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Abstract 

Small business and entrepreneurship occupy a central place in contemporary regional 

development theory and practice because they connect economic growth with territorial 

inclusion, employment creation, innovation, and institutional modernization. The 

significance of this topic has increased under conditions of globalization, technological 

transition, and growing interregional inequality, where the vitality of local economies 

increasingly depends on the density and adaptability of their enterprise base. This article 

examines the role of small firms and entrepreneurial activity in regional economic 

development through an integrated analytical framework that combines employment 

effects, local value creation, innovation dynamics, business ecosystem formation, and 

public policy instruments. The argument advanced is that small business contributes to 

regional development not merely through the number of firms created, but through the 

quality of the surrounding environment that enables firms to survive, scale, cooperate, 

formalize, and integrate into wider markets. 
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Introduction 

In modern economic systems, regional development is no longer understood as a simple 

by-product of national growth. Regions differ in productive capacity, infrastructure quality, 

institutional performance, labor market depth, and innovation potential; therefore, the 

drivers of development must be examined at the territorial level. Within this context, small 

business and entrepreneurship have become indispensable elements of regional economic 

analysis. They are not marginal actors operating only on the periphery of large-scale 

industry; rather, they form the social and economic tissue through which production, 

services, employment, and local initiative are organized. OECD evidence shows that small 

and medium-sized enterprises account for 99% of the business population in OECD 

economies, which indicates that they constitute the dominant organizational form of 

market activity and an essential foundation of local resilience and adaptation [1]. At the 
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same time, international policy literature emphasizes that an enabling legal and 

institutional framework can either expand or constrain the employment and poverty-

reduction potential of small enterprises [2]. For this reason, the relationship between 

entrepreneurship and regional development cannot be reduced to individual business 

talent alone; it must be examined through the interaction of firms with territory, 

institutions, and policy. 

 

MАTЕRIАLS АND MЕTHОDS 

The first and most visible contribution of small business to regional economic development 

lies in employment creation. Small enterprises have long been recognized as significant 

generators of jobs in both developed and developing economies because they are able to 

enter niche markets, adapt quickly to changing conditions, and mobilize local labor 

resources more flexibly than large organizations [2]. In regional terms, this function is 

critically important because labor markets are spatially uneven. Large firms often 

concentrate in metropolitan areas or industrial corridors, whereas small businesses 

penetrate secondary cities, districts, and rural settlements where formal employment 

alternatives are limited. By absorbing labor in trade, logistics, construction, processing, 

repair services, tourism, education, and digital microservices, small firms reduce the 

developmental gap between core and peripheral territories. Their role is particularly 

valuable where the regional economy is undergoing structural transition, since they can 

accommodate workers displaced from agriculture, state enterprises, or declining industrial 

sectors. Employment effects also carry secondary consequences: household incomes 

stabilize, local demand expands, service sectors grow, and the fiscal capacity of 

municipalities improves through wider circulation of taxable activity. In this sense, small 

business contributes not only to job creation in the narrow statistical sense, but to the social 

reproduction of the regional economy itself [2], [3]. 

 

RЕSULTS АND DISСUSSIОN 

A second major contribution is the retention and circulation of value within the region. 

Large corporations may generate substantial output, yet their procurement, ownership, 

and profit-distribution structures often extend beyond the territory in which they operate. 

Small firms, by contrast, are more territorially embedded. They purchase from nearby 

suppliers, employ local labor, interact with community institutions, and respond to place-

specific demand. As a result, a larger share of generated income tends to remain within the 

regional economy, producing multiplier effects across transport, commerce, maintenance, 

agriculture, and household services. The World Bank’s primer on local economic 

development emphasizes that each locality possesses a distinct combination of economic, 

social, and physical attributes that shapes its capacity to attract, retain, and generate 

investment [3]. This proposition is highly relevant for entrepreneurship because many 

regional opportunities are not based on scale alone, but on localized comparative 
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advantage: agro-processing in farming districts, crafts and tourism in heritage areas, 

logistics in transport nodes, and digital services in university towns. When entrepreneurs 

translate such territorial assets into viable business models, they convert passive local 

resources into active development factors. Regional development, from this standpoint, is 

not merely the arrival of external capital; it is the endogenous organization of local 

capabilities into productive and marketable forms [3].  

The third channel concerns diversification and economic resilience. Regions that depend 

excessively on one sector, one employer, or one commodity face heightened vulnerability 

to external shocks. Small business reduces this vulnerability by broadening the sectoral 

base of the economy. Even when individual firms are small, their cumulative presence 

introduces organizational variety, which is essential for resilience. OECD analysis argues 

that SMEs and entrepreneurs are central to building stronger, greener, and more resilient 

economies, but that this requires improved innovation capacity and greater integration 

into production, knowledge, and innovation networks [1]. This observation is important at 

the regional level because economic shocks are territorially uneven: a downturn in a 

dominant industry can devastate a mono-structured region, whereas a diversified 

entrepreneurial environment is better able to redistribute risk and generate adaptive 

responses. Small firms are often the first to test new market niches, adjust product lines, 

use hybrid sales channels, and serve emerging consumption patterns. Their flexibility does 

not automatically imply high productivity, but it does create an experimental space in 

which new forms of regional specialization can emerge. Over time, such experimentation 

may reshape the economic profile of a region by opening activities that were previously 

absent or underdeveloped. Thus, entrepreneurship should be interpreted not only as a 

source of current output but also as a mechanism of regional economic discovery [1], [5].  

Innovation constitutes the fourth major mechanism linking entrepreneurship with 

regional development. Innovation in small business is frequently misunderstood as a 

narrow technological phenomenon associated only with laboratories, patents, or high-

growth start-ups. In regional economies, however, innovation often takes more modest but 

equally consequential forms: improved logistics, new packaging, digital ordering systems, 

service customization, cooperative marketing, process reorganization, and the 

recombination of existing knowledge into commercially useful solutions. OECD findings 

indicate that public policy increasingly seeks to connect SMEs to knowledge and innovation 

networks, while local and international linkages remain decisive for business 

transformation [1]. Regional development benefits when such networks reduce the 

isolation of firms and enable access to training, technologies, research partners, finance, 

and markets. In this regard, the territorial ecosystem matters as much as the 

entrepreneur’s individual capacity. Regions with universities, vocational centers, business 

associations, incubators, cluster initiatives, and digital platforms are better positioned to 

convert dispersed entrepreneurial effort into cumulative learning. Where these institutions 

are absent, innovation remains individualized, sporadic, and difficult to scale.  
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СОNСLUSIОN 

Small business and entrepreneurship play a strategic role in regional economic 

development because they connect economic initiative with place-based transformation. 

Their importance lies not merely in numerical prevalence, although small firms constitute 

the overwhelming majority of business entities in many economies, but in their capacity to 

generate employment, diversify regional production, retain value locally, stimulate 

innovation, and activate underused territorial resources [1]. When embedded in supportive 

local environments, entrepreneurs become agents of structural change rather than simple 

market participants. They help regions move from dependence and passivity toward 

adaptive, networked, and internally generated growth. 
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