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An Essay on the Process of Business Opportunities

: A Study on Market Openness and Financial Capital

I. Introduction

This paper is an empirical study that compares en-
trepreneurial market environments internationally.

In terms of the environment for creating entre-
preneurs, three environmental factors were identi-
fied.

These were: “the process of recognizing busi-
ness opportunities”, “the degree of openness of the
domestic market (ease of entry)”, and “the ease of
raising funds (equity and debt)”.

This paper consists of five chapters that in-
cludes the chair presentation at Management session
on the 13th east Asia Academic Exchange Forum
(Hosted by Graduate School of International Stud-
ies, Dong-A University, Confucius Institute, Dong-A
University). The process of entrepreneurs' recogni-
tion of business opportunities is discussed in Chap-
ter 2.

As entrepreneurs' technological innovations
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bring about new processes, products, markets, and
ways of organizing, entrepreneurs must discover op-
portunities to utilize new technologies. Research has
not sufficiently explained why entrepreneurs discov-
er such business opportunities, and some conceptual
problems have arisen in the literature on entrepre-
neurship.

According to Kirzner (1985), the theory of the
process of discovering business opportunities is that
entrepreneurs do not always select alternative mar-
ket opportunities for new technologies. The source
of entrepreneurship is the difference in information
about opportunities. The results of previous research
on the use of entrepreneurship may be biased. Indi-
vidual differences affect the opportunities people
discover, the organization of their entrepreneurial
efforts, and the ways in which governments influ-
ence this process. The Austrian School approach,
unlike the neoclassical approach discussed below,

emphasizes the process leading to the suburbs.
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Kirzner's “alertness” approach views entrepreneurs
as price signals and defines entrepreneurs as actors
who lead to equilibrium.

The distinctive feature of Kirzner's (1997) ap-
proach is the signal price function (alertness) of entre-
preneurs. By buying and selling goods and services in
response to the discovery of price imbalances, indi-
viduals gain or lose entrepreneurial profits. The pro-
cess of entrepreneurial alert pricing decisions leads
the economy from imbalance to equilibrium. The
Austrian School of Economics assumes that business
opportunities are not equally visible to everyone.

Who becomes an entrepreneur depends on ac-
cess to information rather than individual attribute
alone. This process is also influenced external factors
beyond personal ability or motivation.

The degree of openness of the domestic market
was discussed in Chapter 3. In the discussion of
whether entrepreneurship leads to innovation, it was
pointed out that the development paths (corridors)
differ between entrepreneurship in informal markets
aimed at self-employment (necessity driven) for
living and entrepreneurship for more advanced inno-
vation (opportunity driven), and the generation of
open markets (internal openness) for the formation of
markets necessary for the latter was discussed sepa-
rately from informal markets.

In Chapter 4, it was hypothesized that the com-
position of financial assets held by households in each
country would affect the “ease of raising funds for en-
trepreneurship” in the capital markets that generate
entrepreneurship, depending on the policies and cus-
toms of each country. The ratio of financial assets for
investment (stocks/bonds, bank deposits) to house-
hold assets was confirmed. The study looked at six

countries: Japan, the United States, the United King-

dom, Germany, Taiwan and South Korea, and referred
to time-series data from 2015 to 2022. The results
showed that in the United States and Taiwan, there
was a trend towards preferring stocks and bonds,
while in Japan and Germany, bank deposits were the
mainstream. In the UK, we confirmed that there was a
tendency for banks to move away from rural areas
and for pension funds to divert funds into stocks,
which may make it difficult for capital market funds
to access new businesses (Mayer, 2024).

The summary of this paper is in Chapter 5. We
examined the relationship between the ease of raising
funds and the degree of market openness and con-
firmed that there was a significant relationship. As an
implication, we discussed the issues involved in
creating a unique capital market for fostering entre-

preneurs.

II. Entrepreneurship Studies on (neo-)clas-

sical economics

1. Markets are imperfect

Throughout the history of entrepreneurial theo-
ry, researchers from multiple fields of social sciences
have long grappled with diverse interpretations and
definitions in an attempt to conceptualize this abstract
concept. Today, there is no single definition of entre-
preneurship that all economists accept, nor is there a
single definition of entrepreneurship that can be ap-
plied to all economies. The first formal recognition of
the need for entrepreneurship in production was due
to Alfred Marshall in 1890. In his famous treatise,
“Principles of Economics”, Marshall listed the four
factors of production as land, labor, capital and orga-

nization. Organization is the coordinating factor that
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brings the other factors together, and Marshall be-
lieved that entrepreneurship was the driving force of
organization.

Like Mill, Marshall suggests that the skills asso-
ciated with entrepreneurship are scarce and the supply
is limited. Marshall claims that the abilities of entre-
preneurs are “so great, so numerous, and so few can
display them all at a very high level” (1994). Howev-
er, Marshall also suggests that the skills needed to be-
come an entrepreneur can be taught. Unfortunately,
the economic environment surrounding entrepreneurs
often limits opportunities. Furthermore, while entre-
preneurs share certain skills, they are all different and
their success depends on the economic conditions in
which they attempt to do business (Marshall, 1994).
In his writings, Schumpeter argues that entrepreneur-
ship requires “extraordinary abilities” and laments the
lack of an appropriate English synonym that encom-
passes the specific meaning of the French word “en-
trepreneur” (Schumpeter, 1951)."

In modern times, research that is keen to active-
ly incorporate the role of entrepreneurs into market
mechanisms can be seen in Kirzner (1985) of the
Austrian School. He argues that the role of entrepre-
neurs is to recognize business opportunities and to
function as price signals. Kirzner suggests that the
process of innovation is spontaneous ‘“unreflective
learning” (Kirzner, 1985, p. 10).

This is a departure from mainstream classical
theory. In the mainstream general equilibrium frame-
work, the efficient market hypothesis (Fama, 1970) is
adopted, and at any point in time, all opportunities are
recognized, and all transactions are perfectly coordi-
nated, so it is impossible to find inconsistencies that
generate entrepreneurial profits. In the equilibrium

framework, it is impossible to recognize opportunities

that other people are not seeing. For this reason,
Kirzner explains entrepreneurship not through equi-
librium theory, but by identifying individuals who
prefer to become entrepreneurs. In their model, Kil-
strom and Laffont (1979) adopted Kight's (1921) ap-
proach and attempted to elucidate the mechanism of
entrepreneurship by incorporating the profit motive
into “uncertainty.” > In other words, they propose that
the more people prefer uncertainty, the more they will
choose to become entrepreneurs, and the less they
prefer uncertainty, the more they will choose to be-
come employees. In other words, the equilibrium the-
ory assumes that (1) everyone can recognize all entre-
preneurial opportunities, and (2) whether to become
an entrepreneur is determined by people's basic attri-
butes, not by information about opportunities.

In this way, the Austrian School of economics
believes that the neoclassical equilibrium approach
cannot provide a theoretical framework for under-
standing market processes. They believe that an effec-
tive theory of the market system cannot assume equi-
librium and must be able to explain how the market
achieves equilibrium from an initial non-equilibrium
condition (Kirzner 1997).

The Austrian School is now a branch of the neo-
classical school, and it assumes that markets are made
up of people with different information (Hayek 1945).
Since market actors all have their own information,
people can find specific opportunities that others can-
not see, even if they are not actively looking for such
opportunities. Due to differences in information, peo-
ple find different values in specific goods and services
and offer different prices to obtain them. Buying and
selling goods and services in response to the discov-
ery of price imbalances directs Knight's image of the

entrepreneur, who finds “profit” in “risk and uncer-
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tainty,” where individuals can profit or suffer losses as
entrepreneurs.

The Austrian School's explanation of entrepre-
neurship creates its own implications regarding who
becomes an entrepreneur, how entrepreneurial efforts
are organized in the economy, and how the govern-
ment can influence the entrepreneurial process. For
example, neoclassical economists assume that the world
of neoclassical entrepreneurship is one in which the gen-
eralization of existing technology is carried out by a
single entrepreneur alone, and that neoclassical entre-
preneurship is based on individuals, not organiza-
tions.

In understanding the entrepreneurial process, it
is important to explain the cognitive process of recog-
nizing business opportunities as “rare” and that the
discovery of business opportunities is not “rational”
as in the neoclassical school, but “imperfect”. There-
fore, applying the hypothesis derived from the Austrian
school framework to empirical studies would be a

meaningful approach.

2. The Opportunity Discovery Process

When an individual recognizes a business opportuni-
ty and the profit motive of an entrepreneur is born,
they must discover that the opportunity has value.
Kirzner (1997) explains as follows: “The dis-
covery of a pure profit opportunity cannot be the ob-
ject of systematic search, by its very nature. System-
atic searching can be done for missing information
fragments, but this is because the searcher is aware of
what he or she does not know and is aware of how to
obtain the missing information with a certain degree
of certainty. Therefore, it is suggested that entrepre-
neurs do not discover business opportunities for start-
ing a business through searching, but rather by recog-
nizing the value of new information obtained by
chance through other means. This is an important ele-

ment in the framework of the Austrian School.

Figure.1 The Opportunity Discovery Process

Source Kirzner (1985) figured by author
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The process shown in Figure 1 indicates that
business opportunities (profit opportunities) are op-
portunities to create new products, services, raw ma-
terials, and organizational methods that can be sold
at a price higher than the production cost (Casson
1982). These business opportunities exist because
different people possess different information
(Kirzner 1997). The fact that information is incom-
plete means that in any market transaction, people
must guess at each other's beliefs about many things
(Kirzner 1973). Since these guesses can be wrong,
this process can sometimes lead to errors that result
in the misallocation of resources. When someone re-
alizes that resources are being misallocated and rec-
ognizes that the resources are not being used for
their “optimal use”, they obtain the resources, re-
combine them, and sell them at a price higher than
the cost of obtaining and recombining them (Casson
1982), which is the entrepreneurial process of recog-
nizing business opportunities.

Also, not all people recognize the scarcity val-
ue of business opportunities, so entrepreneurs can
obtain resources at a price below the market price (a
price that already incorporates risk) (Venkataraman
1997). If the owner of the resource had recognized
the same opportunity as the entrepreneur, he would
supply the resource to the entrepreneur and try to
capture the entrepreneur's profit at a price that would
leave enough profit for the entrepreneur to operate
(Casson 1982). Eventually, if a market is formed and
all potential entrepreneurs become aware of the
same opportunities, they will compete for profits.
This competition will reduce each entrepreneur's
share of entrepreneurial profit to such an extent that
it will not provide an incentive for potential entre-

preneurs to act (Fiet 1996).

Given that information asymmetry is necessary
for entrepreneurial business opportunities to exist,
not everyone in society has an equal chance of being
aware of all opportunities. Rather, only a portion of
the population is liable to recognize specific oppor-
tunities at specific times (Kirzner 1973). Based on
the above discussion, the analysis will be conducted
based on the hypothesis that “not all individuals are
equally aware of given entrepreneurial opportuni-
ties.”

Figure 2 shows the percentage of people aged
18 to 64 who responded that there are good business
opportunities in the area where they live. This is
based on the function of opportunity seeking by en-
trepreneurs, which stems from the entrepreneurial
alertness pointed out by I. M. Kirzner. The founding
of new businesses is itself an activity of profit-seek-
ing by entrepreneurs. It is more realistic to describe
the activities of a company as a series of activities
for the constant recognition of business opportuni-
ties. Entrepreneurial alertness is not just about mov-
ing prices in an “even direction”, but also about
moving resources from the production of one prod-
uct to the production of another (resource alloca-
tion). In a market economy, this tendency to move
resources from less productive uses to more produc-
tive uses is not only due to the equalizing effect of
given commodity prices, but also to entrepreneurial
discovery, or perceived opportunities. The value for
Japan (JAPAN) is consistently significantly smaller
than that for the United States (USA). As mentioned
above, entrepreneurial awareness in Japan is lower
than in other developed countries, but the question
of whether business opportunities are perceived is
an essential issue in entrepreneurship. Even consid-

ering the above-mentioned corporate process model
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(Figure 1), it is thought that the incentive for companies is small.

Figure. 2 Entrepreneurship on the Early stage Perceived Opportunity(2001-2019)

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2017 2018 2019
USA(op) 34.9 36.9 30.8 33.6 323 241 25.2 36.6 28.4 34.8 36.2 43.5 47.2 50.9 63.6 69.8 67.2
USA(Ep) 1ma 10.6 1.9 1.3 12.4 10 9.6 10.8 8 7.6 12.3 12.8 12.7 13.8 13.6 15.6 17.4
JP(op) 7 53 7.5 14 16.5 9.1 8.9 7.6 8 59 6.3 6.4 7.7 7.3 7.4 8.1 10.6
JP(Ep) 3.1 1.7 2.8 1.5 22 29 43 54 33 33 5.2 4 3.7 38 4.7 53 5.4
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Entrepreneurship on the Early stage Perceived Opportunity(2001-2019)

Source ; GEM (Global Entrepreneurship Monitor) figured by author

Whether or not the recognition of business op-
portunities is derived from the entrepreneur's work ex-
perience, education, or other means, prior knowledge
affects the entrepreneur's ability to understand, reason,
interpret, and apply new information. This ability
cannot be replicated by those without prior knowledge
(Roberts 1991).

Therefore, even if information about techno-
logical innovation is widely disseminated (especial-
ly if it is disclosed in patents, presented at scientific
conferences, or known to several individuals who
may work in the same research institute), the prior
information that leads to the discovery of a particu-

lar entrepreneurial opportunity will be held by only

a portion of the population.

The three main types of prior knowledge that
are important in the process of discovering entrepre-
neurial opportunities are prior knowledge of the
market, prior knowledge of the means of serving the
market, and prior knowledge of the customer's prob-
lem. New information about technology may be
complementary to prior information about how a
particular market functions, and prior knowledge of
those markets is required for the discovery of entre-
preneurial opportunities. * Important prior knowledge
about a market may include information about rela-
tionships with suppliers, sales methods, and capital

equipment that vary from market to market (von
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Hippel, 1988). For example, someone who has
worked in the market before, as a customer, manu-
facturer, or supplier, may already have information
about how new technologies will affect the market
that is not generally available. This prior informa-
tion allows that person to discover opportunities to

use the new technology (Roberts 1991).

I11. Do all entrepreneurs create innovation?

1. Entrepreneurs are distinguished

The knowledge that entrepreneurs have in advance
about their customers' problems influences the dis-
covery of products and services that utilize new
technologies. The conceptual model described above
is summarized in Figure 1. This shows that prior
knowledge moderates the relationship between tech-
nology attributes and entrepreneurial opportunity
perception. It also shows that prior knowledge mod-

erates the relationship between opportunity attri-

butes and entrepreneurial opportunity perception.
Figure 2 shows clearly that we need to understand
the factors that affect the supply of entrepreneurship
before we can increase the supply of entrepreneur-
ship. At the most basic level, the supply of entrepre-
neurship is determined by two factors: the opportu-
nity to become an entrepreneur and the motivation
to do so. According to Praag (1995), opportunity is
“the possibility of becoming self-employed if one
wishes to do so0”.

The main factors that affect opportunity in-
clude a person's inherent entrepreneurial ability, ini-
tial investment capital, On the other hand, motiva-
tion is the relative evaluation of self-employment
work and work in other forms of employment. In
terms of opportunity cost, if self-employment is per-
ceived as the best career option, then an individual's
motivation will always be positive. Therefore, moti-
vation is essentially influenced by the market incen-
tives that potential entrepreneurs expect, i.e. profits

and financial gains.

Figure.3 Informal Market Entrepreneurship and Upgrading
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In general, there is no clear-cut criterion to dis-
tinguish between “entrepreneurship for livelihood”
(necessity driven) and “entrepreneurship that creates
innovation” (opportunity driven). In the study of en-
trepreneurship, the classical theory of Say's law is
the premise, and it is only one-sided aspect of mar-
ket phenomena. Therefore, in order to increase the
supply of entrepreneurs and reap the benefits, tradi-
tional economics suggests that we need to promote
the production and pricing processes for entre-
preneurship. + However, there is very little written
about the demand side of entrepreneurship, because
the calculation of demand is inherently built into en-
trepreneurship. Entrepreneurs are gap-fillers who
recognize market imperfections and fix them. There-
fore, if there are market imperfections, there will
naturally be a demand for entrepreneurs to fix them.
As a result, when the government promotes the sup-
ply of entrepreneurship, it is essentially encouraging
entrepreneurs to find out which parts of the market
need them. Therefore, the supply of entrepreneur-
ship depends on both individual-level factors and
general economic factors. Policy makers can im-
prove the economic factors faced by potential entre-
preneurs by initiating market reforms that increase
both market incentives and the availability of capital
available to entrepreneurs (Wilken, 1979).

Therefore, policy makers can influence the lev-
el of entrepreneurship in their country by formulat-
ing market reform policies to encourage entrepre-
neurship both economically and educationally.

In addition, it has been found that the entrepre-
neurial population varies regionally in terms of the
rate of entrepreneurship in different countries. Da-
vidsson and Wiklund (1995), who conducted an in-

ternational comparative study on entrepreneurship,

pointed out that regional differences in the rate of
entrepreneurship are influenced by people's cultural
values. They argue that “cultural and economic
structural factors of the rate of establishment of new
companies are positively correlated,” suggesting
that cultural differences in values and beliefs help to
explain regional differences in the supply of entre-
preneurship

For entrepreneurship to generate innovation, it
is necessary to broaden the range of options avail-
able to entrepreneurs for entering the business
world, in other words, to broaden the range of effec-
tive options that are open to people. It is necessary to
clarify the main objectives and criteria for economic
development (right). It is necessary to provide more
valuable opportunities and life chances for all peo-
ple. In other words, to create more ladders of social
mobility, based on a steadily rising bottom. To pro-
mote social inclusion and social and institutional
trust. Non-discriminatory productive incentives are
necessary to maintain economic dynamism. Success
is not possible without open markets and a level
playing field. In addition, when entrepreneurs pro-
duce a limited number of scarce goods in a limited
market, it is necessary to enable them to challenge
existing companies on equal terms. The unique and
valuable characteristic of the spontaneous power of
market processes may also depend entirely on infor-

mal, non-market generation mechanisms (left).

2. Process on transcultural business of Digital in-
dustries in the Far east countries (Concrete

discussion)

With a view to venture creation and recent business

models in Taiwan and South Korea, and the exam-
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ination of business ecosystems with an eye to the
future society, horizontal alliances in which South
Korean and Taiwanese companies excel, are shown
in appendix.1. we will conduct interdisciplinary re-
search from a variety of perspectives on (1) identify-
ing issues related to attracting foreign companies to
Nagasaki (Phase 1), (2) organizing the feasibility of
institutional compatibility (Phase 2), and (3) the fea-
sibility of effective international convergence of
companies (Phase 3). In this regard, the hypotheses
that this research is considering are as follows
(Phases 1 to 3 are the procedures of this research
plan), considering the regional characteristics of Na-

gasaki Prefecture as ad hoc ones.

Hy 1: Environmental issues in corporate man-
agement that enable high growth of ven-
ture companies (Phase 1)

Hy 2: Barriers to entry due to differences in ac-
counting and legal systems (Phase 2)

Hy 3: Competitive advantages of capital move-
ment and alliances that enable horizontal

integration between countries (Phase 3)

In the digital sector of the electronics industry,
particularly in the semiconductor business in Taiwan
and South Korea. Both South Korea and Taiwan
have cultivated competitive ecosystems, leveraging
government support, public-private partnerships,
and industry collaboration to drive innovation in
semiconductors and digital technologies. These eco-
systems have enabled companies to adapt to chang-
ing market demands and maintain leadership in a
highly competitive global market. The scale of the
industry is in the process of growing against the

backdrop of rapid technological improvements.

While many companies have their main develop-
ment and manufacturing bases in their home coun-
tries, they are facing a scheme that considers hori-
zontal convergence in terms of expanding overseas
markets and relocating production, logistics, cus-
tomer service, and other departments. In this con-
text, it is necessary to consider the formation of ef-
fective policies for attracting companies to Nagasaki
Prefecture, as well as the suitability and competitive
advantage of the departments that are transferred.
This research is a long-term study that considers the
capital movement of the two countries mentioned
above to Nagasaki Prefecture. The research proce-
dures and research design are described in the figure
(appendix.2).

This is an ad hoc study that considers the re-
gional characteristics of Nagasaki Prefecture and
consists of the following three points (Phases 1 to 3
are the procedures for this research plan). (Show as

appendix.1 and 2)
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Internal market openness

Figure. 5 Internal market openness

2015 2016 2017 2018 2019 2020 2021 2022
United States 4.17 4.86 4.62 4.88 3.85 4.75 4.42 4.73
United Kingdom 4.69 4.63 5.51 5.08 5.2 4.52 4.45 5.08
Germany 4.94 4.79 4.97 4.63 5.13 5.17 4.5 5.13
Japan 4.11 4.91 4.55 4.8 4.62 4.52 4.6 4.27
Republic of Korea 5.03 4.91 4.76 4.57 4.35 3.78 3.35 3.83
Taiwan 5.22 5.45 5.27 5.87 4.63 4.92 4.23 4.89
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3. Formal or informal—How to choose them

Entrepreneurship has a direct impact on the speed of
economic transformation and development, but few
economies actively promote programs that encour-
age entrepreneurship. Furthermore, many develop-
ing countries have focused on encouraging entrepre-
neurship in the form of multinational corporations
rather than domestic entrepreneurship. Multinational
corporations can certainly increase a country's in-
come, bring innovation to the market, and act as a
catalyst for market transformation. Therefore, multi-
national corporations can be used as a source of en-
trepreneurship-led development (right). However,
Saeed suggests that governments should promote
domestic entrepreneurship because domestic entre-
preneurs are more aware of the market gaps that
need to be filled domestically (Saeed, 1998). There-
fore, rather than producing goods that may not be
consumed domestically, domestic entrepreneurs are
encouraged to create innovations and creative imita-
tions that fill real domestic market deficiencies
through the power of the domestic market. There-
fore, although multinational corporations can be
used for entrepreneurial-led development, domestic
entrepreneurship is considered to be more effective.
On the other hand, theorists are divided over
whether self-employment in the informal sector
(left) is beneficial for entrepreneurial development.
Said points out that many of the small family busi-
nesses and shops that make up the informal sector
are entrepreneurial ventures. He argues that the close
structure of small family businesses is useful for in-
cubating ideas that are tested in the informal sector
and later used to transform market products and pro-

cesses. Furthermore, Saeed argues that because

women and young people have traditionally been
excluded from the formal sector, their entrepreneur-
ial ideas have been shut out of the formal market.
However, since small family businesses in the infor-
mal sector generally involve the participation of
women and young people, the informal sector often
serves as a receptacle for their entrepreneurial ideas
(Saeed, 1998).

However, Carree et al. point out that self-em-
ployment in the informal sector may hinder entre-
preneurial growth. They argue that too few or too
many domestic business owners will reduce eco-
nomic growth. Many informal sector firms are un-
able to bring about market transformation because
they are already selling products and services that
are available in the formal sector market. According
to Carree (2000), firm ownership in the informal
sector rarely brings about changes in the economic
structure or generates new market innovations or
creative imitations. Therefore, the existence of cor-
porate ownership in the informal sector does not
necessarily bring about market transformation, and
it is not guaranteed that corporate ownership will
lead to entrepreneurial growth. Therefore, corporate
ownership is not synonymous with entrepreneurial-

ism for innovation (Carree, 2000).

IV. Flexibility in fundraising (learning

from occident)

1. Comparison on the capital markets and owner-

ship Structures

The most important sources of funding for the birth

and growth of entrepreneurs are equity and bank
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loans. For the growth and development of compa-
nies, relationships with banks are just as important
as equity. The key to success in relationship-based
financing is how much trust the bank places in the
loan officer and the extent to which decision-making
can be delegated to the branch. Companies that lose
contact with their relationship managers will not be
able to renegotiate loan terms when necessary, and
even if they are able to renegotiate, there is a high
possibility that the terms will be worse, and in the
end, they will be forced to look for other means of
financing .>

The difference between relationship banking
and transaction banking is that in the former, the
bank makes a profit by growing its business through
transactions with its corporate clients, whereas in the
latter, the bank makes a profit from the fees it earns
from selling financial products and transactions. In
relationship banking, the interests of the bank and its
customers are aligned, and conflicts of interest that
are likely to occur in the latter, where the bank
makes money from commissions at the expense of
its customers, can be avoided.

In relationship banking, the bank makes money
by solving the problems of the company, and while
supporting the long-term prosperity of the company,
it also shares the risk associated with fluctuations in
business performance. By communicating directly
with the company, i.e. not just checking manage-
ment data but also meeting with the management,
the bank is able to comprehensively assess the cur-
rent situation and reliability of the business.

This kind of knowledge is called “soft knowl-
edge” or “tacit knowledge” and is contrasted with
“hard knowledge” or “general knowledge” which is

obtained simply from data. Implicit knowledge in-

cludes not only an evaluation of the activities of a
company and its managers and employees, but also
an understanding of the situation and background of
the region in which the company operates. The
needs and opportunities of a company in the Mid-
west of the United States are completely different
from those of a company in the same industry on the
East or West Coast. Banks need to have a deep un-
derstanding of the history and issues of the regions
in which they operate, and to grasp the problems
facing those regions and their future vision.
Germany is often cited as a good example of an
economy where relationship banking works. The
Sparkassen are small- to medium-sized savings
banks that are legally required to serve specific local
communities or counties. Each region's independent
Sparkassen focus on supporting the development of
the local economy, and they fulfill this role through
close relationships with the local companies they
lend to. Around 99% of German companies are
SMEs, which usually do not have access to the capi-
tal markets. The Sparkassen act as the “house bank”
in each municipality, meeting the financing needs of
SMEs. For SMEs, the constraints on financing are
reduced, and the Sparkassen play an important role
in lending to SMEs in difficult financial situations,
where “soft information” is key to loan screening.*
The tightening and review of financial regula-
tions after the 2008 financial crisis led to increased
concentration in the banking industry in both the UK
and Germany, but the degree of concentration dif-
fered greatly between the two countries. In the UK,
there was a high degree of organizational and spatial
concentration, with London being the only benefi-
ciary, but this was not as pronounced in Germany. In

the UK, lending to small and medium-sized enter-



An Essay on the Process of Business Opportunities

prises in rural areas decreased as the physical dis-
tance from banks increased (Note 14). In contrast, in
Germany, 40 percent of lending to small and medi-
um-sized enterprises is provided by local and re-
gional savings banks and cooperative banks.”

It is not only German banks that are more com-
munity-based and have closer relationships with lo-
cal businesses than their British counterparts, but
also American banks. In the US, banks are regulated
at both the national and state levels. There are
around 5,000 community banks, which specialize in
serving local small businesses and family-owned
businesses, and account for around 40% of small
business loans. The Federal Deposit Insurance Cor-
poration (FDIC) plays an important role in support-
ing community and regional banks in the United
States, providing insurance, regulation and bank-
ruptcy management services. As a result, the activi-
ties of community banks have contributed to region-
al development and have made a significant
contribution to increasing employment in small
businesses. Furthermore, during the financial crisis
and recession of 2007-2009, they were a driving
force in the recovery of the region, due to the de-

crease in employment and the number of start-ups.®

2. The Importance of equity finance

While bank loans are certainly important for small
and medium-sized enterprises, they are not enough
on their own. Small and medium-sized enterprises
need not only loans but also equity finance. In many
cases, start-up funds are raised from the founders
themselves, their families and friends, but in the
case of high-risk venture businesses, external fund-

raising using equity finance is essential. Such funds

are often provided by angel investors.

In addition to providing funding for startups,
US angel investors also play an important role in
mentoring and connecting startups with supporters.
Angel investors are very hands-on, first carefully
screening and evaluating potential investment tar-
gets, and then providing management advice while
watching over their growth. As with relationship
banking, the closeness of the relationship with the
company is important, and angel investors are often
located close to the companies they invest in.

In this respect, regions that are left behind of-
ten find themselves at a disadvantage, because as the
region declines, the people who can support startups
also leave. The UK is a typical example of this. Be-
tween 50 and 60 percent of angel investors are con-
centrated in London and the Southeast of England.
This means that many other regions do not have an
angel investor community. As a result, if you want to
start a business outside of London and the Southeast
of England, you cannot use equity finance as a
means of raising funds, and you also cannot receive
the support you need, such as mentoring and net-
working with business partners, which are necessary
for growth.

However, the problems do not there. After the
first round of funding, the next stage requires the in-
volvement of more formal institutions such as ven-
ture capital (VC) and private equity funds. These in-
stitutions play an important role in connecting
entrepreneurs who are trying to grow their business-
es in regional areas with institutional investors in
capital markets such as the City of London. In order
to provide equity finance, we need ambitious and
knowledgeable investors, and these institutions will

act as intermediaries between institutional investors
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with large and diverse investment targets in interna-
tional financial centers and small and medium-sized
enterprises that are growing in various parts of the

country.

V. Implication

1. Where does money come from?

The financial system works well for bank depositors,
asset management companies, investment trusts, and
people investing in life insurance companies, and
there are regulations and mechanisms in place to
protect depositors and investors from risk and to
protect their interests. Furthermore, asset manage-
ment companies use international portfolios to di-
versify many of the risks associated with stock own-
ership at little cost.

The term entrepreneur is used to describe the
process of creating and managing small and medi-
um-sized enterprises (SMEs) and businesses, in-
cluding innovative companies as well as those in
traditional business sectors. For entrepreneurial
companies, raising funds is crucial (Hall, 2009; Wil-
son, 2015; Mach, 2014). Unlike large companies,
profits are generally small and show inconsistent
patterns, so it is difficult, if not impossible, to rely on
bank loans as a permanent source of funding. Since
relying on external funding is often extremely im-
portant, entrepreneurs should have a detailed strate-
gy for raising external funds. The most important
question is the choice between debt (bank loans,
loans from friends, online loans, etc.) and equity fi-
nancing (venture capital, personal funds, angel fi-

nancing, equity-based crowdfunding, etc.). Increas-

ing debt means that the company commits to a strict
payment schedule. For entrepreneurial companies,
this is often difficult to maintain, while equity re-
quires the founder to give up some control of the
company. In recent years, new forms of financing
have emerged, such as crowdfunding and token issu-
ance. These may be a form of debt finance or equity
finance, but in some cases, they differ from tradi-
tional equity finance.

These funds, such as household financial assets
in the form of savings deposits, stocks and bonds in
the country, form an important part of the overall
wealth of households. Households derive important
income streams from these assets, either through the
sale of these assets or as a source of income (such as
interest or dividends). As is the case in the UK,
pension entitlements are only included when they
are associated with (funded) employment-related
schemes, which can significantly affect comparabili-
ty between countries. Short-term trends can be seen
in Chart 5. Depending on the risk profile of the as-
sets, whether the financing that supports companies
is equity or debt characterizes the path for promot-
ing entrepreneurship in an economy. Chart 5 shows
the total financial assets of households per capita in
U.S. dollars at current purchasing power parity

(PPP).

2. The equity for starting a business

In addition to bank loans, equity finance (equity) can
also present problems for start-ups. Determining the
value of equity is difficult, and therefore negotiating
with potential investors is difficult. Investors may be
interested in observing indirect signals about the

quality of the company. This explains ideas such as
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signaling through risk-bearing (Leland and Pyle,
1977). Many patterns in small business financing are
consistent with these ideas. Equity-financing entre-
preneurs must hold more equity to strengthen their
signals (Cosh et al., 2009; Fraser et al., 2015)

There is a great deal of uncertainty surrounding
the investment decisions of entrepreneurs. In addi-
tion, these companies are constantly faced with the
fundamental trade-off between profit and growth
and must make many difficult investment decisions.
Therefore, these companies usually require a great
deal of flexibility. Financing through excessive debt
can reduce a company's flexibility. Therefore, it is

not surprising that innovative firms often rely on dif-

ferent equity financing sources, such as debt con-
tracts with flexible payments (Barboni, 2017), ven-
ture capital, angel investment, and more recently
equity-based crowdfunding and security token offer-
ings (ST O), it is not surprising that they often rely
on different equity funding sources (Estrin et al.
2017). New types of funding (different from tradi-
tional debt and equity) have been developed in re-
cent years, such as reward-based crowdfunding, ini-
tial coin offerings (ICOs), and initial exchange

offerings (IEOs).

3. An open market with low barriers to entry

facilitates fundraising

Figure. 6 Household financial assets Shares and other equity, % of total financial assets, for Investment 2021

Equity / Bonds
0%

Cash Deposit
20%
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Source OECD Household financial assets
Currency and deposits, % of total financial assets, 2021

Figure 6 shows that the type of financial mar-
ket, whether it is based on stocks or debt, is closely
related to the structure of the country's economy.

Figure 6 shows the breakdown of household invest-

ment funds in financial markets. In the US, 40% of
household savings are held in stocks and bonds, and
in economies at this level, entrepreneurship is de-

pendent on direct finance.
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Figure. 7 Ease of financing for entrepreneurs (equity/debt)
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This has also been pointed out from the per-
spective of governance. In “Strong managers, weak
owners”, Law (1994) “looks back at the 1932 classic
study, The Modern Corporation and Private Proper-
ty, in this major reinterpretation of the origins and
evolution of corporate structure and argues that the
separation of ownership and control was a result of
industrial technology requiring large-scale produc-
tion, and that this resulted in highly dispersed share-
holding. However, Law demonstrates that the own-
ership structure of American companies was only
one of several possible outcomes, and that other or-
ganizational forms emerged under the influence of
different political conditions (for example, in Ger-

many and Japan). In other words, “in many import-

ant respects, the political choice of how to channel
savings into industry shaped the growth of large cor-
porations, sharply limiting the power of financial in-
stitutions.” Compared to the active equity finance
markets seen in the US and Taiwan, Japan, Germany
and the U.K (even with the special circumstances
mentioned above) have a structure that is clearly vis-
ible in which the financial market, centered on bank
loans, has developed alongside the development of
the stock market, and has contributed to the develop-
ment of industry, with household financial provision.
This indicates that the relationship between finance
and business has been supported by long-term bor-
rowing rather than by the development of own-

er-managed companies through stock ownership or
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shareholder-oriented management.

What Figure 7 suggests is that, although bank
loans are the main source of funding in both Japan
and Germany, bank loans are relatively low for
funding start-ups in Japan, and it is necessary to pur-
sue the possibility of funding start-ups through bank

loans before developing a capital market that relies

on stocks. It is hoped that community-based savings
banks like the aforementioned Sparkasse will sup-
port the business models of entrepreneurs. Figure 7
attempts to classify the financial markets that supply
funds to promote entrepreneurship, based on house-

hold resources.

Figure. 8 Ease of raising funds and barriers to entry in the domestic market(OLS)
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Funding for entrepreneurship does not work on
its own, but it does have a significant effect in rela-
tion to the ease of market entry. Figure 8 shows that
the degree of openness of the domestic market (hori-
zontal axis) is related to the broad market that gener-

ates innovation. In terms of policy, efforts should be

- 29

made to increase the supply of innovation-oriented
entrepreneurship. There is room for debate as to
whether the informal sector can truly be a source of
entrepreneurs, but in promoting financial markets,
the government should not confuse the formal sec-

tor, which generates innovation, with the informal
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sector, which generates self-employment focusing self-employed or a more sophisticated, innovative
on encouraging innovation, it will be possible to start-up from its ownership structure.

derive whether the owner-operated company is
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