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4.2: Entrepreneurial Opportunity

LEARNING OBJECTIVES

By the end of this section, you will be able to:

o Define entrepreneurial opportunity

o Discuss Joseph Shumpeter’s theories of opportunity
o Identify key drivers of opportunity

Aspiring entrepreneurs can come up with ideas all day long, but not every idea is necessarily a good idea. For an idea to be worth
pursuing, we must first determine whether the idea translates into an entrepreneurial opportunity. Entrepreneurial opportunity is
the point at which identifiable consumer demand meets the feasibility of satisfying the requested product or service. In the field of
entrepreneurship, specific criteria need to be met to move from an idea into an opportunity. It begins with developing the right
mindset—a mindset where the aspiring entrepreneur sharpens his or her senses to consumer needs and wants, and conducts
research to determine whether the idea can become a successful new venture.

In some cases, opportunities are found through a deliberate search, especially when developing new technologies. In other
instances, opportunities emerge serendipitously, through chance. But in most cases, an entrepreneurial opportunity comes about
from recognizing a problem and making a deliberate attempt to solve that problem. The problem may be difficult and complex,
such as landing a person on Mars, or it may be a much less complicated problem such as making a more comfortable pillow, as
entrepreneur Mike Lindell did by inventing My Pillow.

Theories of Opportunity

In the twentieth century, economist Joseph Schumpeter, as shown in Figure 4.2.1, stated that entrepreneurs create value “by
exploiting a new invention or, more generally, an untried technological possibility for producing a new commodity or producing an
old one in a new way, by opening up a new source of supply of materials or a new outlet for products, by reorganizing an industry”
or similar means.’

Figure 4.2.1: Schumpeter believed that entrepreneurs create value in an economy. (credit: Joseph Alois Schumpeter, ca. 1910:

HUGB S276.90 p (2), olvwork369436. Harvard University Archives)
According to Schumpeter, entrepreneurial innovation is the disruptive force that creates and sustains economic growth, though in
the process, it can also destroy established companies, reshape industries, and disrupt employment. He termed this force creative
destruction. Schumpeter described business processes, including the concept of downsizing, as designed to increase company
efficiency. The dynamics of businesses advances the economy and improves our lifestyle, but the changes (sometimes through
technology) can make other industries or products obsolete. For instance, Schumpeter provided the example of the railroad
changing the way companies could ship agricultural products quickly across the country by rail and using ice “cold cars,” while at
the same time, destroying the old way of life for many ranchers who wrangled cattle from one location to their intended
commercial destination.
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Today, we might think of the displacement of taxi drivers by ride-sharing services such as Uber and Lyft as a modern-day example
of this concept. To own and operate a New York City cab, for instance, one must buy what is called a taxi medallion, which is
basically the right to own and operate a cab. Drivers take out loans to buy these medallions, which cost hundreds of thousands of
dollars. But now, ride-sharing services have eaten in to the taxi industry, all but destroying the value of the medallions, and the
ability of taxi drivers to make the same money they were before the popular services existed. This change has left many taxi drivers
in financial ruin.” Schumpeter argued that this cyclic destruction and creation was natural in a capitalist system, and that the
entrepreneur was a prime mover of economic growth. To him, the goal was to progress, and progression starts with finding new
ideas. He identified these methods for finding new business opportunities:

1. Develop a new market for an existing product.

2. Find a new supply of resources that would enable the entrepreneur to produce the product for less money.
3. Use existing technology to produce an old product in a new way.

4. Use an existing technology to produce a new product.

5. Finally, use new technology to produce a new product.

We can understand theories of opportunity as related to supply or demand, or as approaches to innovations in the use of technology.
The first situation is a demand opportunity, whereas the remaining situations are supply situations. The final three incorporate
technological innovations. Supply and demand are economic terms relating to the production of goods.

Supply is the amount of a product or service produced. Demand is the consumer or user desire for the outputs, the products, or
services produced. We can use the ideas from Schumpeter to identify new opportunities. Our focus is on identifying where the
current or future supply and the current or future demand are not being met or are not aligned, or where technological innovation
can solve a problem.

More recent research has expanded on the concept of technological entrepreneurial opportunities, identifying several areas: creating
new technology, utilizing technology that has not yet been exploited, identifying and adapting technology to satisfy the needs of a
new market, or applying technology to create a new venture.”

Regardless of which of Schumpeter’s paths entrepreneurs pursue, before investing time and money, the business landscape requires
a thorough investigation to see whether there is an entrepreneurial opportunity. Remember, entrepreneurial opportunity is the point
at which identifiable consumer demand meets the feasibility of satisfying the requested product or service. “Feasibility” in this
definition includes identifying a sizable target market interested in the product or service that has sufficient profitability for the
venture’s financial success.

ENTREPRENEUR IN ACTION

Chester Carlson

Chester Carlson, a physicist, inventor, and patent attorney, spent ten years searching for a company to develop and manufacture
a new photographic machine for office use to make copies faster and for less money. Carlson went on to found the XEROX
Corporation, the company that made the first photocopy machines. Can you imagine a school or office today without a
photocopy machine? The companies that Carlson approached with his invention missed the opportunity to invest. For Carlson,
it was the beginning of a technology product development company that has been granted more than 50,000 patents worldwide.

Today, Xerox continues to innovate. Visit the innovation section of its website (www.xerox.com/en-us/innovation) and
consider how one of the inventions it’s developing now could spur creative destruction in an industry, according to
Schumpeter’s theory.

Identifying Opportunity

A good place to begin your entrepreneurial quest is to read as much as you can, especially with new technology developments,
even outside the field you work in. Remember that as technologies start to emerge, we often do not yet understand their
commercial potential. For example, microwave technology was first applied in radars to track military submarines. But, thanks to a
curious man named Percy Spencer and the accidental melting of a peanut bar in his pocket one day while tinkering with the
technology, the microwave was born. It would take a few decades for it to be produced at a price the mass market could afford.”

Think of drones, too. When they were invented, the multiple uses for this technology were not yet identified. Now, drone
technology is being used by real estate firms, package delivery services, agriculture, underwater search and scientific research,

security, surveillance, and more. Being tuned in to new experiences and information can lead to identifying opportunities.
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Entrepreneur Fred Smith found a system to solve the problem of overnight package delivery in founding Federal Express.” As a
college student, he wrote a paper for an economics class where he discussed his business idea. He earned only a C on his paper, by
the way. He received his bachelor’s degree in 1966 and went on to found Federal Express a few years later, which, in 2019,
generated almost $70 billion in revenue.” Prior to starting Federal Express, Smith was in the US Marine Corps serving in Vietnam
where he observed the military’s logistics systems.” This is where he honed his interest in shipping products while in the military.
Many entrepreneurs start their business after working for someone else and seeing a better way to operate that business, and then
start their own competing business.

Note that entrepreneurs need to be careful about starting competing businesses. Indeed, some entrepreneurs, like Smith, conduct
research as an idea percolates, paying attention to new experiences and information to further advance their idea into an
entrepreneurial opportunity. However, they must ensure that the existing product, service, or business process is not covered by any
active and protected intellectual property (patent, trademark, copyright, or trade secret).

Identifying consumer needs may be as simple as listening to customer comments such as “I wish my virtual orders could be
delivered more quickly.” or “I can never seem to find a comfortable pillow that helps me sleep better.” You can also observe
customer behavior to gather new ideas. If you are already in business, customer feedback can be a simple form of market research.

When purchasing an existing business or franchise, the process is a bit different. The first step will usually be searching for a
business that suits your experience, personal preferences, and interests. You will still want to conduct research to understand the
industry, the local market, and the business itself. Then, you will begin to examine all available company financial data. If
purchasing a franchise, you may want to contact other franchise owners and discuss their experience in working with the
franchisor.

ENTREPRENEUR IN ACTION

How Spanx Founder Developed Resilience and Persistence’

Another entrepreneur, Sara Blakely (Figure 4.2.2), admits that for the seven years she spent selling fax machines in the 1990s,
many times, she became so frightened of approaching sales prospects that she would burst into tears and then have to drive around
the block to collect herself before she could complete the next sales call.

(a) (b)

Figure 4.2.2: (a) Spanx, a new product that was created to solve an everyday problem, was invented by (b) Entrepreneur Sara
Blakely (far right). (credit (a): “Spanx” by Mike Mozart/Flickr, CC BY 2.0; credit (b): “Ed Bastian and Sara Blakely at the Fast
Company Innovation Festival” by Nan Palmero/Flickr, CC B 2.0)
One day in 1998, she was putting on pants and looked in the mirror and did not like how she looked. So, Blakely came up with the
idea to wear a pair of control-top pantyhose underneath—but she cut the feet out. Blakely liked the look and comfort of the footless
hose and decided to patent her own body-shaping footless version. Just a few years later, Blakely founded her company, Spanx,
Incorporated, which since has gone on to launch more than 200 styles of body-shaping garments. This is another case of an
entrepreneurial company born out of a simple way to solve an everyday problem.

Blakely is also a master of resilience, which is a quality of many successful entrepreneurs. When she was sixteen years old, right
around the time her parents separated, she witnessed a good friend get hit and killed by a car. Her father gave her a set of
motivational tapes to listen to: How to Be a No-Limit Person by Wayne Dyer. She found the tapes so helpful that she memorized all
of them and still gives copies of the tapes as gifts.
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As a child, her father encouraged his children to respect the valuable lessons we can learn through failure. Obviously, it helped
Blakely at a young age develop persistence and determination. That persistence and determination helped her develop a business
idea into a billion-dollar enterprise.

e Was Blakely’s idea a demand or a supply idea?
¢ What industry information would Blakely need as she was researching this idea?

When researching supply and demand, you should also consider political factors. For example, changes in tax laws can inform
decisions. One example is a tax credit that encourages alternative energy use, such as electric or hybrid vehicles. For 2019, the IRS
tax credit is between $2,500 and $7,500 per new electric vehicle, with a concurrent phase-out of the plug-in electric vehicle tax
credit. Changes in the tax code can therefore influence buyer behavior or the demand for vehicles. Another example is the
Residential Energy Efficient Property Credit of up to $4,000 for solar electronic appliances such as solar water heaters and solar
panels and for small wind turbines, through the end of 2021."" Tax incentives do not usually last more than a few years (the tax
subsidy for corn farmers to produce ethanol, an ingredient in automotive fuels, is a notable exception due to heavy lobbying by the
farming industry), so it is important that entrepreneurs do not rely on these incentives as a permanent “pillar” of their value
proposition and business model.

Let’s say you have an interest in machinery and art. Taking these two areas of interest, and knowing about this tax credit, you
recognize that you have the talents to create artistic backyard wind turbines to create energy for a homeowner. Of course, you will
still need to determine whether this is merely an idea, or if the conditions are in place to move forward in translating this idea into
an entrepreneurial opportunity.

Drivers of Opportunity

Some recent drivers for change in the entrepreneurial space include new funding options, technological advancements,
globalization, and industry-specific economics.

o Increased access to capital through social media sources like crowdsourcing is having a significant impact on entrepreneurship
in that it enables underserved people and communities—such as women, veterans, African Americans, and Native Americans,
who otherwise might not be able to start and own a business—to become entrepreneurs.

o Technological advancements continue to provide new opportunities, ranging from drones to artificial intelligence,
advancements in medical care, and access to learning about new technology. For example, drone technology is being used to
map and photograph real estate, deliver products to customers, and provide aerial security and many other services. Cell phones
have spawned many new business opportunities for a wide range of cell phone accessories and related products, ranging from
cell phone cases to apps that help make our cell phones faster for business and personal use.

¢ Increased globalization drives entrepreneurship by allowing importing and exporting to flourish. Globalization also helps spread
ideas for new products and services to a world market instead of a local or regional market. Combined with the Internet and
computer technology, even small businesses can compete and sell their products around the globe.

o Economic factors could include a strong economy that fuels other businesses. For example, growth in the housing market fuels
growth for many housing-related products and services, ranging from interior decorating to landscaping as well as furniture,
appliances, and moving services.

David Pridham, CEO of the patent advisory board and transaction firm Dominion Harbor Group in Dallas, cites six reasons that
current conditions are excellent for startups:

1. Venture capital investment has surged to the highest level ever, totaling $148 billion in 2018.

2. The concern over patent protection is improving with better trade protection of intellectual property rights.

3. Artificial intelligence could be a tremendous opportunity based on a McKinsey report projection, estimating artificial
intelligence to become a $13 trillion industry by 2025.

4. The explosive growth in freelance workers has been a boon to startups and small businesses.

5. Another hot sector is technology-driven advancements such as self-driving vehicles.

6. Intellectual property now accounts for 38.2 percent of our total Gross Domestic Product (GDP) in the United States. That totals
$6 trillion per year, more than any other nation’s GDP except for China.''

In addition, Silicon Valley Bank (SVB) Financial Group surveyed new startup businesses in 2017 and found that 95 percent
indicated they believe that business conditions will be the same or better. In addition, 83 percent plan to increase their workforce,
and 24 percent found fundraising not to be a challenge.'” These numbers represent the highest levels of optimism among
entrepreneurs over the most recent five-year period.
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Some other economic indicators favor entrepreneurship. According to the 2019 Goldman Sachs Economic Outlook, consumer
confidence is up, business confidence is up, interest rates remain reasonable and steady, more people are working, and wages are
higher."” When the economy is strong, there are generally more opportunities available and more potential customers with money
to purchase your products and services; but of course, there are no guarantees.

LINK TO LEARNING

There are debates about so-called kill zones—markets that the tech giants like Facebook and Amazon control through
aggressive anti-competitive tactics. Some argue that these zones have frightened off investors and stifled competition. But
others maintain that investment in young tech startups is as strong as ever and that the creative effects of big tech companies
outweigh their destructive forces.

Read this article on how tech giants make it difficult for startups from The Economist and then this blog post refuting the idea
that tech giants kill startups from The American Enterprise Institute and see what you think about the issue.

4.2: Entrepreneurial Opportunity is shared under a not declared license and was authored, remixed, and/or curated by LibreTexts.

o 5.1: Entrepreneurial Opportunity by Michael Laverty and Chris Littel et al. is licensed CC BY 4.0. Original source:
https://openstax.org/details/books/entrepreneurship.
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