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ABSTRACT

The recognition and exploitation of entrepreneurial opportunity have gained substantial
research attention recently in entrepreneurship literature. However, the literature concentrates
in the contributing factors of opportunity recognition and exploitation, leaving a gap in
understanding their outcome such as entrepreneurs’ new venture success. This study addresses
this gap by proposing a new conceptual model that is appropriate to test the effect of opportunity
recognition and exploitation on venture success and moderating effect of prior knowledge on the
effect of new venture success on opportunity recognition and opportunity exploitation. This study
offers valuable contributions to entrepreneurship literature.
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INTRODUCTION

The entrepreneurial Opportunity Recognition (OR) and Opportunity Exploitation (OE)
have gained substantial attention in entrepreneurship literature in recent decades. Entrepreneurial
opportunities are generally understood as “situations in which new goods, Services, raw
materials, and organizing methods can be introduced and sold at greater than their cost of
production” (Shane & Venkataraman, 2000). The entrepreneurs need to be able to recognize and
exploit the market opportunity to start their new business or launch a new product because their
product or service needs to fit the market need and available resources well. Moreover, a
business created to meet the new market opportunity is more likely to be successful than the one
created out of a product idea that does not fit the market. The best performing companies such as
Facebook, Airbnb, Uber, and Alibaba are the examples of how new opportunities are recognized
and exploited to create new successful businesses. The founders of these companies realized and
discovered the opportunity to use digital platform that connect people around the world and
create a market. Therefore, identifying and selecting the right opportunities for new businesses
are among the most important abilities of a successful entrepreneur (Stevenson et al., 1989).

Although a few studies on the opportunity concept has given much importance to the
outcome, which includes creating new firms (Shane, 2000) and developing new products (Chol
& Shepherd, 2004), literature on entrepreneurial opportunity focuses more on influencing factors
of OR and OE, ignoring how these factors could affect new venture success or performance
(Khalid & Sekiguchi, 2018). Hence, the investigation into the impact of OR and OE on the new
venture is still limited, creating a literature gap. This study addresses this gap by presenting a
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conceptual framework that links OR and OE to New Venture Success (NVS) from dynamic
capability approach, while considering prior knowledge of market and technology as moderating
factors. The tenet of the dynamic capability theory is that the competitive advantage of firms
stems from dynamic capabilities rooted in high performance routines operating inside the firm
(Teece et al., 1997). Teece et al. defined dynamic capabilities as “the firm's ability to integrate,
build, and reconfigure internal and external competences to address rapidly changing
environments”. The authors have linked dynamic capability with business opportunity by
suggesting that dynamic capabilities denote the firm’s ability to sense and seize opportunities.
Hence, dynamic capability approach is instrumental in conceptualizing OR and OE as important
factors in achieving the success of the entrepreneurs’ new venture.

George et al. (2016), based on a systematic literature review of entrepreneurial
opportunity, suggest that the field of OR is fragmented and empirically underdeveloped. They
also contend that previous studies have viewed prior knowledge of the entrepreneur as a
cognitive resource and thus, connecting prior knowledge with other factors needs further
empirical examination. In addition, Siegel & Renko (2012) suggest that the mechanisms through
which knowledge contributes to entrepreneurial opportunity recognition are still unclear.
According to Ge et al. (2016), entrepreneurs who discover opportunities analyse marketing
information first and then use their professional advantages in marketing and finance to exploit
and utilize opportunities existing in market before others. Hence, the absence of contingent
factors that could moderate the effect of OR and OE on venture success creates a literature gap.
This study fills this gap by conceptualizing prior knowledge of market and technology as
moderating factors. This paper contributes to the field of entrepreneurial opportunity in
entrepreneurship literature by proposing a new conceptual model that is appropriate to test the
effect of OR and OE on venture success and moderating effect of prior knowledge on the link
between new venture success and OR as well as OE. This study also adds new knowledge by
proposing the new moderating role of prior knowledge that, in the past, had been tested only as
direct contributor towards OR and OE, but not as moderator that could enhance effect of OR and
OE on new venture success.

HYPOTHESES & CONCEPTUAL MODEL DEVELOPMENT
Opportunity Recognition (OR) and New Venture Success (NVS)

The recognition of entrepreneurial opportunities is a necessary step on the path to
commercializing science and technologies (Siegel et al., 2003). An opportunity is the chance to
meet a market need, interest or want through a creative combination of resources to deliver
superior value (Schumpeter, 1934; Casson, 1982). According to the definition that researches
consider opportunity to be laying at the heart of the entrepreneurial process, an entrepreneur is an
individual who is able to identify, evaluate and exploit opportunities (Shane, 2000;
Venkataraman, 1997). Researchers have conceptualized OR using similar terms such as
opportunity discovery or identification. Gaglio (2004) explains that recognizing an
entrepreneurial opportunity perceives a possibility to introduce innovative goods or services to a
marketplace by founding a new venture. Opportunity recognition appears to include three
distinct processes: (1) sensing or perceiving market needs and/or underemployed resources, (2)
recognizing or discovering a “fit” between particular market needs and resources, and (3)
creating a new ‘fit” between separate needs and resources (Hills, 1995; De Koning & Muzyka,
1999).
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Although a substantial body of research has examined the contributing factors of OR and OE
(Sardeshmukh & Corbett, 2011; Tang et al., 2012), only a dearth of study has tested the effect of
OR on firms’ performance. Guo et al. (2017) found the positive relationship between opportunity
recognition and SME performance. Likewise, Gras & Mendoza-Abarca et al. (2014) argue that
performance is largely dependent upon the extent to which firms focus on market-based
opportunities. Hence, there is a pressing need to look into the outcome of OR and OE such as
venture success. Notwithstanding the research findings, Shane & Venkataraman (2000) contend
that although an opportunity for profit might exist, an individual can earn this profit only if he
recognizes that the opportunity exists and has value. Based on research findings, we argue that
an entrepreneur who recognizes that he has the major resources to create a potential product that
would suit the market need would be able to generate both financial return and market success.
In view of this rationale and dynamic capability theory, we hypothesize as follow.

H1: Opportunity recognition has a significant positive effect on new venture success.
Opportunity Exploitation (OE) and New Venture Success (NVS)

While the recognition of opportunities is a necessary condition for entrepreneurship, it is
not sufficient. Subsequent to the discovery of an opportunity, a potential entrepreneur must
decide to exploit the opportunity (Shane & Venkataraman, 2000). At some point, entrepreneurs
must shift their focus from assessing the viability of the various resource combinations that
ultimately comprise opportunities to determining how exactly to exploit those opportunities
(Choi et al., 2008). As mentioned in earlier section, there exists a literature gap with regards to
the outcome of OR and OE. Among the very few studies, Shamudeen et al. (2017) suggest that if
entrepreneurial opportunity is being recognised, the exploitation of such opportunity will lead to
entrepreneurial success. This study fills this literature gap by examining the effect of OR and OE
on new venture success. Drawing upon dynamic capability theory, we argue that OE is an
important capability of entrepreneurs to convert business opportunity into a successful business.
Without proper exploitation, entrepreneurs may not be able to generate financial or non-financial
benefits out of the business opportunity. Therefore, OE could be an important factor in
entrepreneurial process of establishing a new venture and also in achieving venture success.
Based on this argument and dynamic capability theory, we offer hypothesis below.

H2: Opportunity exploitation has a significant positive effect on new venture success.
Moderating Role of Prior Knowledge in Marketing & Technology

The entrepreneurs’ prior knowledge has been accepted as one the effective factors in the
process of opportunity recognition (Marvel & Lumpkin, 2007; Venkataraman, 1997) and
opportunity exploitation (Foss et al., 2013). While there is a consensus that prior knowledge
facilitates the process of recognizing the opportunity, researchers have conceptualised it only as
antecedent of OR and OE. According to Ardichvili & Cardozo (2000), prior knowledge arises
from work experience, personal experience, non-work-related experience, events or market
training as one of the key factors in opportunity recognition. On the other hand, some studies
have examined the effect of prior knowledge in both market and technology on OR and OE (Li
et al., 2015; Hajizadeh & Zali, 2016). Corbett (2007) suggests that individuals with higher shares
of specific human capital (including knowledge related to the industry, technology and market)
are more likely to recognize entrepreneurial opportunities. Moreover, Gregoire & Shephard
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(2012) found that relationship between structural similarity and opportunity beliefs is positive
when participants have “high” levels of prior knowledge of technologies and market.

Although it has been well-proven that prior knowledge is one of the contributing factors
in recognizing and exploiting the business opportunity, it is still questionable whether these
factors will enhance the contribution of OR and OE on new venture success. George et al. (2016)
has called for future studies to further develop the understanding of prior knowledge construct
rather than merely looking at it as a moderator in opportunity process. Given this suggestion, this
study conceptualizes prior knowledge as a contingent factor that would accentuate the
contribution of OR and OE on new venture success. It is arguable that entrepreneurs with a
sound knowledge of the market that they are going in and the technologies for product
development should be better able to achieve success by recognizing and exploiting the
opportunity of the market need. Moreover, those with knowledge and expertise about industry
and trends have the upper hand in grabbing the niche opportunities to create new business. Based
on these arguments, we hypothesize as follows:

H3: The entrepreneurs’ prior knowledge of market enhances the effect of OR on NVS.
H4: The entrepreneurs’ prior knowledge of market enhances the effect of OE on NVS.
H5: The entrepreneurs’ prior knowledge of technology enhances the effect of OR on NVS.
H6: The entrepreneurs’ prior knowledge of technology enhances the effect of OE on NVS.
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FIGURE 1

CONCEPTUAL MODEL
CONCLUSION

The objective of this paper is to propose a theoretical framework that sits on the notion
that entrepreneurs’ ability to recognize and exploit business opportunity contribute to the success
of their new venture and also that the impact of that ability could be enhanced by entrepreneurs’
prior knowledge of market and technology. This study offers valuable contributions to
entrepreneurship and business opportunity literature. First, by pointing out the importance of
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entrepreneurial capability to recognize and exploit opportunities to new venture success, the
present study proposes a conceptual model which, if tested empirically, may provide new
empirical evidence and insights of the mechanism through which new venture success could be
achieved. Second, this study adds new research direction to entrepreneurship literature by
conceptualizing OR and OE as important factors of new venture success from dynamic
capability approach, taking account of prior knowledge as important resources. To the best of our
knowledge, no study has offered the same conceptual model. As for future research direction,
this study calls for more empirical studies that examine the other moderating factors and
outcomes of OR and OE such as innovation outcome, product success, and market success
beside performance-related outcomes.
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