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ABSTRACT. In this article, we apply a process of logical
inference to draw conclusions about the origins of entrepre-
neurial opportunity from existing conversations in the field of
strategic management. We equate the execution of a competi-
tive strategy — as described in the strategic management litera-
ture — to the exploitation of an entrepreneurial opportunity — as
described in the entrepreneurship literature. Given this
assumption, we survey five extant theories of strategy in an
attempt to categorize and describe the circumstances that define
how and with what consequence entrepreneurial opportunity
exploitation results in future opportunity. Given this review, we
characterize the ‘outcomes’ of strategy execution as a function
of the ‘match’ between strategy and environment in an effort to
extend and refine Holcombe’s [Holcombe, Randall, 2003,
Review of Austrian Economics 16(1), 25-43] position that
entrepreneurial opportunity is born of prior entrepreneurial
action.
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1. Introduction

Understanding why, when, and how opportu-
nities come into existence is a fundamental focus
of the field of entrepreneurship (Shane and
Venkataraman, 2000). Although scholars widely
acknowledge that theoretical development of the
‘opportunity construct’ is central to entrepre-
neurship as a domain of academic inquiry,
questions focused on the origins of opportunity
remain largely unanswered to the satisfaction of
many entrepreneurship scholars (Gaglio and
Katz, 2001). Indeed, when considering the ori-
gins of opportunity, the extant entrepreneurship
literature seems to validate Ovid’s centauries old
insight: that opportunity will be found in ‘lots of
places and for lots of reasons.

A notable lack of research focused on the
origins of opportunity, and the disparate nat-
ure of the propositions suggested in response to
the question of where opportunities originate,
is not surprising. The ontological and episte-
mological intricacies associated with opportu-
nity research makes any direct, rigorous
attempt to catalogue and describe the sources
of opportunity a daunting proposition for
scholars. As evidence of this fact, we note that
many prominent entrepreneurship researchers
have gone to great lengths to describe the
complexity inherent in developing a compre-
hensive typology of the origins of entrepre-
neurial opportunity (Eckhardt and Shane,
2003; Shane and Venkataraman, 2000, 2001;
Sarasvathy et al., 2003).

With such issues in mind, work on this essay
originated on the assumption that understand-
ing the exploitation of opportunity yields
insights as to its origin. By equating the execu-
tion of competitive strategy — as described in the
strategic management literature — to the exploi-
tation of entrepreneurial opportunity — as
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described in the entrepreneurship literature — we
followed a process of inductive logic and infer-
ence applied to a review of the strategy literature
suspecting that it would reveal how the sources
of opportunity mapped to different theoretical
conceptions of strategy and the sources of
competitive advantage. Although the following
discussion does suggest some insights along
these lines, our main finding is something we
had not expected: that many of the opportuni-
ties exploited by entrepreneurs may not be new
objectively' and that any theory of opportunity
should distinguish between those opportunities
that are new and those that are not.

Thus, our principal contribution is not a
typology of the sources of entreprencurial
opportunity. Instead, we extend the discovery-
evaluation-exploitation paradigm as conceptu-
alized in the individual-opportunity nexus [ION]
framework (Shane and Venkataraman, 2000) to
incorporate a conceptualization of entrepre-
neurial strategizing, very simply defined as the
process through which the entrepreneur identi-
fies the ““best” strategy for exploitation under
uncertainty, given concomitant consideration of
the nature of the opportunity and the environ-
ment in which the opportunity will be exploited.
Our survey of the strategy literature and asso-
ciated theorizing suggests that Holcombe’s
(2003) contention that entrepreneurial activity
leads to the emergence of new entrepreneurial
opportunity is a compelling position from which
to further investigate the origins of opportunity.
We also will suggest that some opportunities
born of prior exploitation are not objectively
new as Holcombe suggests. Specifically, we
consider how attempts to exploit a given
opportunity can be marginalized given a ‘“‘mis-
match” between the mode of exploitation
(strategy) and characteristics of the opportunity
given environmental conditions. We define the
resultant outcome to be an underexploited
opportunity, and suggest that, although such
opportunities may be seen as new by future
entrepreneurs, they are not objectively new at
all.

In the section that follows we offer an
overview of the dominant theoretical frame-
work applied to entrepreneurship research to-
day: the individual-opportunity nexus (ION).

In the context of the ION, we then develop a
basic framework that extends the entrepre-
neurial process to accommodate strategic con-
siderations as well as Holcombe’s (2003)
contention of the importance of prior entre-
preneurial activity as a source of entrepre-
neurial opportunity. From there, we consider
the strategy choice set of the dominant theo-
retical paradigms applied in the strategy liter-
ature. We consider each of these perspectives,
in turn, so as to identify their underlying
assumptions and prescriptions relative to per-
formance, strategy, and competitive advantage.
For each strategy paradigm, we also draw
inferences as to the conception of opportunity
given each theory’s fundamental assumptions
concerning outcomes of strategy execution in
the face of uncertainty. Finally, we draw out
some of the insights from our discussion and
review of the literature and conclude the article
with some brief remarks.

2. The challenge of identifying the sources
of opportunity

The field of economics has alternatively charac-
terized the entrepreneur as an inter-market oper-
ator (Leibenstein, 1968), a bearer of uncertainty
(Knight, 1921), an innovator (Schumpeter, 1934)
and an arbitrageur (Kirzner, 1979, 1997). Not
unlike the economists, entrepreneurship scholars
in the field of management have also character-
ized the entrepreneur — and his or her role in the
entrepreneurial process — in many different ways
as the discipline has evolved over the last two
decades (Busenitz et al., 2003; Carland et al.,
1988; Gartner, 1988). Recently, the dominant
paradigm applied to entrepreneurship research by
management scholars has evolved into what has
become known as the ‘Individual-Opportunity
Nexus (ION)’(Shane and Venkataraman, 2000).

2.1. The individual-opportunity nexus
and the origins of opportunity

The ION framework anchors the study of
entrepreneurship to questions focused on “how,
by whom, and with what consequences oppor-
tunities to produce future goods and services are
discovered, evaluated, and exploited” (Shane
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and Venkataraman, 2000, p. 218). The logical
basis for ION is the idea that entrepreneurial
opportunities emerge from market disequilib-
rium or, more specifically, from the differences
people have in their expectations, beliefs,
awareness, and/or knowledge about the relative
(future) value of resources (Kirzner, 1979, 1997,
McMullen and Shepherd, 2006; Rumelt, 1987;
Shane and Venkataraman, 2000). Shane and
Venkataraman suggest that, “because people
possess different beliefs (because of a lucky
hunch, superior intuition, private information,
etc.), they make different conjectures about the
price at which markets should clear, or about
what possible new markets could be created in
the future” (2000, p. 220).

Given this, proponents of the ION framework
contend that the study of entrepreneurship
involves the concomitant consideration of the
sources of opportunities, and the set of individuals
engaged in their discovery, evaluation, and
exploitation (Shane and Venkataraman, 2000).
Central to this is the idea that entrepreneurial
opportunities represent those situations where
new or future goods, services, inputs, resources,
and ways of organizing can be introduced to the
market and sold at prices above their cost of
production or assembly (Casson, 2003; Shane and
Venkataraman, 2000). More specifically, ION
distinguishes entrepreneurial opportunities as a
sub-set of all opportunities for profit, because
entrepreneurial opportunities necessitate the dis-
covery of new ‘“‘means-ends relationships” (Kirz-
ner, 1997; Shane and Venkataraman, 2000). That
said, it logically follows that when considering
entrepreneurship from the perspective of TON,
entrepreneurship research should focus on three
fundamental questions: (1) why, when, and how
opportunities for the creation of future goods and
services come into existence, (2) why, when, and
how some people and not others discover and
exploit these opportunities, and (3) why, when,
and how different modes of action are used to
exploit entrepreneurial opportunities (Shane and
Venkataraman, 2000).

Although the second and third questions have
arguably received the bulk of research attention
to date, there have been fewer, nevertheless
important, efforts to address why, when, and
how opportunities for the creation of future

goods and services come into existence. Eck-
hardt and Shane (2003), suggest that the litera-
ture identifies origins of opportunity as arising
from (1) information asymmetry (Kirzner,
1973), (2) exogenous shocks (Schumpeter, 1934),
(3) changes in supply (i.e., new inputs, new
organizing methods, production processes, and/
or products) (Schumpeter, 1934), and (4) chan-
ges in demand (i.e., shifts in culture, perceptions,
tastes, and preferences (Kirzner, 1979; Schum-
peter, 1934). Similarly, Holcombe (2003) sug-
gests that opportunities arise from (1) factors
that disequilibrate the markets, (2) factors that
enhance production possibilities, and (3), most
importantly, prior entrepreneurial activity.

2.2. Prior entrepreneurial activity
and the emergence of new opportunity

The perspectives offered by Eckhardt and Shane
(2003) and Holcombe (2003) generally agree to
the extent that information asymmetry, exoge-
nous shocks, and changes in supply or demand
map to Holcombe’s conception of disequili-
brating factors and factors that enhance pro-
duction possibilities. The exception to this
overlap, and the one that stands out to us as an
unexplored, yet important precursor to devel-
oping an acceptable theory of entrepreneurial
opportunity (Bacharach, 1989), is Holcombe’s
suggestion that the most important source of new
opportunity is the prior action of entrepreneurs:

“To see how entrepreneurship can create
additional entrepreneurial opportunities, con-
sider an example in one of the most entrepre-
neurial industries at the end of the twentieth
century. microcomputers. Somebody had the
idea that rather than have the microcomputer
mouse tethered to the computer with a cord, the
mouse could transmit an infrared signal to the
computer, enabling the mouse to be wireless.
Why had nobody acted on this entrepreneurial
opportunity before? The answer is that it had
not existed long before it was exploited. The
opportunity had not been lying in wait for
decades; rather, shortly after the mouse
became a popular device, this opportunity was
observed and acted upon. The opportunity was
created by the development of the computer
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mouse, itself an earlier act of entrepreneurship,
and computer users know that point sticks,
trackballs, and touch-pads are other devices
developed by entrepreneurs. But this particular
pool of entrepreneurial opportunities only
existed after the development of the mouse as
an input device. The entrepreneurial activity of
the developer of the mouse did not use up an
entrepreneurial opportunity, it created many
more entrepreneurial opportunities.” (Hol-
combe, 2003, p. 34, emphasis added)

Holcombe (2003) suggests that prior entrepre-
neurial action to exploit a previously discovered
opportunity is an important source of new
entrepreneurial opportunities. Holcombe right-
fully highlights the personal computer as an
excellent example; its introduction to the con-
sumer market in the 1970’s triggered a particu-
larly significant period of ‘related” entrepreneurial
activity (the mouse, software, various peripher-
als, etc.) that continues even today. Implied in
Holcombe’s theorizing, however, is the sugges-
tion that, once a given opportunity is discovered,
evaluated, and exploited, it ceases to exist as an
opportunity for other entrepreneurs now or in
the future. That is, there seems to be one
opportunity per entrepreneur while their exploi-
tation of the opportunity creates new and
separate opportunities for others to pursue.

Given Holcombe’s (2003) example of the per-
sonal computer and the implied assumption of one
opportunity per entrepreneur, it is interesting to
consider the case of Michael Dell in light of the
notion that new opportunities arise from prior
entrepreneurial activity. Was the opportunity that
Dell exploited with great success objectively new?
One could reasonably argue that, as an entrepre-
neur, Dell did not pursue one of the new oppor-
tunities arising from the personal computer; rather
he successfully pursued the original opportunity
previously exploited by the likes of IBM, Compagq,
and Apple. What was novel about Dell’s approach,
however, was the way in which he produced cus-
tomized machines and distributed them directly to
consumers. So how does Dell fit into Holcombe’s
framework? The answer, we contend, depends on a
subtly in the semantics of the expression “new
means-ends relationship.”

From at least one point of view, Dell’s efforts
did not result in a “‘new means-ends relation-
ship” (Shane and Venkataraman, 2000) since
the manufacture and sale of personal computers
was a well-established economic activity at the
time Dell started his venture. In fact, we contend
that the opportunity exploited by Dell may be
defined as “‘new” only if the term “means” is
inclusive of his novel business model. The
problem with a broad conception of means — or
ends, for that matter — is that it seems to lead to
a conception of entrepreneurship that poten-
tially overreaches; if the notion of means, for
example, includes every novel element of an
activity, many (perhaps, too many) activities can
be defined as entreprencurial no matter how
imitative or commonplace the acts might be. On
the other hand, if Dell’s opportunity was not
new (i.e., the definition of “means” excludes a
novel business model), then Holcombe’s (2003)
framework needs some refinement since it does
not explicitly address the exploitation of an
opportunity already in existence.

With this in mind, we now turn to extending
Holcombe’s (2003) framework by considering
his discussion in the context of the strategic
management literature. We suggest that, to
understand the extent to which prior entrepre-
neurial action begets new opportunity into a
robust conceptualization of the origins of
opportunity, we must more fully investigate the
notion of how entrepreneurial action is manifest
in the context of a competitive, economic con-
text. For this we focus our attention to the
extant strategy literature. Indeed, one aspect of
Holcombe’s (2003) discussion we find particu-
larly intriguing is the notion that fully grasping
the exploitation of opportunity provides insights
as to the origins of opportunity. Thus, if we
assume that the execution of strategy equates to
the exploitation of opportunity in an entrepre-
neurial context, we not only gain the insights of
over 30 years of strategy research, we can also
integrate the strategy perspective within the
context of the entrepreneurial process per the
ION framework (Meyer et al., 2002). In doing
so, we make a particular effort to refine the
one-opportunity-per-entrepreneur — assumption
implied in Holcombe’s (2003) discussion by
addressing how the exploitation process may
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leave the original opportunity available to
others to pursue.

3. A basic framework of entrepreneurial
strategy2

Although Holcombe (2003) does not address
specifically the notion that entrepreneurs might
exploit opportunities that are not objectively
new, his discussion does not exclude the possi-
bility. In arguing that the pool of opportunities in
any economy expands as the result of prior
entrepreneurial activity, for example, Holcombe
offers that prior entrepreneurial activity does
“not use up an entrepreneurial opportunity” but
that entrepreneurial action serves to actually
create “‘many more entrepreneurial opportuni-
ties” (2003, p. 34, emphasis added). His turn of
phrase captures our essential conjecture that
some opportunities, even when exploited, remain
available to other entrepreneurs to pursue.

How is it, then, that entrepreneurial activity
does not ““use up”’ an entrepreneurial opportu-
nity? The answer we propose is that the process
by which some “means” are engaged for given
“ends” in an entrepreneurial context arguably
includes the strategy (e.g., a novel business
model) employed by the entrepreneur for
exploiting the opportunity; to be clear, here we
are conceptualizing strategy (e.g., Dell’s business
model), means (e.g., the sale of personal com-
puters), and ends (e.g., consumer need for
personal computers) as separate constructs.
More importantly, we have in mind something
beyond the “mode of exploitation” typically
addressed in the entreprencurship literature; in-
stead, we posit that in addition to selecting the
mode of exploitation — that is, exploiting the
opportunity either through a new firm or an
established firm — our entrepreneur also makes
decisions about how best to exploit the oppor-
tunity in order to maximize its value (i.e., the
profits or returns) (Kirzner, 1979). In essence,
we make the assumption that the exploitation
phase of the entrepreneurial process includes a
set of choices that equates to the execution of
competitive strategy. Thus, in this section, we
develop a simple framework that allows us to
integrate competitive strategy considerations

into the essential elements of the ION
framework.

To illustrate our framework, consider this
scenario: To highlight the essence of the entre-
preneurial process, Kirzner uses an allegorical
account of Robinson Crusoe’s realization that
his time is more valuable spent in building a
fishing boat than in catching fish uneconomi-
cally by hand (Kirzner, 1979, p. 161). Through
the lens of the individual-opportunity nexus
perspective (Shane and Venkataraman, 2000),
Crusoe discovers the opportunity to fish by boat,
evaluates the opportunity by considering the
time and effort needed for building a boat, and
exploits the opportunity by proceeding with the
boat’s construction. Although it is not readily
apparent in Kirzner’s (1979) account, Crusoe
also selects the mode of exploitation: He builds
his own boat since, presumably, there is no other
individual on his remote island to whom Crusoe
can sell the opportunity. Crusoe’s decisions and
actions, according to Kirzner, are entrepreneur-
ial since they result in a new means (a boat) for a
given end (catching fish). Indeed, ‘his
reallocation of his labor time from fishing to
boat-building is an entrepreneurial decision,
and, assuming his decision to be a correct one,
yields pure profit in the form of additional value
discovered to be forthcoming from the labor
time applied” (Kirzner, 1979, p. 162). In this
context, such “pure profit” is arguably the
number of fish Crusoe catches by boat in excess
of the number he once caught by hand.

It occurs to us that Crusoe has also made
choices regarding the characteristics of the boat
he will build with the intent of maximizing his
pure profit. These characteristics — such as the
boat’s shape, size, and other specifications — are
evidence of decisions made in the exploitation
process that go beyond the mode of exploitation.
In other words, regardless of whether Crusoe
built his own boat or sold the opportunity to
someone else, additional decisions were made to
ensure that the characteristics of the boat “‘best”
fits the opportunity. Do the fish to be caught, for
example, always stay close to shore? Are they
best caught by lure or by net? What are the
weather conditions that need to be considered?
And so on. These choices regarding the type,
size, and shape of the boat to be built are
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strategic in the sense they are made with an eye
on maximizing Crusoe’s pure profit (i.e., the
amount of fish he can catch for a given level of
effort).

3.1. Strategy in an entrepreneurial context

Figure 1
propose.

First, the opportunity is discovered. Accord-
ing to Shane and Venkataraman (2000), a dis-
covery is made when someone speculates that a
set of resources is not put to its “first best” use
or, more specifically, “that the resources are
priced ‘too low’ given the entrepreneur’s belief
about the price at which the output from their
combination could be sold in another location,
at another time, or in another form” (Shane and
Venkataraman, 2000, p. 220). The individual’s
conjecture regarding the price of these resources
is based on private information or some unique
intuition (Shane and Venkataraman, 2000).
Next, the decision to exploit the opportunity is
based on the entrepreneur’s evaluation that the
opportunity’s expected value (i.e., profit) will
exceed the opportunity cost paid in its exploi-
tation; individuals will differ in their evaluations
and some will exploit the opportunity while
others will not, even if the expected value is the
same (Shane and Venkataraman, 2000). Finally,
as part of the exploitation phase, the mode of
exploitation — whether to sell the opportunity to
an existing firm or to exploit the opportunity
through a new firm — is selected based on a
combined assessment of the nature of the

depicts the basic framework we

opportunity itself, the competitive environment,
and the potential for appropriating the returns
for the entrepreneur’s efforts (Kirzner, 1979).

The element we introduce is the idea that the
exploitation process includes deciding the best
strategy for exploiting the opportunity given the
characteristics of the opportunity and the nature
of the environment. This we call the entrepre-
neurial strategizing portion of the exploitation
phase, and suggest that it involves a determi-
nation of the optimal set of actions, decisions,
and commitments to be made to maximize the
returns from the exploitation of the opportunity
(Meyer et al., 2002). It is at this point that our
entrepreneur seeks to “‘match” the opportunity
at hand with the “best” strategy for maximizing
the opportunity’s value given some projection of
future environmental conditions.> We refer to
this as the strategy-opportunity-environment fit.
We now turn to outlining the ‘“‘strategy choice
set” — the range of strategic paradigms and
predictions — available to the entrepreneur in
our basic framework.

3.2. The strategy choice set and the dominant
paradigms

Although strategic management scholars focus
their attention on firm performance (Hoskisson
et al., 1999), the nature and character of the
theoretical frameworks applied to such ques-
tions and issues varies considerably (Mahoney,
2005). Indeed, the idea of performance itself has
been rigorously explored in terms of, for
example, financial returns or profitability,

Opportunity <
(discovery, evaluation,
mode of exploitation)

Entrepreneurial Strategy
(opportunity-strategy-environment fit)

/

N\

New Opportunity
— (Holcombe, 2003)

Underexploited
Opportunity —

Figure 1. A basic framework of the entrepreneurial process.
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organizational effectiveness, market share, sur-
vival, and environmental “fit” (Barney, 2002).
Nevertheless, a review of the field’s evolution
reveals a manageable number of theoretical
perspectives that comprise its core. For sake of
both practical and conceptual simplicity, we
consider five of these frameworks here: (1) the
structure-conduct-performance  (SCP) para-
digm, (2) transaction costs economics (TCE), (3)
the resource-based view (RBV), (4) evolutionary
theory, and (5) real options reasoning.

3.2.1. Structure-conduct-performance (SCP)

and Porter’s five forces

In the context of the Porterian/structure-con-
duct-performance framework, the entrepreneur
in our framework faces a decision in the entre-
preneurial strategizing phase of what position to
take up in the marketplace given the assessed
industry structure. At its core, Porter (1980)
outlines a framework of ““five forces™ (i.e., the
bargaining power of buyers, the bargaining
power of suppliers, the threat of entrants, the
threat of substitutes, and industry rivalry)
applicable in an analysis of industry structure
for selecting from three generic strategies — cost
leadership, differentiation, and focused (or
niche) strategies. Given the complications of
uncertainty and a dynamic environment, maxi-
mizing the strategy-opportunity-environment fit
is far from easy. Porter (1991) contends that
whether a firm achieves a competitive position in
the market place depends on two essential ele-
ments: initial conditions and “pure’”’ managerial
choice. Initial conditions at the firm level include
factors like the firm’s established reputation,
acquired skills, and assets; at the environment
level, initial conditions capture the degree to
which the setting outside the firm is favorable to
its success and performance. In contrast, “pure”
managerial choices are the decisions made
within the firm independent of initial conditions.

3.2.2. Resource-based view

In contrast to the emphasis of industry structure
as a determinant of firm performance, the
resource-based view’s (RBV) conceives of
the firm as a “‘bundle of resources” in which the
performance of the firm is driven from within
(Penrose, 1995). As for the entrepreneur in our

basic framework, RBV suggests his or her
entrepreneurial strategy centers on the acquisi-
tion, development, and leverage of competitive
advantage-granting resources or capabilities.
Indeed, it would seem the earliest of entrepre-
neurial strategy decisions might have the most
long-lived effects; take for example the decision
the entrepreneur might make on where to locate
a new venture. According to Peteraf (1993),
having the foresight or good fortune to acquire a
location of operations that grants resource po-
sition advantages over other firms is a prime
example of an ex ante limit to competition. In-
deed, the firm’s location is likely to take on the
characteristics of a non-tradable asset to the
extent that the firm’s sustained competitive
advantage depends on a unique, advantageous
location (Teece et al., 1997). Dierickx and Cool
(1989) also suggest that a firm’s location may be
an important determinant in its ability to
acquire and leverage valuable resources and
capabilities.

3.2.3. Transaction cost economics

The fundamental premise of transaction cost
economics (TCE) is that firms exist to internalize
into organizational hierarchies (e.g., firm struc-
tures) those transactions made prohibitively
costly by market imperfections (Coase, 1937).
Given TCE, the entrepreneurial strategy deci-
sions faced by our entrepreneur now encompass
the modes of exploitation — i.e., market versus
hierarchy — and the nature of the ‘“governance
structure” needed given the nature of the
opportunity and the environment. When select-
ing the governance structure, our entrepreneur
does so with “conscious foresight” based on
what the evolutionary biologist Richard Daw-
kins refers to as the unique human ability to
simulate the future in one’s imagination (Wil-
liamson, 2000). In this respect, the governance
structure is selected to limit, for example, the
opportunistic behavior individuals now and in
the future (Williamson, 2000). In more concrete
terms, this means our entrepreneur will make
decisions on what assets his or her firm will
make or buy in the pursuit of the given oppor-
tunity. Such choices, evidence suggests, are
critical factors in the success of a new venture
(Mosakowski, 1991).
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3.2.4. Evolutionary theory

The evolutionary perspective of Nelson and
Winter (1982) conceives of the firm as a bundle
of routines in an environment of Schumpeterian
competition (Mahoney, 2005). This perspective
emphasizes the tacit knowledge and skills of
individuals applied in predictable patterns or
routines with the firm that include, among other
things, production, hiring and firing procedures,
research and development, and other activities
(Mahoney, 2005). A particularly central element
of evolutionary theory is the concept of
“search.” Nelson suggests that, contrary to the
central premise of our basic framework, it can-
not be the case that firms seek to enact a single
best strategy (Nelson, 1991). Instead, based on
Schumpeter’s notion of competition as “‘gales of
creative destruction” (Schumpeter, 1934), firm
profitability is modeled as function of continu-
ous innovation and technological change rather
than optimization. Such continuous change is
the result of the search and selection of new
routines or organizational knowledge and thus
the firm’s performance can be said to be a
function of Schumpeterian rents (i.e., superior
returns accruing to innovation or, more specifi-
cally, the search and selection of new combina-
tions)> (Winter, 1995).

It is not clear how evolutionary theory fits with
our account of an entrepreneur facing entrepre-
neurial strategy decisions. How do we, for
example, account for our entrepreneur actively
making strategic choices when such a decision
function is virtually incompatible with a highly
deterministic theory of routines? We could sug-
gest that our entrepreneur should act with an eye
towards establishing and nurturing key routines
and repertoires within the firm, but this brings us
to the same essential discussion under RBV. This
is not much of a surprise since evolutionary
theory serves as one of the theoretical founda-
tions for the resource-based view (Foss, 1997).
Unlike RBV, which we interpreted as suggesting
that the earliest decisions made by the entrepre-
neur have the most long-lived effects, evolution-
ary theory seems to imply that, although initial
conditions within the firm may have important
long-term consequences, they are no more or no
less significant than the firm’s ability to adapt and
evolve with the passing of time.

We do note, however, that Nelson and Win-
ter’s (1982) notion of search is strongly reflective
of the entrepreneurial process of the ION
framework. Much in the way that some, but not
all, individuals may recognize a given opportu-
nity based on their idiosyncratic prior knowl-
edge and experiences (Shane, 2001), whether or
not the firm’s search routines “find” any new
routines of merit depends on the routines al-
ready in existence and use within the firm. In
other words, successful search depends on prior
organizational knowledge (Nelson and Winter,
1982). This suggests to us that the concept of
search in evolutionary theory and the concept of
discovery in the entrepreneurial process have
much in common, perhaps to the point where
many of their underlying principles are the same
or interchangeable.

3.2.5. Real options reasoning

Recently, real options theory has taken a position
among the dominant theoretical frameworks
applied to strategic management questions
(Leiblein and Miller, 2003; McGrath, 1997, 1999;
McGrath et al., 2004). Proponents of real op-
tions approaches to investigating ways of orga-
nizing (McGrath et al., 2004), decision-making
under uncertainty (Janney and Dess, 2004),
diversification (Raynor, 2002), firm boundary
issues (Leiblein and Miller, 2003), and corporate
strategy (Barnett, 2003). Real options theory,
applied to questions of strategy, represents a
fundamental departure from many of the other
approaches to strategy (including those discussed
above) because of the assumed central role of the
manager in the process of recognizing and
appreciating the value of flexibility in the face of
uncertainty and dynamic conditions. As with
financial options, at least in theory, real options
logic advances the idea that the option can be
valued based on the underlying real asset; and,
like financial options, the longer the option lasts
before it expires and the more volatile is the price
of the underlying asset the greater the option’s
value. “Valuable options possess an asymmetrical
performance distribution, skewed toward the
upside. This is achieved when the “‘options-ori-
ented investor pursues opportunities that appear
to have significant upside potential in a manner
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that permits costs (downside risk) to be con-
tained”” (McGrath et al., 2004).

It can be argued, however, that real options
theory and the entrepreneurial process we have
outlined are fundamentally incompatible. Our
framework, and the ION perspective on which
it is built, is grounded in the premise that the
opportunity to produce future goods and ser-
vices exists in the current period. Real options
theory, on the other hand, is grounded in the
assumption that the opportunity itself will come
into existence in some future period and that
the strategic imperative of the entrepreneur is
to make investments today in anticipation of
the future opportunity’s discovery. This tem-
poral inconsistency between real options
reasoning and our framework complicates our
conception of entrepreneurial strategizing. For
real options theorists, the fundamental strate-
gic prescription is resolving uncertainty by, in
effect, preparing for the discovery of future
opportunity. As a result, this perspective offers
limited prescriptions to entrepreneurs exploit-
ing given opportunities in the current period,
other than to do so in a way that allows them
to leverage the benefits of flexibility and
entrepreneurial discretion.

3.2.6. Synthesis

Each of the five strategy paradigms detailed
above represent a range of theoretical founda-
tions, assumptions, perspectives, and prescrip-
tions for establishing and sustaining a firm’s
competitive advantage and performance. As a
whole, these various perspectives suggest that
the entrepreneur in our basic framework is faced
with several strategic choices including (1) which
market position to occupy; (2) which resources
and capabilities to acquire, develop, and lever-
age; (3) the structure of the venture itself; (4)
establishing and maintaining search and inno-
vation as strategic imperatives; and (5) prepar-
ing the future opportunities yet to be discovered.
Our review of these theoretical perspectives is
summarized in Table I.

Not surprisingly our treatment of these
frameworks — however brief — reveals that these
theories diverge in important ways when con-
sidered in the context of the entreprenecurial
process. The theoretical focus of each theory

varies from the conditions within the firm (i.e.,
RBYV, evolutionary theory), to the interaction of
internal and external factors (i.e., TCE), to the
external environment (i.e., SCP), and even the
passing of time (i.e., real options). As a result,
the level of analysis of each varies respectively
from routines, resources, and assets to firm
boundaries to industry structure. More impor-
tantly, there are considerable differences in the
conceptualization of the firm in each theory.
SCP views the firm as a production function,
RBYV as a bundle of resources, TCE as a gov-
ernance structure, evolutionary theory as a
bundle of routines, and real options as a port-
folio of investments and assets. And, of course,
they differ in terms of the fundamental
assumptions that underlie each theory.

It is our contention, however, that these five
theories converge on a number of important
points. First, the five strategy theories we re-
viewed suggest or imply that superior perfor-
mance is a function of the firm’s ability to
establish or take advantage of any idiosyncrasies
and asymmetries, variously defined, between
firms. Such a conception fits nicely with the
notion that entrepreneurial opportunities arise
from disequilibrium or idiosyncrasies in the
market (Holcombe, 2003; Kirzner, 1997; Shane
and Venkataraman, 2000; Venkataraman,
1997). For example, given an SCP framework, a
firm’s performance is based on achieving a un-
ique and defendable market position (Porter,
1991), while in RBV the firm’s performance is
based on the possession of unique resources
(Barney, 1991). Likewise, in TCE, performance
seems to be based on the firm’s idiosyncratic
ability to economize (Williamson, 1975) while in
evolutionary theory the firm’s performance is
based on its unique routines and repertoires
(Nelson and Winter, 1982). Finally, in real
options, the performance is based on the firm’s
idiosyncratic flexibility to defer, delay, expedite,
or decline the exploitation of a given opportu-
nity to maximize the difference between the
current and future value of real assets
(Mahoney, 2005).

Second, the five strategy theories generally
share ontological and epistemological views on
the nature of entrepreneurial opportunity. From
an ontological perspective regarding the



(Anq 01

jeym pue dyew
01 JeUM “9T)
wuy ay) Jo
SoLIEpUNOq A}
pue a1njonns
OUBUIIAOT

Ay} st

UOISIOp Ao ®
‘(3oyTeW 10 WLIY)

SUONOLIJ, UOTIOBSURI)
3uneqooexo

J0 3uronpar

103 Anpiqissod £q

(pugAy 10 ‘joyIRW ‘WY
9°T) AINJONIIS DUBUIIAOT
JUQIOLS JSOW

oSueyox9 10j 2IN30NIS
QOURUIIAOS

B SB WIY ‘UOnBULIOJUI JO
SOIUIOU0d

uoneyo[dxa pauyap S10BJIIR  JO9[OS UOIOBSURI) UAAIS B 10 asn 3sag-1s1y 03 nd ‘SOIIOU0J9 [RUOIJBZIUBTIO
Jo opouw 9y} 2A1da[qo are SoNNOLIP sjasse 0} Surniooe ‘100U WLIY ‘SOIUIOUO0JD  SOIWOUO0I 1S0D
wolj opIsy sonmunyzoddo oY) JO 2InjeU JY) SASSY sjual (1senb) ojoreq [eUOIINITISUI MON uonoesuel],
reroard are
(w1oj 18391
— ‘uoneoo] “39)
s $90IN0Sa1
g s[qenea sanijiqedes
g o5e10A9] 10 S90INO0SAI
g pue axmboe mau £q pauysp
& 01 Aiqe A1qeqoad ‘wuay $90IN0SAI JO
< Ay} ‘sSuryy Y} JO I1XU0D Ay} saniiqedes orweukp J[punq © se uly K109y}
8 1910 Juowe  9PISINO ISIXd JoU ABW J0 sooudjdwod Areuonnjoad
m ‘Qudnpul  — SASBO QWOS Ul — Jnq 9109 9peiddn pue dojoasp urpnour sOIIOU09d
S ey} SUOISIOIP ‘sjoBJ1)IR 0ANO9[QO  {s90In0sar Sunuels -ofejueApe S90IN0SAI J[qEN[RA 0} [euoneziuesio MIIA Paseq
~ sa1IRyg are sonumuiodd  ‘ojqen[ea a3eIoAd] puk a1mboy  FUINIOOR SJULI UBIPIBITY ‘(opIeory) Awouosa [eanIod -30IN0say
SULIJ MU 10J
suonesdur
193uons aAry
S3210YD JO
(.SSAUI001I09,,
pue suoOnIpuod
JUSWUOIIAUD qyoIu 10
[enmur (A391e1)s ‘uonenuAIYIp ‘drysiopes-1soo
Suruonisod PUBWIAP 10 SPAAU ©9'1 — S21391BAS | OLIQUAT,,
JoyTRW jowun £q pauyep 2211} JO Juo
B SOSOOUD  SJORJIIIB dA1}03[qO dIe Juowd[dwir 03 (S9910§ 9AL) armjonns Ansnpur 03 uonouny uononpold e se wiy cwdipered
mauardanuyg sanuniroddQo 2IN3oNIIS A1SNpUrI A7) SSASSY  FUIMIDOL S3ual A[JodOUuo dourwrojrad-1onpuod-aInionng 191104/dDS
A8arens JONI)SU0D suoryeosrduwr JUSI JIWOUO0Id
[eumnauaidonuyg Ayunyroddo AAT)BULION Jo adAL suonepunoq K109y,

372

Kyunizoddo pue s3onIsuod £391enS

1d719VL



Table 1
continued

Entrepreneurial

strategy

Opportunity
construct

Normative

Type of

Foundations

Theory

implications

economic rent

Less clear

Opportunities

Selection of a

Schumpeterian rents

Evolutionary Evolutionary economics (Schumpeter),

theory

first-best strategy is are objective than other

accruing to search

behavioral theory (Cyert, March, Simon),
business history; firm as a repertoire

of routines

theories, but

artifacts to be

not possible, efforts
to optimize lead
to inefficiency

and selection of new

combinations

the concepts
of search and

discovery are

“found” by search

routines

(i.e., organizational and
technological innovation)

strongly related
Focused on
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Opportunities

Value of flexibility
in the face of

Schumpeterian rents

Focused on the ‘components’

representative

Real options
reasoning

entrepreneurial

representative

based on opportunities

strategies that allow

of investments today

uncertainty and

flowing from the options “‘to

purchase additional

of a firms total market value

for the leveraging the
benefits of flexibility
and entrepreneurial

discretion

in anticipation of future
investments given

uncertainty

dynamic conditions

productive capacity in

future periods

existence of opportunity, all five theoretical
perspectives generally support the notion that
opportunities are objective, not subjective, phe-
nomena that theoretically exist independent of
the individual. Real options logic, however,
introduces the possibility that the opportunities
themselves, not just the prospect of new prod-
ucts and services, come into existence in the
future. From an epistemological point of view,
these perspectives — with the exception of evo-
lutionary theory — generally suggest that the
formulation of entrepreneurial strategy is
achieved to some degree by individuals’ consid-
eration of the facts and information at hand. We
acknowledge that this is a broad-brush state-
ment, but nevertheless we suggest that building
perceptions and judgments that differ between
individuals into the foundation of these strategy
perspectives, rather than treating such factors as
theoretical extensions, is one way that entre-
preneurial perspectives in general, and the ION
framework in particular, can contribute to the
field of strategic management.

4. The under-exploitation of opportunity

In the preceding sections, we summarized the
ION framework and the emphasis on the actions
of individuals to discover, evaluate, and exploit
entrepreneurial opportunity; to this, Holcombe
(2003) adds the notion that the entrepreneurial
process leads to the emergence of new entrepre-
neurial opportunities. Our extension of Hol-
combe’s (2003) discussion — namely, the concept
of entrepreneurial strategizing — integrates the
underlying strategic management perspective
into the exploitation aspect of the ION frame-
work. Specifically, we equate the execution of
competitive strategy from the former with the
exploitation of opportunity in the latter. In doing
so, we consider the effort of the entrepreneur to
“match” the best strategy to the given opportu-
nity in light of a dynamic environment and
outline a strategy choice set comprised of five
essential elements (market positioning, resource
leveraging, firm structure, innovation and search,
and flexibility). We defined this relationship as the
strategy-opportunity-environment fit.

In most cases, the actions of the entrepreneur
in the process of discovery, evaluation, and
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exploitation results — as Holcombe (2003) con-
tends — in the emergence of new opportunities
for future entrepreneurs to exploit. As in
Holcombe’s example, the exploitation of the
opportunity for the personal computer begat
opportunities for application software, compo-
nents, peripherals, and complimentary products
for others to pursue and exploit. With that said,
however, Figure 1 also encapsulates our con-
tention that the exploitation of a given oppor-
tunity is likely to be flawed in execution. Indeed,
we suggest that plagued by uncertainty in a
dynamic environment, an entrepreneur’s best
efforts to assure a good strategy-opportunity-
environment fit likely results in a “mismatch”.
Such a mismatch ultimately leads to the given
opportunity being under-exploited in the sense
that the effort ultimately falls short of awarding
the entrepreneur the full value of the opportu-
nity. Thus, in sum, whether entrepreneurial
activity creates a new opportunity as Holcombe
(2003) suggests, the entrepreneur’s effort is also
very likely to leave the original opportunity
available for other entrepreneurs to pursue.

As Casson (2003) points out, entrepreneurial
decisions are by definition “‘judgmental” in the
sense that the choices made in the current period
are based on an individual’s belief or interpre-
tation of what the future is to hold; such beliefs
and conjectures about the future, however, are
based primarily on the information and knowl-
edge initially at hand. Thus, in the parlance of
the Crusoe allegory, the decision to build the
boat is based on Crusoe’s judgment that the
boat will remain a valuable way for him to catch
fish even after he completes its construction.
Given the reality that the environment is
dynamic in both the real and allegorical sense,
there is the very real possibility that Crusoe’s
belief will ultimately be wrong. This idea is
entirely consistent with the strategic perspectives
considered in the previous section since all sug-
gest that such strategic choices are made in the
current period in anticipation of future envi-
ronmental conditions.

A dynamic environment raises the specter of
uncertainty as a central complicating factor in
the entrepreneurial strategizing process. In this
context, we specifically mean Knightian uncer-
tainty where the individual making the decisions

cannot know the range of possible outcomes
that determine the future value of the exploited
opportunity (Knight, 1921). For our purposes, it
does not matter if the distribution of future
outcomes does not exist or is simply unknow-
able; in either case, the entrepreneurial process
of discovery, evaluation, and exploitation pro-
ceeds on the judgments of the individual and
without the benefit of knowing how the future
may unfold. There is no doubt that such
uncertainty plays havoc with any of the deci-
sions made at the discovery, evaluation, and
exploitation phases of the entrepreneurial pro-
cess. It could be, for example, that the conjec-
ture that defines discovery, the evaluation of the
opportunity, the chosen mode of exploitation,
or any combination thereof are flawed given the
prospect of uncertainty. In our framework,
however, we choose to focus our attention on
the role uncertainty plays in the entrepreneurial
strategy portion of the exploitation phase.

Again, in the example of the personal com-
puter, we suggest that Michael Dell’s opportunity
to manufacture and sell personal computers
emerged from prior manufacturer’s under-
exploitation of the given opportunity. In its
entrepreneurial strategizing, for example, IBM
did not or could not foresee, given uncertainty,
the enormous opportunity of the customized
personal computer sold directly to the consumer.
Although IBM’s initial strategy was appropriate
given the initial environmental, advances in
information technologies and changes in con-
sumer preferences (e.g., for customized machines)
rendered IBM’s retail, one-size-fits-all strategy
unable to capture the full value of the opportu-
nity. In short, the opportunity that IBM pursued
was under-exploited to the benefit of Dell.

4.1. Imperfect and incomplete exploitation

Characterizing the mismatch is an important
extension of our basic framework because it
follows that how an entrepreneur might go
about pursuing an underexploited opportunity
might vary according to the reason for the sub-
optimal strategy-opportunity-environment fit.
Consider, for example, the possibility that a sub-
optimal strategy is selected from the outset
resulting in what we call imperfect exploitation.
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In the personal computer example, IBM’s deci-
sion to outsource the operating system software
and microprocessor was ultimately to the benefit
of Microsoft and Intel, respectively. From the
start, IBM unwittingly conceded to other firms
the two components that arguably define the
heart of the personal computer and its value. In
contrast, the possibility that an optimal strategy
is initially selected, but that the strategy becomes
increasingly mismatched as the environment
changes, we call incomplete exploitation. This
seems to be the case with the example above in
which IBM’s inability to foresee and adapt to
environmental changes was to the benefit of
Michael Dell.

4.2. Strategic and tactical errors

Although imperfect or incomplete exploitation
results in the under-exploitation of a given
opportunity, we suggest that the strategy-
opportunity-environment mismatch can be fur-
ther characterized by the nature of the error
made in strategy selection. Indeed, we suggest
that strategic error is made when the wrong
strategy framework is selected; that is, as an
example, it could be that IBM was thinking in
terms of transaction cost economics (TCE) when
it presumably underestimated the “‘specificity”
of the operation system and microprocessor and
sourced both from outside firms. In contrast, a
resource-based view might have highlighted the
unique character and value of both components
resulting in their being sourced within the firm.
It may also be the case that, even if the optimal
strategy paradigm is selected, the wrong strategy
prescriptions within the given perspective are
heeded to the entrepreneur’s detriment; we call
this a ractical error. Again, in the IBM example,
it may be the case that TCE was the correct
perspective, but the choice to outsource rather
than integrate two key functions ultimately
proved a tactical error.

Why should the origins of the strategic mismatch
matter in an entrepreneurial context? We contend
that the sources of the strategy-opportunity-envi-
ronment mismatch shape the characteristic of the
underexploited opportunity and thus influence why,
when, and how a given individual might recognize it

as such and take action to exploit it. A mismatch
resulting from imperfect exploitation, for example,
should yield an opportunity that looks very different
from one resulting from incomplete exploitation. It
may well be that under-exploitation given imperfect,
rather than incomplete, exploitation offers the most
attractive scenario to would-be entrepreneurs
because, by definition, at no time was the executed
strategy optimal. In the case of incomplete exploi-
tation, for example, the entrepreneurial strategy is
optimal at least for some time prior to the change in
the environment. The same might be said for stra-
tegic or tactical errors; here, the magnitude of the
strategic error in comparison to a tactical error sug-
gests more “room” for another entrepreneur to
pursue the under-exploited opportunity. These re-
marks are, of course, only a beginning, but we expect
that characterizing the nature of the mismatch in our
basic framework with an eye towards understanding
the emergence of underexploited opportunities is a
fruitful area for further examination.

In sum, we suggest that, although the action
of exploitation has likely resulted in the creation
of some new opportunity, it is our position that
when entrepreneurial strategizing occurs under
conditions of uncertainty, an inevitable ‘mis-
match’ between the exploitative strategy and the
opportunity-environment will result. Moreover,
we further contend that this mismatch generally
one of two conditions result: (1) the given
opportunity is under-exploited (maximum rents
are not returned to the firm) because the entre-
preneur has selected a sub-optimal strategy from
the start, or (2) the opportunity is under-
exploited because the environment has changed
such that what may have been an optimal
strategy at one time is no longer optimal to
maximize return to the firm. Before discussing
what insights our basic framework yields, how-
ever, we next turn our attention to some of the
dominant paradigms in strategic management to
explore the extent to which they theoretically
accommodate our conception of the opportu-
nity construct and the entrepreneurial process.

5. Towards a theory of entrepreneurial
opportunity

What, then, does this discussion tell us about the
origins of opportunity? At its core, our discussion
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of the entrepreneurial process resulting in new
opportunities while leaving existing opportuni-
ties underexploited serves to highlight one of the
central challenges to our understanding of, and
theorizing about, the origins of opportunity: At
any given moment, the opportunities exploited
by entrepreneurs may not be objectively “new.”
It may well be that Michael Dell perceived the
opportunity for his computer venture as new,
but from the perspective of our basic framework
it may be that it was not. Thus, if we are to
conjecture as to the true origins of opportunity,
a theoretical model for doing so will need to
distinguish the opportunities that are genuinely
new from those that have not been ““used up” by
prior entrepreneurial activity. This is the meta-
phorical equivalent of separating the wheat from
the chaff and as a theoretical issue the matter is
not trivial.

There is an interesting parallel between our
arguments here and a provocative suggestion
made by Professor Herbert Simon: a “mythical
visitor from Mars, not having been apprised of
the centrality of markets and contracts” (1991,
p- 27) would find it surprising that a good por-
tion of economic (not to mention, management)
theory places greater emphasis on market
transactions than on organizational (within-
firm) transactions; after all, such an other-
worldly visitor would observe not a “market
economy’’, per se, but rather an “organizational
economy” in which economic activity occurs
predominantly within, rather than between,
firms. Such a conclusion implies, Simon con-
tends, that that the variables considered of
central importance to a ““first-order theory” of
economic activity may not be as important as
scholars might contend. We wonder whether the
same could be said for entrepreneurial oppor-
tunities: if it were the case that the majority of
opportunities exploited by entrepreneurs are
previously underexploited, rather than new
instances of opportunity, one might expect that
some theories of entrepreneurship, and their
normative prescriptions, would need revision.

This point leads to a second insight that the
exploitation of opportunity is not a zero-sum
proposition. We interpret Holcombe’s (2003)
arguments, for example, as implying that, once
an opportunity is discovered and exploited by a

given entrepreneur, it is no longer available to
others to pursue even if they too recognize the
opportunity as such. In contrast, in our basic
framework we contend that more than one
entrepreneur might seek to exploit the same
opportunity given the likely possibility of under-
exploitation. Indeed, nothing about our frame-
work suggests that the pursuit of the same
opportunity by more than one entrepreneur is
sequential as in the IBM/Dell example; our no-
tion of imperfect exploitation, for example,
suggests that a strategy-opportunity-environ-
ment mismatch early in the exploitation phase
may mean that a given opportunity may be
pursued more or less concurrently by multiple
entrepreneurs.

This relates to a third insight from our dis-
cussion. The “successful” exploitation of a given
opportunity depends not only on environmental
conditions, but also on the chosen entrepre-
neurial strategy. In fact, under-exploitation
might well result from a strategy-opportunity
mismatch independent of any changes in the
environment. Thus, even if the environment —
whether defined in terms of appropriability or
institutional conditions, for example — favors a
given opportunity, the entrepreneur’s ability to
formulate and execute a successful exploitation
strategy is paramount. This notion that strategy
matters is an obvious point and one often made
when teaching entrepreneurship at the under-
graduate or graduate level. The point, however,
is that the choices and actions of individual
entrepreneurs — a particular domain of man-
agement scholars, especially concerning the
entrepreneur’s cognitive dimensions — must be
understood in the context of the broader envi-
ronmental conditions — a particular domain of
economists and policy thinkers — and vice versa.
In other words, interdisciplinary and meso-level
research may not only be fruitful, it may be
required as part of the development of a theory
of opportunity.

One final point we wish to make is that the
language of opportunity presents a serious
obstacle to the development of full-fledged the-
ory of opportunity and the entrepreneurial
process. We offer that the language of “‘new
means-ends” in particular leads to easy confu-
sion and the confounding of ideas. Indeed,
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whether the word “means” includes or excludes
Dell’s unique business model not only allows us
to question if his opportunity was, in reality,
“new’”” it also opens the possibility to question
whether it was “‘entrepreneurial”. If entrepre-
neurial opportunities are indeed a sub-set of all
opportunities for profit and are a central focus
of entrepreneurship research, it would seem that
a clearer definition of what makes an opportu-
nity entrepreneurial is needed. At the very least,
it suggests that scholars be very clear in their
definition and use of the “means-ends” termi-
nology. Indeed, we argue that distinguishing
“means” and ‘“‘ends” from a notion of the
method of exploitation (which we have called
here “‘entrepreneurial strategizing’) is part of a
resolution to the issue of semantics.

6. Conclusion

Our essay, as the title suggests, presents a col-
lection of ideas that we suggest require further
thought and attention on our part and on the
part of entrepreneurship scholars more gener-
ally. We expect that subsequent theorizing will
and should focus on distinguishing between
those opportunities in the economy that are
genuinely new and those that are, in fact, un-
derexploited instances of existing opportunities.
Indeed, the possibility of a dynamic model of
“an opportunity lifecycle”, if plausible and
meaningful, may well be the pivotal contribu-
tion to the study of entreprencurship. This re-
view highlights a need to link the efforts of the
most micro-analytic research aimed at under-
standing the individual with the most macro-
level social or economic theory to understand
the origins of opportunity. This is not merely a
suggestion for a cross-fertilization of ideas be-
tween economists and management scholars;
instead it is our contention that the choices and
actions of individual entrepreneurs, and the
origins of the opportunities they exploit, may be
best understood in the context of the broader
environment and vice-versa.

Acknowledgements

We would like to thank Frederick Lehman,
Zoltan Acs, all the participants of the MPI

workshop on the origins and nature of entre-
preneurial opportunity, and the blind reviewers
for their helpful comments, advice, and critical
suggestions. We especially thank Jeff McMullen
for his sage advice and direction in what turned
out to be a very difficult essay to write. We are
indebted to him for helping us clarify and
articulate our arguments. The authors would
also like to thank David Audretsch and the Max
Planck Institute of Economics as well as the
Deming Center for Entreprencurship at the
University of Colorado’s Leeds School of Busi-
ness for their support of this project.

Notes

' In our discussion the term “objectively new” means, in

the simplest sense, that the opportunity is new to every-
one. That is, the existence of the opportunity is not
dependent on a particular actor, but rather exists in real,
yet intangible, form available to anyone to exploit; its
novelty is grounded in the new knowledge emerging at
the boundaries of society’s knowledge frontier (e.g.,
technological advances). We are not assuming away,
however, the idea that not all actors — based on, for
example, idiosyncratic prior knowledge or cognitive abil-
ities — will recognize the opportunity as such.

2 The structure of this essay implies that we first developed
our basic framework for linking strategy to the entrepre-
neurial process and then reviewed the relevant strategy lit-
erature. In truth, the reverse is true. To help the reader
understand how and where strategy considerations fit into
the entrepreneurial process and the central implications
thereof, we first describe our basic framework and then
summarize five of the dominant paradigms in the strategy
literature.

3 Acknowledging that the notion of a ‘best’ strategy can be
operationalized to define disparate outcomes — e.g., apply-
ing a socio-cognitive lens, ‘best’” would be defined as a
function of the extent to which the outcomes of exploitation
satisfied the goals and motivations of the entrepreneur
(Fiske and Taylor, 1991) — we define ‘best’ to describe a
strategy that maximizes the entrepreneur’s returns from
exploitation (Kirzner, 1979).

4 We acknowledge that our review is by no means
exhaustive, as strategy research has also focused a number
of theoretical lenses to investigate performance questions in
the context of agency problems, behavioral aspects, prop-
erty rights, and institutions. Our exclusion of these frame-
works is admittedly somewhat arbitrary, but it is not
without some justification. First, behavioral theories of the
firm — e.g., March and Simon (1958) and Cyert and March
(1963) — while applicable to the study of firm performance —
arguably fall in the domain of organizational behavior.
Similarly, we excluded the property rights and institutional
economics literature given Williamson’s own contention
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that his transaction cost economics perspective is an
outgrowth of the broader New Institutional Economics
(Williamson, 1998). Finally, we excluded agency theory
under the assumption that, given its shared conceptual
roots with TCE (Hoskisson et al., 1999), a review of its
application in strategy research would not yield any distinct
insights into the nature of entrepreneurial opportunity.

> Winter’s (1995) definition is slightly narrower than
Mahoney and Pandian’s (1992) meaning of ““‘Schumpeterian
rents”. In the latter case, Schumpeterian rents are achieved
by risk-taking or entrepreneurial insight in an uncertain
environment. In either case, this is a dynamic concept of
rent in an evolutionary context.
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