneurial activities. More and more entrepreneurial activity 

is shifted toward productive entrepreneurship since the government of money countries. Governments are try-
ing to support the economic development of a country for economic development. Audretsch (2001) made an 

important observation that entrepreneurial activity is typically associated with higher income and growth 

through innovation. Therefore, entrepreneurship is inherently responsible for economic development of a 
country. Governments are trying to identify their productive and unproductive areas to promote entrepreneurial 

activities in the productive sector for further improvement in productive sectors and introduce innovative 

means of business for the growth of the business (Berkowitz and Holland, 2011). 

In this paper, the main objective was to identify the critical literature about international entrepreneurship and 
economic development in order to assess the effectiveness of entrepreneurial activities for economic 
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development. To know the impact of international entrepreneurship for economic development critical litera-

ture about the topic has given below. 

Literature review 

Theories of entrepreneurship 

Various theories have been proposed about entrepreneurship. For example, economic theories, resources based 

theories, psychological theories, sociological theories and opportunity based theories of entrepreneurship. This 
report is basically an overview of the critical literature review of economic theory, resources based theory and 

opportunity based theory. 

The Economic theory of entrepreneurship focused on the economic conditions and entrepreneurial opportunity 

creation. Resources based theories are also related to the economic development of a country since an economy 
is the provider of resources to the entrepreneurs. Access to the resources to create new ventures is necessary 

to start and operate a new venture. Finally, the opportunity based theory suggests that cultural, social and 

technological changes create opportunities for entrepreneurs to start a new venture. It creates a room for in-
vention for the entrepreneurs (Buckley, 1989). 

To define key concepts of international entrepreneurship and economic development, this paper has outlined 

the key concepts of international entrepreneurship and economic development through critical literature. 

Key concepts of international entrepreneurship and economic development 

Cavusgil and Knight (2015) defined international entrepreneurship as discovery, enactment, evaluation, and 

exploration of opportunities across national borders to create future goods and services. Covin and Slevin 

(1989) said the entrepreneurship is the creation of new economic activity. Davidsson (1995) supported this 
view but he added that the entrepreneurial features are also associated with innovation, risk-taking, and pro-

activeness. International entrepreneurship is a broader view of local entrepreneurship. When entrepreneurial 

activities go across the border, it creates opportunities for businesses to include new venture internationaliza-
tion and SME internationalization. Etzioni (1987) said that when we study the cross-border or international 

entrepreneurship concept then we need to study the entrepreneurship activities and facilities for multiple coun-

tries. The field of international entrepreneurship and has been studied from various perspectives but when 
researchers dealt with the economic context they focused on the economic importance and value of entrepre-

neurship. Economic development can be approached through different ways such as structural change, gov-

ernment support, accumulation of human capital, urbanization, growing level of education, income distribution 

etc. Again, growing level of per capita income, trends for innovation, worldwide diffusion of new information, 
improved communication technology are the major drivers of entrepreneurship rate (Fletcher, 2011). 

Theories for the support of internal entrepreneurship and economic development 

Ilmakunnas and Kanniainen (2001) found a U-shaped relationship between economic development and entre-
preneurship. Johnson (2004) analysed the economic theory of entrepreneurship and acknowledged that social 

and cultural change support the entrepreneurial activity. He found that in a highly developed economy entre-

preneurial risk can be minimised through job creation from the self-employed person and one for the person 

who works in the entrepreneurial sector. Again Koellinger (2008) observed that a decline in the economic 
condition of a leads to decline in good jobs and tends to increase the level of self-employment. According to 

Lumpkin and Dess (1996), entrepreneurship is at the heart of national advantage. He said that there is eminent 

importance of entrepreneurship for the economy because entrepreneurs carry out the feature like innovation. 
There is ample evidence that many large firms moved away from large activity to small business activity in 

the 1970s and in 1980s. McDougall (1989) pointed out that necessary shift towards a knowledge-based econ-

omy is a consequence of entrepreneurial business activities and increasing small business firms in an economy. 
Small business firms are created because of the increase in start-up businesses. But the reasons behind starting 

up new small businesses are that entrepreneurs are the routes of innovation and job generation, for this reason, 

SMEs tend to stimulate the economic growth of the country. Noorderhaven et al. (2004) stressed on the role 

innovative activities. He said that small entrepreneurial ventures are an agent of change of the economic con-
dition of a country by their entrepreneurial activities. 

Oviatt and McDougall (2005) emphasized on the role of entrepreneurs in functioning the market. He found a 

positive relationship between the impact of entrepreneurship and the GDP growth and employment. Scherer 
(2002) articulated that higher levels of entrepreneurship reduce the level of unemployment. The mechanism of 
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technological progress and economic development is widely recognized and innovative entrepreneurs play a 

key role in this case. Innovative entrepreneurs introduce new invention and technological process to business 
firms and thus they influence productivity. Thurik et al. (2008)found that during the last 25 years of the 20th 

century a third industrial revolution has occurred with the emergence of new industries like software and bio-

technological industries and small firms are playing an important role for the improvement of these industries 

because small firms have a relative innovative advantage over the large firms. Moreover, much small technol-
ogy-based are now challenging the large companies because of this advantage. Yamada (1996) argued that it 

is far less valuable for people to be in the same geographical location to work together effectively. This concept 

was also supported by by Zahra (2004). Understand the impact of entrepreneurial activities on the economic 
development government acknowledged the role of small firms in the economy and are trying to promote 

entrepreneurial activities.   

Theories of the international entrepreneurship and economic development 

Acs (2006) argued that the U-shaped relationship might not be valid as a measure of business ownership rate. 
This is because modern entrepreneurs are now related to high level of globalization, advanced information and 

communication technology. Audretsch (2001) said that economic growth is mainly restricted to the realm of 

macroeconomics. The Economic condition of a country is shaped by the degree of industry structure and uti-
lization of acre resources, not entrepreneurial activities. Berkowitz and Holland (2011) said that a change in 

the economic growth is associated with the change in industry structure. Buckley (1989) provided evidence 

that not only entrepreneurial manufacturing activity rather both manufacturing and service sector entrepre-
neurial activity is important for economic development of a country. The role of small business firms for job 

creation is controversial because firm size is an important factor for job creation. Small firms are not able to 

create ample job offerings whereas large firms can do that. Moreover, diversity of obtaining technological 

process is less in the small firms than the large firms. For this reason, small entrepreneurial ventures are not 
able to support the economic growth of a country.  

Cavusgil and Knight (2015) argue that entrepreneurship concept and small business concept are not synony-

mous. Although small businesses are a vehicle for entrepreneurial ambitions for individuals, the small firms 
are basically an extension of the individual in charge. Covin and Slevin, (1989) said that although productivity 

rises because of technological development and inventions, entrepreneurs make the current product and tech-

nologies obsolete. This process is known as the process of creative destruction. According to Davidson (1995), 
large firms are able to invest in R&D activities more than the smaller firms. So, entrepreneurs are not the prime 

change agent of an economy through invention and technological improvement. The 20th century is a period 

of accumulation because at these period hierarchical industries were growing progressively and exploited var-

ious scopes of business like production, R&D, distribution and marketing (Georgiou, 2011). As a result, the 
presence of small firms was declining which means that smaller firm cannot sustain for the long term because 

of the market power of the large firms. With a decline in the smaller firms, large firms tend to more strength 

in the market. At this time government was supporting the large businesses also. For this reason, Fletcher 
(2011) argued that not small entrepreneurial ventures rather larger firms are the main economic change agent. 

Etzioni (1987) reported a negative relationship between business ownership rate and economic development. 

Many small start-ups like internet-based small businesses from the late 1990s are struggling to survive in the 

newly emerged industries (Han and McKelvey, 2008). Ilmakunnas and Kanniainen (2001) said the entrepre-
neurs are just playing the role of innovator but Koellinger (2008) argued that there are three entrepreneur roles 

that boost up the growth of economic development.  

Theory against and theory for international entrepreneurship and economic development 

Johnson (2004) said that small firms are stimulating the economic growth by increasing the productivity of a 

country since they are the suppliers of new and specialized products to the large firms. But Lumpkin and Dess 

(1996) argued that small firms are not able to support the large firms with their products because large firms 
focused on the core competencies of the business for which they try to invest more on R&D activities to 

improve the product and service quality. But small firms are unable to invest that large sum for R&D and as a 

result, they cannot provide with standard products to large firms. On the contrary, McDougall (1989) suggested 

that large firms are not able to enter in such market niches and for this reason; they depend on the small firm’s 
productivity. Noorderhaven et al. (2004) articulated that introduction of new technologies is positively related 

to the stage of economic development. Oviatt and McDougall (2005) said that entrepreneurs are playing three 

roles as a change agent of economic development. He said that entrepreneurs are an innovator, profit seeker, 
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and risk taker. When searching for the link between entrepreneurship and growth. Scherer (2002) proposed 

that creating new opportunities for entrepreneurship need more attention. But Zahra (2004) argued that it is 
necessary to focus on the competitive dimension of entrepreneurship also. 

Thurik et al. (2008) said that an entrepreneur is stimulated the economic growth of a country by transforming 

the innovative ideas into economically viable entities by creating a new business. But launching a new venture 

is a narrower concept entrepreneurial venture. Ekanem (2014) said that an entrepreneur can boost up the eco-
nomic growth by entering an established market with existing goods or services also. In the view of Maritz 

(2008), the essential act of entrepreneurship is more than a new entry. According to Baumol (1993), the eco-

nomic system is an important factor that promotes the economic development of a country. Obviously, it is 
but Meredith (1987) added that the total contribution of entrepreneurial activity in the long term and short term 

economic performance of a country cannot be avoided. Again Porter and Nagarajan (2005) stated that eco-

nomic system is the key determinants of supporting the entrepreneurial activities. Ekanem, (2014) identified 

in his study that Pakistan is not economically strong due to the lack of the promotion of entrepreneurial activ-
ities. In early studies Baumol (1993) clearly stated that entrepreneurs act as an innovator which is the most 

important way of economic development of a society and entrepreneurs are the major contributor to the eco-

nomic development of a country Maritz (2008) argued that the role of entrepreneurs in economic development 
and poverty reduction has been discussed mainly from the perspective of developing economies. Meredith 

(1987) suggested that this is because developing economies are weak in job creation and their structural de-

velopment policies are not very much strong to support the entrepreneurial business activities. Moreover, peo-
ple in developing economies have low business skills and innovation skills because they lack educational fa-

cilities and networking abilities. So, promoting the entrepreneurial activity in developing economy is more 

important.  

Wennekers and Thurik model for entrepreneurial activity to economic growth 

Recently two established models have succeeded in not restricting explanations for economic growth to the 

realm of macroeconomics. The related framework models are proposed by Wennekers and Thurik (1999) and 

the GEM research programme.  

Wennekers and Thurik (1999) established the following model, relating entrepreneurial activity to economic 

growth:  

 

 

Figure 1. The Wennekers and Thurik model for entrepreneurial activity to economic growth 

Source: Carree and Thurik (2002).  

The model characterizes between three different levels of analysis and those are: the individual level, the firm 

level and the macro level. According to the model, entrepreneurial activity often begins at the individual level 
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and is always visible to a single person, the entrepreneur. Entrepreneurship is, hence, induced by an individual's 

attitudes or motives, skills and psychological endowments. To be species, yet the individual entrepreneur is 
not commission entrepreneurial activities in a timeless and spaceless vacuum, but is affected by the context in 

which he or she is acting. Therefore, entrepreneurial motives and actions are influenced by cultural and insti-

tutional factors, the business environment and macroeconomic conditions.  

While entrepreneurship begins at the individual level, but the initial realization is achieved at the firm level. 
Start-ups or innovations are vehicles for transforming personal entrepreneurial qualities and ambitions into 

actions. At the macro level of industries and national economies, the sum of entrepreneurial activities consti-

tutes a mosaic of competing experiments, new ideas and initiatives. This competition leads to variety and 
change in the market – that is, a selection of the most viable firms, their imitation and a displacement of 

obsolete firms. Entrepreneurial activity hence expands and trans- forms the productive potential of the national 

economy by inducing higher productivity and an expansion of new niches and industries. Processes at the 

aggregate level are, in turn, linked to the individual layer, obviously including important feedback mechanisms 
for individual entrepreneurs. Entrepreneurs can learn from both their own and others' successes and failures, 

which enables them to improve their skills and adapt their attitudes (Caree and Thurik 2002: 19–20).  

The GEM conceptual model 

The conceptual framework of GEM drives into a marginally diverse viewpoint. Then it analyses the success 

of large firms advancing market opportunities for SMEs and the role of entrepreneurship in the enterprise 

creation/growth process as the main mechanisms driving macroeconomic growth along with their complemen-
tary nature.  

 

Figure 2. The GEM conceptual model 

Source: Reynolds et al. (2002). 

The top portion of GEM model focuses on the role of large established enterprises. Depending on national 

framework conditions, large firms, usually incorporated into international trade markets, can promote self-
expansion and maturation. The economic success of large enterprises tends to create new market opportunities 

for SMEs through technological spill-overs, spin-offs, an increase in domestic demand for goods and services, 

an integration of SMEs in supplier networks, and so forth. Yet whether domestic firms are able to seize these 

opportunities depends largely on the existence of a competitive and vibrant SME sector. The lower portion of 
GEM model highlights the second mechanism driving economic growth: the role of entrepreneurship in the 

creation and growth of firms. The entrepreneurial process occurs in the context of a set of framework condi-

tions. It further depends on the emergence and presence of market opportunities and the capacity, motivation 
and skills of individuals to establish firms in pursuit of those opportunities. While the success of large estab-

lished enterprises tends to create profit opportunities for small and new firms, these firms can also affect the 

success of large enterprises. For instance, by being competitive and reliable suppliers, SMEs provide a com-
petitive advantage for large firms in global arenas (Reynolds et al. 2002).  
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The balanced view of international entrepreneurship and economic development 

Different authors provided different views about international entrepreneurship and economic development. 
Some literature supported the economic theory of entrepreneurship, some supported the resources based theory 
and some suggested the opportunity based theory. If we review all the literature about international entrepre-
neurship and economic development then we can see that all the theories are supported by various authors 
from different perspectives. There is an impact of entrepreneurial growth on the economic development of a 
country. Certainly, there is a relationship between international entrepreneurship and economic growth 
(Audretsch, 2001). Entrepreneurial activities limited in the local economy can boost up the economic growth 
but it can boost up the economic growth of an economy further by expanding the entrepreneurial activities 
through cross-border SMEs (Tan and Fan, 2013).  Since entrepreneurs are the change agent of an economy, 
they can introduce a new product, new technology, and new process also by taking a risk about a new venture. 
Since key suppliers of the large firms are SMEs, these SMEs can go for cross-border business activity and 
improve the income growth of the country as well the productivity. 

Porter and Nagarajan (2005)said that physical capital and networking both are important for entrepreneurial 
success. New businesses can acquire physical capital by introducing new technology or process and improve 
the FDI of a country. This capital will be helpful to improve the productivity i.e. GDP growth of the country 
and thus ensure the economic growth through international entrepreneurship. International entrepreneurship 
activities also create jobs for local people as well as people from overseas. Thus entrepreneurial activity can 
improve the GDP, employment rate, and business efficiency. International entrepreneurship increases the com-
petitiveness among international SMEs (Autio, 2014). Besides, developing economies can introduce innova-
tion and technological process which is a key factor that drives the growth of an economy. Acs (2006) devel-
oped a transmission channel for economic growth that ensures that entrepreneurial activity promotes economic 
development. The model of transition channel has been represented in Figure 1. Business entrepreneurship and 
economic development basically dependent on each other (Autor, Kerr and Kugler, 2007). This is because an 
improved and strong economy government try to promote the activities of small and new business enterprises 
since it increases the productivity of an economy and creates jobs for people. On the other hand, entrepreneurial 
activity is boosted up the economic growth positively as per the study of Berkowitz and Holland (2011). For this 
reason, entrepreneurial activity and economic development are supportive of each other.  

 

 

Figure 3. The model of transition channel 

Source: Entrepreneurship and Economic Growth: The Transition Channel, Source: Acs (2006). 
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View of the researcher 

The researchers perceive that for the entrepreneurs or to set up a new business in a particular location, the 
entrepreneurs need to find out the opportunities available to them. If the entrepreneurs do not find the gap or 

proper opportunities, then the business can fail or may not flourish in that sense. The entrepreneurs also need 

adequate resources to support their plans or ideas. The economic condition where the entrepreneurs intend to 

start their business needs to be favourable. Without the favourable condition of the economy, the entrepreneur-
ship may not prosper. Though it is observed that the small firms such as the boutique shop, restaurants and so 

on are available more in the business than the large firm, the contribution of the small firms is not less signif-

icant. The technologies and also research and development used by the companies are lower, but the economic 
and social development can be possible with the help of the small firms. Though the contribution of the small 

firms in the economy and GDP growth is little, it also facilitates the growth of the companies (Buckley, 1989). 

The large firms directly contribute to the development of the economy and the small firms play the supportive 

role in this regard. Sometimes the small firms play the supportive role in the development of the large corpo-
rations and also the large corporations also help the small firms to grow their business so that whole economy 

can be benefitted by the entrepreneurs (Cavusgil and Knight, 2015). Due to the entrepreneurial activity, the 

vast opportunity can be created and also the productivity and growth can be ensured by the organizations.    

Though entrepreneurship is a risky project, innovative entrepreneurs introduce new invention and technologi-

cal process to business firms and thus they influence productivity. The growth and the revolutionary changes 

can be managed by the entrepreneurship. The entrepreneurs are the game changers and all the world develop-
ment are brought with the help of the entrepreneurs (Covin and Slevin, 1989). In the era of the globalization, 

all firms are linked to each other. In this ecosystem, if one is developed, the other organization also derives the 

benefits of the organization. With the introduction of the innovative and qualitative products, the betterment 

of the life of all people can be ensured. Due to the entrepreneurship, the employment is created in the market 
and also due to this; the social and ethical values can be developed by the companies.  The present world can 

become more beautiful through the blessing of the entrepreneurs. The entrepreneurs especially the large firms 

can play the role of the social awareness among the general people and also ensure the development of the 
economy, market, nation and world to the large extent. Despite, the riskiness, different and unique movements 

of the entrepreneurs, it can be considered as a blessing to the people.  

Conclusion 

In spite of the global depression, entrepreneurs are enjoying facilities because governments provide conven-
iences to entrepreneurs in a variety of ways because any country can be productive within the boundary of 

entrepreneurial activities. Economic development can be approached through different ways such as structural 

change, government support, accumulation of human capital, urbanization, growing level of education, income 
distribution etc. The entrepreneurs play the leading role in this regard. Small business firms are created because 

of the increase in start-up businesses. But the reasons behind starting up new small businesses are that entre-

preneurs are the routes of innovation and job generation. So all kind of entrepreneurship either it is large or 

small can be a blessing for the economy.  

The current paper is been produced based on the secondary data specifically different literature, articles and 

book recommendations to justify how effective entrepreneurship activities help in economic developments and 

also creates more jobs. But matter of fact, the local governments existing around the globe isn’t equal to each 
other in the strength of economy and also culture. So the effective entrepreneurship activities may possibly 

help in economic developments and creates more jobs but not for all. In depth future research can take place 

for particular country rather than overall to assess whether the entrepreneurship activities could be the right 
thing to promote for them or not. 
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