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While on the face of it one might assume that entrepreneurship would have a positive 

impact on economic and social development, there are those that have questioned this 

proposition.  Baumol, for example, has observed that “entrepreneurship can take various 

forms, and not everything labeled as „entrepreneurial‟ might be desirable from a 

macroeconomic and societal perspective”.
2
  If this is true, policymakers developing tools 

to encourage and support “entrepreneurism” need to have a better understanding of just 

what types of entrepreneurial activities are likely to have the most positive impact on 

economic development. 

 

Baumol distinguished between “productive” and “unproductive” entrepreneurship while 

commenting that “. . . there are a variety of roles among which the entrepreneur‟s efforts 

can be allocated, and some of those roles do not following the constructive and 

innovative script that is conventionally attributed to that person.  Indeed, at times the 

entrepreneur may even lead a parasitical existence that is actually damaging to the 

economy.  How the entrepreneur acts at a given time and place depends heavily on the 

rules of the game—the reward structure in the economy—that happen to prevail.”
3
  

Welter explained that “[p]roductive entrepreneurship includes any activity that indirectly 

or directly contribute to economic output or the capacity of the economy to produce 

additional output”, while unproductive, or “destructive” entrepreneurship “includes, but 

is not limited to, rent seeking, illegal activities and shadow activities or different forms of 

corruption”.
4
  This distinction is sometimes simplified by assuming that the activities of 

legal, registered businesses are productive and that the activities of illegal, informal 

businesses are unproductive and, in fact, destructive in those instances where they attracts 

followers that engage in wholesale circumvention and defiance of the legal and normative 

framework of the society.
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While much of the research regarding entrepreneurship and economic development 

assumes that there is a direct correlation between the success of the entrepreneurial 

activities at the “micro”, or venture, level and the contribution of those activities to 

society at the “macro” level, it is useful to analyze a particular set of activities using the 

model developed by Davidsson and Wiklund which allows for the fact that 

entrepreneurial activities may have either positive or negative outcomes at both the 

venture (i.e., micro) and societal (i.e., macro) levels.
6
  The result is a typology of four 

different enterprises that can be described as follows: 

 

 “Hero” or “success” enterprises, which have positive societal and venture level 

outcomes, generally as a result of introducing new products or services and creating 

personal income and wealth.   

 “Robber” or “re-distributive” enterprises, which are successful at the venture level, 

yet contribute nothing at the societal level since their success is tied to the use of 

strategies that Baumol would classify as “unproductive”. 

 “Catalyst” enterprises, which may not be successful at the venture level, yet do make 

a positive contribution at the societal level.  An example would be a venture that 

develops ideas and methods that do not generate profit for that venture but which 

eventually are successfully imitated and productively exploited by others in the 

future. 

 “Failed” enterprises, which are unsuccessful at both the venture and societal levels. 

 

However, this model does not fully explain how things work in the “real economy”.  For 

example, Davidsson pointed out that “. . . we have to live with the fact that in real 

economies „legal, yet re-distributive‟ and „illegal, yet societal beneficial‟ are both 

possible”.
7
  In addition, even enterprises that eventually are found to fall within the 

“hero” category may sometimes engaged in activities generally thought to be 

“unproductive” from a societal level at some point during their development.  Even 

“failed” enterprises cannot be totally dismissed since it is feasible to imagine that the 

entrepreneurs involved with these enterprises may have learned from their failures and 

applied this knowledge to new enterprises that were more successful.
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Other researchers have found evidence that entrepreneurs “switch” between 

“proprietorship” behavior, which focuses primarily on income and survival for the 

individual entrepreneur and his or her family, and entrepreneurship that is more focused 

on growth and business development.  For example, while entrepreneurs may have the 

skills and desire to oversee growth-oriented ventures, their initial goals may be largely 
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necessity-based as they struggle to create a basic income for themselves and limit their 

activities to satisfying local demand.  As time goes by, however, and they are more 

confident in the sustainability of their venture they may shift toward strategies that are 

most consistent with opportunity-based entrepreneurship.  In addition, researchers 

analyzing entrepreneurship in the transitional economies of the former socialist countries 

in Eastern Europe have concluded that most new and small companies are engaged in 

both productive and unproductive activities at the same time, a situation that the 

researchers attribute to the lack of formal laws and regulations in those countries and the 

corresponding need of entrepreneurs to engage in “defiance and avoidance strategies”, 

particularly rent seeking, in order to simply survive in a turbulent, ambiguous and 

uncertain environment.
9
  Welter concluded that analyzing entrepreneurship using just 

assessments of “activities” (i.e., productive or unproductive) or measures of output 

provides an incomplete picture and that it is necessary to takes into account both 

activities and output in a non-judgmental fashion and consider the environment in which 

the entrepreneur is operating and the likelihood that strategies may change over time.
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