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Chapter 2
Entrepreneurial Opportunities: Their Origins, Forms, and Suitability For New

Ventures
]

TRUE/FALSE

1.

Entrepreneurial opportunities usually come from information that people have that helps them to
recognize opportunities and from changes in the external world.

ANS: T PTS: 1 DIF: E OoBJ: 1

Research suggests that changes in regulations are the most important source of entrepreneurial
opportunities.

ANS: F PTS: 1 DIF: E OBJ: 2

Technological changes are a source of entrepreneurial opportunities because they make it possible for
people to do things in new and more productive ways.

ANS: T PTS: 1 DIF: E OBJ: 2

Regulatory or political changes are more likely than any other change to help businesses improve
productivity.

ANS: F PTS: 1 DIF: E OBJ: 2

Success at entrepreneurial activity requires the entrepreneur to develop a business idea that can defend
against competition

ANS: T PTS: 1 DIF: M OBJ: 4

Business ideas to exploit new products are often better forms of opportunity exploitation than business
ideas to exploit new methods of production.

ANS: F PTS: 1 DIF: M OoBJ: 3

The probability that a new firm will survive, the likelihood that a new firm will go public, the amount
of sales growth it will have, and the level of profits it will earn have been shown to be as much as ten
times higher in a favorable industry than in an unfavorable one.

ANS: T PTS: 1 DIF: M OBJ: 4

Industries that have greater R&D intensity are more favorable to new firms than industries that have
lesser R&D intensity.

ANS: T PTS: 1 DIF: E OBJ: 5

“Amortized fixed costs” is the phrase that researches use to explain the attributes of customer
preferences for products and services in an industry.

ANS: F PTS: 1 DIF: M OBJ: 6
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10. The exploitation of niches requires quick and agile firms that can take advantage of market segments
that other firms have left unsatisfied.

ANS: T PTS: 1 DIF: E OBJ: 6

11. Scale economies exist anytime that there is a much larger cost to producing the last unit of something
than there is to produce the first unit of something

ANS: F PTS: 1 DIF: M OBJ: 8

12. “Demand conditions” refers to understanding customer preferences for products or services in an
industry.
ANS: T PTS: 1 DIF: E OBJ: 2

13. The most common means of developing an opportunity tend to take the form of new products or
services.

ANS: T PTS: 1 DIF: E OoBJ: 3

14. The way in which an entrepreneurial opportunity is developed and the source of the opportunity are
independent of each other.

ANS: T PTS: 1 DIF: E OBJ: 1/2

15. Research shows that small entrepreneurial businesses react to changes, and take advantage of
opportunities, faster than do large businesses.

ANS: F PTS: 1 DIF: E OBJ: 4

16. Itis probably easier for a new firm to enter a fragmented industry than a concentrated industry.
ANS: T PTS: 1 DIF: E OBJ: 6

17. Anew firm is said to be higher on the learning curve than an established firm.

ANS: F PTS: 1 DIF: E OBJ: 6

MULTIPLE CHOICE

1. An entrepreneurial opportunity refers to changes occurring in which one of the following, allowing the
potential to create something new?
a. Technology.

b. Political conditions.

c. Demographic conditions.

d. Economy.

e. Any of the above.

ANS: E PTS: 1 DIF: E OoBJ: 1
NOT: Recall

2. An entrepreneurial opportunity can be exploited through the
a. creation of a new product or service.
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b. opening of a new market.

c. development of a new way of organizing.

d. introduction of a new production process.

e. all of the above.

ANS: E PTS: 1 DIF: M OBJ: 1
NOT: Recall

The economist who believes that entrepreneurial opportunities exist because people have different
information is
a. Josef Schumpeter.

b. David W. Cravens.

c. lsrael Kirzner.

d. Benjamin Piercy.

e. Michelle Clark.

ANS: C PTS: 1 DIF: E OoBJ: 1
NOT: Recall

The economist who argues that truly valuable entrepreneurial opportunities come from an external
change that either makes it possible to do things that had not been done before or makes it possible to
do something in a more valuable way is

a. Josef Schumpeter.

b. Israel Kirzner.

c. David W. Cravens.

d. Ronald Green.

e. None of the above.

ANS: A PTS: 1 DIF: E oBJ: 1
NOT: Recall

Which of the following is NOT one of the three major sources of opportunity?

a. Technological change.

b. Political and regulatory change.

c. Social and demographic change.

d. None of the mentioned are sources of opportunity.

e. A,B, and C are sources of opportunity.

ANS: E PTS: 1 DIF. E oBJ. 2
NOT: Recall

Spanish speaking immigrants have entered the country and opportunities for supermarkets with lines
of Latin American foods and Spanish language radio stations have grown in many parts of the United
States. This is an example of which of the three major sources of opportunity?

a. Technological change.

b. Political change.

c. Social and Demographic change.
d. Regulatory change.

e. None of the above.

ANS: C PTS: 1 DIF: M OBJ: 2|3
NOT: Application

Entrepreneurs can develop business ideas to take advantage of five different types of opportunities.
Which of the following is least likely to be a major entrepreneurial opportunity?

14



10.

11.

12.

a. New products.

b. Focus on existing products and produce one very similar.

c. New markets.

d. New ways of organizing.

e. AB,C, and D are all types of opportunities

ANS: B PTS: 1 DIF: M OoBJ: 3
NOT: Recall

Which of the following would be the first thing for an entrepreneur to do?

a. Chose a reputable attorney.

b. Create a marketing plan.

c. Find a partner to share the responsibilities with.

d. Identify industries that are favorable to new firms.

e. Hire employees.

ANS: D PTS: 1 DIF: M OoBJ: 4
NOT: Thinking

The term that economists use to refer to the type of information that underlies the production of
products and services in an industry is

a. production knowledge.

b. conditional awareness.

knowledge conditions.

d. knowledge spillovers.

e. none of the above.
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ANS: C PTS: 1 DIF: M OBJ: 4
NOT: Recall

Which of the following is/are part(s) of the knowledge conditions in an industry?

a. R&D intensity.

b. The locus of innovation.

¢. The nature of the innovation process.

d. AandB only.

e. A /B,andC.

ANS: E PTS: 1 DIF: E OBJ: 5
NOT: Recall

Assume that changes in technology provide opportunities. Which of the following refers to the source
of the technology that provides opportunities?
a. Knowledge spillovers.

b. Technological amortization.

c. Informative technology.

d. Locus of innovation..

e. none of the above.

ANS: D PTS: 1 DIF: M OBJ: 5
NOT: Recall

A entrepreneur attended an industry conference and went to a presentation delivered by a person from
another business. At the presentation, the entrepreneur heard some interesting ideas that could be used
in her business. Which of the following refers to how the entrepreneur learned the new information?
a. Locus of information..
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13.

14.

15.

16.

17.

b. Knowledge spillover..

c. Security breech.

d. Both A and B.

e. None of the above.

ANS: B PTS: 1 DIF: M OBJ: 5

NOT: Application

Which of the following are the three attributes of demand conditions that enhance new firm formation?

a. Market size, market amortization, market growth.

b. Market growth, market amortization, market complexity.

c. Market complexity, market segmentation, fixed costs.

d. Market size, market growth, market segmentation.

e. Market amortization, market complexity, market segmentation.

ANS: D PTS: 1 DIF: M OBJ: 6
NOT: Recall

Entrepreneurs face a fixed cost to found new firms. When this cost is amortized, the expected returns
to founding a firm are in a larger market than in a smaller market.

a. greater.

b. smaller.

c. more stable.

d. more unpredictable.

@

more predictable.

ANS: A PTS: 1 DIF: M OBJ: 6
NOT: Application

There are many more types of cars targeted at different types of buyers than there are types of frozen

corn targeted at different types of buyers. This is an example of
a. alack of R&D in the food industry.

b. industries differing in their degree of market segmentation.

c. the car industry having more money to offer a wider variety of products.
d. all of the above.

e. none of the above.

ANS: B PTS: 1 DIF: M OBJ: 6
NOT: Application

Which of the following categories of adopters, or users, of a product tends to be largest?

a. Early adopters.

b. People who adopt the product in the “middle of the curve.”

c. Lead adopters.

d. Late adopters.

e. Laggards.

ANS: B PTS: 1 DIF: E oBJ: 7
NOT: Recall

The birth, maturation,, and death of an industry is what researchers call
a. business development.

b. the stages of entrepreneurial success.

c. the industry life cycle.

d. the development of success.
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18.

19.

20.

21.

22.

e. none of the above.

ANS: C PTS: 1 DIF: E OoBJ: 7
NOT: Recall

New firms do much better when industries are
a. young than when they are older.

b. old, than when they are younger.

c. well established and explored.

d. full of competition.

e. BandC.

ANS: A PTS: 1 DIF: M OoBJ: 7
NOT: Recall

Because firms have to operate in an industry to gain experience, from this perspective, new firms are
a. at an advantage when compared to established firms.

b. ata disadvantage when compared to established firms.

c. overly aggressive when compared to established firms.

d. unduly aggressive when compared to established firms.

e. tempted to join forces with established firms, in an exchange of ideas.
ANS: B PTS: 1 DIF: M oBJ: 7
NOT: Recall

A common approach, or standard, used to make a product is known as a
a. production process.

b. key design.

C. product key.

d. key plan.

e. production design.

ANS: E PTS: 1 DIF. E oBJ. 7
NOT: Recall

Researchers have identified four aspects of the structure of an industry that make it easier for a person
to found a successful new firm. Which of the following is NOT one of those four?
a.  Number of people in the business that is being started.

b. Capital intensity.
c. Advertising intensity..
d. Level of concentration.
e. Average size of firms
ANS: A PTS: 1 DIF: M oBJ. 8
NOT: Recall
refers to how much market share lies in the hands of the largest firms in the industry.
a. Economies of scale.
b. Concentration.
c. Capital intensity.
d. Predicted level of power
e. Amortization.
ANS: B PTS: 1 DIF: M oBJ. 8
NOT: Recall
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23.

24.

25.

26.

217.

28.

Which of the following is an example of an advantage that an established firm has over a new firm?
Companies face a learning curve when they develop any product or service.

Business depends a great deal on reputation.

Many businesses face economies of scale.

New companies often find it difficult to compete with established companies because they

lack complementary assets.

e. All of the above

ANS: E PTS: 1 DIF: M OBJ: 9
NOT: Recall

oo

Things that are used along with the entrepreneur’s new product that help to produce or distribute that
product are called
a. existing products.

b. product line.

c. complementary assets.

d. cash flow supporters.

e. sale stabilizers.

ANS: C PTS: 1 DIF: M OoBJ: 9
NOT: Recall

New companies tend to be more successful when they develop products and services that are discrete.
Which of the following is the most likely to be a discrete product?

a. A windshield wiper.

b. A new drug to treat a disease.

c. A remote control.

d. A door knob.

e. All of the above.

ANS: B PTS: 1 DIF: M OoBJ: 9

NOT: Application

Which of the following conditions would be most favorable to an entrepreneurial company?
Low intensity of R&D.

High intensity of R&D.

Locus of innovation is with large companies.

High fixed costs to start a company.

An industry that is in the mature stage of the life cycle.

ANS: B PTS: 1 DIF: M OBJ: 5|67
NOT: Application

P00 oW

Starting a new company is easiest in which of the following conditions?
a. Anindustry in the mature stage of its life cycle.

b. An industry that requires high fixed costs to get started.
c. Anindustry that has low R&D intensity.

d. Anindustry that has few segmented markets.

e. An industry that has many segmented markets.

ANS: E PTS: 1 DIF: M OBJ: 6
NOT: Application

Capital intensity in an industry refers to
a. the number of cities in a market area that are capitals of the states in which they are
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29.

30.

31.

32.

33.

located.

b. the number of people who live in the market area of the business.

c. the percentage of market share controlled by the large companies.

d. the degree to which an industry requires money as compared to labor to produce the
products or services.

e. the stages of an industry’s life cycle.

ANS: D PTS: 1 DIF: E OBJ: 8
NOT: Recall

Which of the following companies is most likely to have the largest/best economies of scale?

a. A small company.

b. A company producing a small number of one type of product.

c. A company that has a large market share in an industry.

d. A company that has a small market share in an industry.

e. A company that has high fixed costs and a small market share.

ANS: C PTS: 1 DIF: D OBJ: 9|10
NOT: Thinking

The textbook mentions that because Barnes & Noble spent a large amount of money to build its
regular bookstores, it resisted selling books on the Internet. Barnes & Noble resisted selling book on
the Internet because of

a. the low capital intensity required to sell on the Internet.

b. fears that sales on the Internet would cannibalize sales in the stores.
c. fears that books were in the early stage of the industry life cycle.

d. fears that the technology required would not be challenging.

e. fears that books could not be amortized.

ANS: B PTS: 1 DIF: M OBJ: 10
NOT: Application

Changes in human populations represent
a. technological changes.

b. political changes.

productivity changes.

d. demographic changes.

e. micro level changes.

134

ANS: D PTS: 1 DIF: E OBJ: 2
NOT: Recall

Changes in human populations might present opportunities for entrepreneurs because

a. if apopulation grows, it might increase demand for a product or service.

b. if the characteristics of a population change, there might be an opportunity for a new
product.

c. asapopulation grows, an entrepreneurial business can increase the prices of its products.

d. Choices b and c are correct.

e. Choices a and b are correct.

ANS: E PTS: 1 DIF: M OBJ: 2
NOT: Application

Which of the following types of changes are most likely to provide opportunities to redistribute wealth
from one person to another?
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a. Technological.

b. Political and regulatory.

c. Demographic.

d. New products.

e. Production.

ANS: B PTS: 1 DIF: E OoBJ: 2
NOT: Recall

34. Which of the following situations, and the related industry, would be associated with higher rates of

new business formations?

a. A large manufacturing company invents a new production process.

b. A university researcher invents a new idea for a product and publishes the results in a
public report.

c. A company invents a new product and secures a patent on it.

d. An advertising company found a more productive way to interact with its clients.

e. The top management team of a large company is discussing a new way to market a certain
product.

ANS: B PTS: 1 DIF: M OBJ: 4
NOT: Application

35. Almost all personal computers (PCs) use the same type of processing components. This type of use of
the components is known as
a. patent infringement.

b. dominant design.

c. social changes.

d. demographic conditions.

e. competence destroying change.

ANS: B PTS: 1 DIF: M OBJ: 6
NOT: Application

36. In which of the following situations would a new firm have a higher chance of performing better?
a. Capital intensive.

b. Advertising intensive.

c. Concentrated industry.

d. R&D intensive.

e. Dominant design.

ANS: D PTS: 1 DIF: E OBJ: 6
NOT: Recall

37. New businesses tend to do better when their business ideas are embedded in

a. monetary capital.
b. human capital.
c. physical capital.
d. the capital of the state in which they operate.
e. amortized capital.
ANS: B PTS: 1 DIF: E OBJ: 6
NOT: Recall
ESSAY
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1. Researchers have identified three major changes that give rise to sources of opportunity for
entrepreneurs. List, describe, and give an example of each of the three major changes.

ANS:

Technological change - Technological changes are a source of entrepreneurial opportunities because
they make it possible for people to do things in new and more productive ways. Example: Although
people communicated with each other before the invention of e-mail by using faxes, letters, and the
telephone, when the Internet was invented, several entrepreneurs discovered that people could use
electronic mail to communicate.

Political and Regulatory change - These changes make it possible to develop business ideas to use
resources in new ways that are either more productive or that redistribute wealth from one person to
another. Example: the deregulation of telecommunications, intrastate banking, trucking, and railroads
all make it more difficult for established firms to deter the entry of new competitors and allowed
entrepreneurs to introduce more productive business ideas into these industries.

Social and Demographic change - Changes in people’s preferences make it possible for alert
entrepreneurs to provide products and services that people demand. Example: as students went from
wearing dress clothes to wearing jeans to class, entrepreneurs started selling more jeans and casual
clothes for school.

PTS: 1 DIF: M oBJ: 2

2. Explain why it might be more difficult for an established firm to invent a new technology or a new
product than it would be for a new firm.

ANS:

An established firm must satisfy its existing customers. Coming up with a new technology or new
product might interfere with satisfying current customers. Current customers might find the new
technology or product to be of no use to them because the existing technology or product is what they
want. To use the new technology or product might then drive customers away. A new firm doesn’t
have customers. It essentially has “nothing to lose and everything to gain” by inventing a new
technology or product.

PTS: 1 DIF: M OoBJ: 3

3. List and discuss the four dimensions of industry differences that influence the relative success of new
firms.

ANS:

Knowledge Conditions- This refers to the type of information that underlies the production of products
and services in an industry. It includes such things as the degree of complexity of the production
process, the level of new knowledge creation in the industry, the size of the innovating entities, and the
degree of uncertainty. People who want to start a company need to understand the conditions and
evaluate whether they are favorable or not favorable to starting a new business.

Demand Conditions- This phrase refers to the attributes of customer preferences for products and

services in an industry. Customers can express light demand or heavy demand and it can be growing
or shrinking. Again, these things will affect the success of starting a new business.
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Industry Life Cycles- This refers to the birth, maturation, and death of industries. the stage that an
industry is in can have a powerful impact on the ability of entrepreneurs to found successful new
firms. For example, new firms tend to better in younger industries than in older ones. Even though
there are larger markets in older industries, established businesses tend to be very powerful in older
industries. In younger industries, no one business tends to dominate.

Industry Structure- Industry structure refers to the major factors that influence how things work in an
industry. Four major factors have been identified that tend to influence whether an industry is
favorable or not to an entrepreneur. They are capital intensity, advertising intensity, concentration,
and the average size of firms in an industry. It is important for entrepreneurs to find an industry that is
welcoming if they want to be successful. Normally, industries that have low capital intensity, low
advertising intensity, low concentration, and smaller average size firms favor entrepreneurs.

PTS: 1 DIF: M OBJ: 4
Explain why the concept of a dominant design is important to entrepreneurship.

ANS:

The concept refers to a common approach or standard to make a product. It is important because new
firms usually do better when they can adopt their own. Before a dominant design is established,
entrepreneurs can adopt any design that they feel is best for their new service or product. When a
dominant design already exists, not only does the firm have to use a design that the established firms
have more experience with, but when a dominant design had been established, the basis of competition
within an industry changes. Firms must now compete to see who can make the standard design the
most efficiently.

PTS: 1 DIF: M oBJ: 7

Identify the five ways to develop an opportunity that are presented in chapter two. Explain how they
are different from the sources of opportunity.

ANS:

The five ways, or models, of developing an opportunity are
1. develop new products and services,

2. develop or tap new markets,

3. develop new methods of production,

4. identify new raw materials, and

5. develop new ways of organizing business processes.

The sources of opportunities come from technological changes, government policies and
regulation changes, and social and demographic changes. Within each opportunity, any of the models
of developing an opportunity could be used. The sources of opportunities presents the opportunity.
The models of developing opportunities are ways to take advantage of the opportunities.

PTS: 1 DIF: M OoBJ: 3

Explain why an industry that has a greater R&D intensity tends to be more favorable to a new business
than an industry that has a low R&D intensity.

ANS:

An industry that has a high R&D intensity is associated with the chance for inventing more new
technologies. A higher probability of inventing new technologies presents more chances for a business
to take advantage of something in that industry. This could take the form of new products or services,
new ways to produce a product or service, or new markets.
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PTS: 1 DIF: M OBJ: 4
Why might a new business perform better in markets that are growing quickly?

ANS:

When a market is growing (the demand for products is growing), established businesses might not be
able to keep up with the demand and/or not be able to serve some of the different customers. This
allows the new business to gain customers who are probably fairly easy to persuade. Serving “excess”
customers is much easier than trying to take customers away from established businesses.

PTS: 1 DIF: M OBJ: 4
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