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ABSTRACT

The author examinesa recently published, highly-regarded textbook on
industrial economics in order to determine the extent to which the
disciplineaof industrial economicsis relevant to the theory and practice
of entrepreneurship. The areas examined include the definition and the
role of the entrepreneur and the impact o entrepreneurs upon the
genera welfare, the relationship between price and demand, the typical
cost structured a business, and the extent and significanced marketing
expenseand investment. Theauthor concludesthat industrial economists
appear to ask the right questions, but becaused a differencein perspec-
tive and the use of excessvedy smplified assumptionsthey do not come
up with the correct answers.

INTRODUCTION

Ethicd entrepreneurscreate enterprisesthat commercidiseinnovations. By doing so
they generatewedlth, only afraction of whichthey harvest personadly. When theterm
ethical entrepreneur istaken to embrace"intrapreneurs’, product championswho drive
new initiativesfrom within established organisations, it can be reasonably argued that

virtudly al growthin per capita incomessincethelate e ghteenth century hasinvolved
the practice of entrepreneurship.

Microeconomicsclamsto be the study o industries, and the naive might not think it
unreasonabl eto expect the microeconomicstext booksto discussthe manner in which
new firms and industries are founded. An examination o the text books and pro-
fessond journasin which orthodox ""neoclassicd" microeconomicsisexpounded and
developed dashes such hopes. Economistshave noted this: Baumoal, for example:

. . . Look for [the entrepreneur] in the index of some o the most
noted recent writingson vauetheory, in neoclassica or activity andyss
modelsd thefirm. The referencesare scanty and more often they are
totally absent. Thetheoretical firm is entrepreneurless—the Prince o
Denmark has been expunged from the discussion o Hamlet.

It is not difficult to explain hisabsence. Condder the nature of the
modd o thefirm Initssmplest form (and in thisrespect we shall see
that the more complex and more sophisticated modelsare no better). . .
Explicitly or implicitly thefirmis . . taken to perform a mathematical
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calculation which yidds optimal (i.e., profit maximising) valuesfor al
itsdecison variables. . . (Baumol 1968: 51-52)

Thereisoneresidua and rather curiousroleleft to the entrepreneur
intheneodassca modd. Heistheindivisble and non-replicableinput
that accountsfor the U-shaped cost curve o a firmwhose production

function is linear and homogeneous. How the mighty have fdlen!
(Baumol 1968: footnote p. 52)

Innovation is as rare as entrepreneurshipin standard neoclassca theory, a theory
whichisaboveall atheory d competition between established suppliersd standard-
ised products. In standard neoclassical expositions, innovators and entrepreneursare
aslikely to be damned as monopolistsas to bewe comed as the providersd new goods
and sarvices and the developers of new means o production and ways of serving
markets. Neoclasscd theorists deal almost exclusvey with equilibrium situations,
markets and economies where the most recent innovations lie in the distant padt,
where purchasers, suppliersand financiersact by applying perfect logic to complete

information, and wherethe only significant problem isachievinga perfect alocation
of alimited set of resources.

A sub-discipline of economicsknown as Industrial Economics, or Industrial Organisa-
tion Theory, takes the neoclasscal approach, but avoids some d the more extreme
assumptions from the elementary textbooks. Industrial economists recognise that
marketsare not perfect, Snce many marketsare supplied by a limited number of firms
whose actionscan influence the price and whose rational managers may take stepsto
limit their output. IO theory deals with differentiated products, advertising and

research and development, and includesamong its practitionerssome highly pragmatic
researchers.

If orthodox economicsis to offer any practical assistanceto the theory and practiced
entrepreneurship, then 10 theory would seem to be a good placeto start looking for

it. The author looked in Martin (1993), a work that was recommended as being
recent, comprehensive and undogmetic.

If the orthodox approachisfinaly rejected, there are heterodox schools o economics
in which better explanationsfor industry formation and firm behaviour may, perhaps,

befound. Threedf theseare very briefly outlined below, but they are not takeninto
account in the body o this paper.

Some | eading economic theorists have med to broaden the boundariesof neoclassica
orthodoxy. Paul M. Romer is generdly credited with the creationd New (or Endogen-
ous) Growth Theory, a set o extensionsto the standard neoclassica modd in which
innovation can occur and produceeconomic growth. Romer pointsout that knowledge
Is not limited in the sense that physical resources are: a single diskette holds about
twelve million bits, enough to define 1049900 different programs. This number is
large enoughto betreated asinfinitefor all practical purposes, and demonstratesthat
thereisno practica limit on knowledge-basad resources. Romer showed that a theory,
such asthe orthodox neoclassicad modd, that interprets al economic activity in terms
o dividing a fixed amount of resource among competing agents, will not describe
marketsin knowledge-intensive products satisfactorily.
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W. Brian Arthur (1990) criticises the standard modd from a different perspective,
pointing out the impossibility of any real human being writing out, much less solving,
the equationswhich the neoclassica modd presumesthat every entrepreneur solves
continuoudly, effortlessdy, and costlesdy. Arthur isaleading member o the Santa Fe
Institute, an Americanfoundation that concentrateson research into complex systems,
and particularly into the way in which interacting systems can demonstrate behaviour
that no amount of study of theindividua componentswould have predicted (Waldrop
1992). Stuart A. Kauffman is another associate o the Santa FC Ingtitute. Kauffman
recently published an account o evolution based wholly upon complex system theory
(1993), and the evolution d complex biologica systems has some obviousanaogies
with the development of human economies.

The analogy between economic and ecological development goes back to the foun-
dation of economics, with Mandeville’s Fabled the Beesfrom the eighteenth century.
Dawin's theory of natural selection, later described asthe "surviva o thefittest” in
order to increaseits appeal to nineteenth century British opinion leaders, gave this
analogy a boost. A number o economistsdescribe their speciality as" evolutionary™
economicsand describeeconomic selection mechanisms, and their effects, in order to

explain the development of firms and industries (Langlois and Robertson 1994;
Nightingale1993).

A condideration o the relationship between New Growth Theory, Complexity Theory,
Evolutionary Economics, and entrepreneurship is deferred to another paper. The
balance o this one deals with entrepreneurship as it fits, or does not fit, into the
orthodox neoclassica mode and its10 extensions.

ENTREPRENEURS

Theword " entrepreneur” has two distinct meaningsin contemporary English, both of
which are reflected in the economics literature. Kirzner (1982) interprets
entrepreneurship as a search process thisclassd entrepreneur discovers, and profits
from, imperfect information in a market system. Essentidly, Kirzner's entrepreneur
discoversthat thereare, somewhere, sdlerswho are charging lessthan the true market
price for some commodity and somewheredsethere are buyerswho are paying more.
This person contractsto buy cheap and sdl dear; his profits attract other " entrepre-
neurs' who pay more and sdll for less, and at the end o the processthe imperfetion
in the market has been erased. The practice of such " entrepreneurs’ tendsto be less
benign than a reader o Kirzner might imagine, particularly when the defect in market
knowledgeisintroduced by the"entrepreneur” in thefirg place. Ordinary peopletend
to cal such people spivsand swindlers, but they cal themsdavesentrepreneursand, at

least before the factscatch up with them, their sycophantsin the press often use the
sameterm.

Schurnpeter (1934) defined the entrepreneur as an innovator, whose initiativeslead
to economic development and socid progress:

This concept [innovation] covers the following five cases. (1) The
introductiond a new good — that is one with which consumersare not
yet familiar — or anew qudity o good. (2) Theintroductiondf a new
method of production, that is one not yet tested by experiencein the
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branch d manufacture concerned, which need by no means be founded
upon a discovery scientifically new, and can aso exist in a new way of
handling a commodity commercidly. (3) The openingd a new market,
that is a market into which the particular branch of manufactured the
country in question has not previoudy entered, whether or not this
market hasexisted before. (4) The conquest o a new source of supply
d raw materials or half-manufactured goods, again irrespective of
whether this source already exists or whether it first has to be created.
(5) The carrying out o the new organisation o any industry, like the
creation of a monopoly position (for example through trustification) or
the breaking up d a monopoly position. (Schumpeter 1934 66)

While Kirzner’s entrepreneur findsand exploits defectsin existing marketsfor estab-
lished products, Schumpeter's entrepreneur creates new markets and new products.
It takes a great deal of mathematics and an even greater suspension of disbelief to
come to the conclusion that society in general benefitsby morethan the victimslose

once aKirznerian entrepreneur has passed through. Thereis much lessdf a problem
in detecting the socia benefitscreated by innovators.

Suppose that automobiles and penicillin disappeared, and electric
washing machines, refrigerators, disposable diapers, eectricity, and
televison. Suppose indeed that every economically significant good
added snce 1900 disappeared, and suppose that the remaining items —
st pork, lard, houseswithout runningwater etc. — were marked down
t0 1900 prices. Would today's Americansthen judgethat their economic
wdfarehad improved, or would they if anything conclude that they had
derived more “welfare” from their materia goods than their great
grandparentsdid from theirs?

Consumers might, o course, [have] taken no pleasurein booksonce
they saw television, but the array of available goods changesdowly. . .
Twentieth century consumers could therefore usually chooselast year’s
budget items thisyear if they desired. Ye red consumer expenditures
rosein 70 o the 84 years between 1900 and 1984 as consumers con-
tinually switched to new goods. Such repetition reveds consumers

behaving asif the newer goods did indeed yidd more worthwhile experi-
ence. (Lebergott 1993: 51)

At the Centrefor Innovation and Enterprise of the Swinburne University of Technology

Schumpeterian entrepreneursarereferred to as ' ethica entrepreneurs”, and thisform
will be used in the current paper.

PRODUCERS AND CONSUMERS

Orthodox Anglo-Saxon economicstakes “maximising consumer welfare”" asits primary
objective. Consumer welfareis considered to be enhanced by an increased supply o
"product™ at lower prices. Mog, but not al, orthodox economists hold that any
attemptsto adjust the distribution of income will reduce consumer welfare. Soan, o
the Nationd Institute of Labour Studiesin Addaide, considers that an increasein
inequality is necessary to increase welfare, and promotes her position vigorousy
through her columnin the Australian Financial Review. Ethical entrepreneursattempt,
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by creating new enterprises built upon innovation, to adjust the distributiond income
in favour of themselvesand their employeeswhile selectively increasing the welfare
o their customers. Orthodox economiststend to deprecate the profits earned by the
ethica entrepreneur as"'monopoly rents’ and suggest that consumer welfarewould be
increased if these"'rents" were distributed to consumersas|lower prices.

The probable effect of confiscating entrepreneurial profits would be to discourage
entrepreneurs and to reduce the rate of innovation. This would not, in orthodox
economic theory, reduce consumer welfare, although the New Growth Theorists
suggest that suppressing innovarionwould reduce growth in per capita incomes, an
effect inconsi stent with increasing consumer welfare.

Students and practitionersof entrepreneurship consider the economy from the pro-
ducer's point of view, although this point of view necessarily recognisesthe interests
of consumers. After dl, as Lebergott (quoted above) pointed out, consumersdo not
have to buy or use an innovation, since the superseded product will, in generd, still
beavailable. Theinnovator can only claim a profit after delivering a product (includ-
ing services) with a net value that exceedsthe net value of the products previoudy
established on the market. As Schumpeter (1942) pointed out, theinnovator, athough
a monopolist, delivers a better product at a lower effective price than had been
availablein any previous market, perfectly competitive or otherwise.

Industrial Economics, 10 theory, does not appear to devote much effort to consdering
the effect of innovations, but is more concerned with the presumed attempts by
suppliersof undifferentiated, or weskly differentiated, products to obtain excessve
profitsthrough overt or implicit colluson.

THE DEMAND CURVE

It is generdly accepted that price affects demand: if a product was offered in two
different, but comparable, markets at a different price it is probable that a different
number d un ts would be sold in each market. In mogt, but not dl cases, fewer units
are sold wherethe priceis higher. The shape of the demand curve, the relationship
between the price and the quantity that can be sold, isclearly a matter of interestto
economistsand to entrepreneurs.

Figure 1 Demand Curve for a Single,

In the smplest case, thereis only one Composite Product

product offered on the market, all o
which must be sold, and the buyers
have only a certain sum of money to
pay for it, all of which must be spent.
Inthiscase, asshownin Figurel, the
demand curve is a right hyperbola,
since the product o the price and
guantity equals the total of the avail-
able money. To afirgt order, the de-
mand curve across the whole economy
should take this shape, since most o
the available money is usualy spent

Prl ce

Quanfity
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and most of the offered productsare, usudly, sold.

An hyperbolais not agood modd o thedemand curvefor asingle, wel differentiated
product, sinceit impliesthat a fixed amount o money will be spent on the product
irrespective o its price, and moreover that asthe price approaches zero the quantity
demanded will approachinfinity. In any definite period the salesof any real product
will belimited by the fact that there are a finite number of possble purchasers, and
each purchaser will want no morethan afinitequantity. If the product is for example,
a ticket to a football match the market will be largely limited to the fansd the two
competingteams, few if any d whom will want more than one seat.

Figure 2 Demand Curve for a Unique
Product Offered to a Finite
Population

Figure 2 shows a possble demand
function for a unique product with
appeal to awell-defined, finite popu-
lation each of whom will require
either one or no units o the product.
Thiscurveis based on a modified Hill

function (q= 1 ) Hill functions

1+p®
have been shown to provide an
adequate moddel of switching in a
biologica or biochemical population
where there is a certain amount o
positivefeedback.

Price

Quantity

TheHll function modd isappropriate

when consumers are not choosing

between smilar productson the basisd a prior decision to buy one or the other, but
wherethey are making a choice between buying a particul ar product, or a member o
aparticular classof product, or not. The use o such a model impliesthat consumers
faceawide choice of products, that in any one period they will buy one unit or none
d any particular variety, and that in any one period the number o varietiesa which

they buy nonewill substantially outweigh the number of varietiesd which they buy
any.

Economics text books tend to use a w
verson o Figure 3, a draight line
running from a finite price at which
thereis no demand to a zero price at
which demand is at its maximum.
Thisstraight line "curve' is generdly
introduced asa matter a convenience
rather than observation, but as the
reader progressesthroughthe text this
reservation is gradualy forgotten, and
conclusions based upon this linear
assumption are presented as if they
wereincontrovertiblefacts. Quantity

Price
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The difference between the demand projectionsimplied by Figures 2 and 3 is quite
sgnificant, both for the entrepreneur and for makersd public policy. Innovatorsare
necessarily monopolistsat the point that they first bring their product to market, and
they must set a price, sincethereis no invisble hand to do it for them. If the demand
curve that they face resemblesFigure 3, they will maximisetheir cash flow by holding
back productionto the point that lessthan hdf o their potentia customers can afford
their product. If, onthe other hand, the demand curveis morelike Figure 2, they must
reach nearly 80 per cent of their potential customers in order to maximise their
revenue. (If the demand curvewastruly like Figure 1 they should sell no morethan
one unit to maximisetheir profit.)

Empirica and anecdotal evidence suggeststhat the demand curve facing an entrepre-
neur is much morelike Figure 2 than Figure 3, and for this reason the standard 10 text
books are unlikely to be of much help to an entrepreneur trying to calculate the proper
price at which to launch an innovation. Martin (1993) conveysthe impressionthat it
would befaintly disreputablefor an economist, even an industrial one, to offer advice
on price setting to producers, and so thislack of relevancemay be of little concernto
the mgjority of 10 economists.

FIXED AND VARIABLE COSTS

Neoclasscd economics works from the assumption o equilibrium ('this is [very
nearly] the best of all possbleworlds’) and studiesthe effect & marginal changesfrom
that state. Since consumer welfare is assumed to be enhanced by increasing the
supply, and lowering the price, o *product” one d thefirs concerns o the neoclassica
economist isto determinewhen such an increasein supply and reductionin priceis
possble. The conclusion is that consumer welfare is maximised when prices are
reduced to the point that producerswould actualy lose money by producing one more
item. For a producer, the difference between producing (N -1) itemsand N itemsisthe
"margind cost” (MC). Consumer welfare is maximised when the priceis forced down
to thisleve by competition, that is, P=MC.

From the point of view of a producer, theideal priceiswhere salling one more unit
will producean increase in total revenue that exactly balancesthe extracost. The
increasein revenueconsstsof the priced the N®item lessthelossin revenue caused
by lowering the price on (N-1) itemsto the point that a buyer will come forward for

thelast (N®) item. Thisdiierenceisthe"margind revenue' (MR) and producer profits
are maximised when MR=MC.

Managersd enterprises, whether new or established, do not usudly refer to"margind™
costs, but they generaly divide their costs between fixed (or overhead) costs and
variable costs. For most practical purposesthe variablecost per unit is constant, as
long as the enterpriseis actually functioning, for any output between zero and full
capacity. The marginal cost MC is not identical to the variable cog, but it is not too
different fromit. If acompany isforced, by competition, to operate a pricing strategy
where P=MC the firm’s variable costs are covered, but itsfixed costsare not. Since
interest is generdly a fixed cogt, it does not take too long with pricesat this setting
before the bank movesin and forecloses.

Entrepreneurship and Microeconomics /{7



Neoclasscd economists offers two explanationsas to why businessesshould not fear
marginal cost pricing. Oreis the assumption o decreasing returns. as output ap-
proaches capacity, says this theory, marginal costs will increase, so that when afirm
isoperating at full capacity the revenue generated by margina cost pricing will be high
enough to cover fixed cods as well. When economistswishesto assume that costs
behavein thisway they express their assumption by saying that "marginal costsequal
average cods' or MC=AC.

The aternative explanationisthat yes, true marginal cost pricing will not cover fixed
cogts, and 0 under competitiveconditions none o the competing firmswill be able to
pay interest on their loansor a return on their equity capital. Thiswill causefirmsto
leave the industry until prices rise sufficientlyabove marginal costs to cover interest
payments and a “normal” return on equity.

Practical managers generdly rgect the risng marginal cost hypothesiswith derision.
The most popular economicstextbook anticipatesthis by saying that managers have
"bounded rationdity", and are unableto find out what the true costs of runningtheir
busnessesare. Sncethe authors o thistextbook lived to aripe old age, they probably
never got round to explainingto the chief executived a major American corporation
that he did not understand his firm’s cost structure. Thereis an even more serious
objection to the assumption that MC=AC, and that is the increasingimportance of
sarvice and software industriesin a modem economy. The'margind™ cost of produc-
ing one extra unit of service, one extra seat in a theatre, or one extra copy o a
computer program or videotape, is zero for al practica purposes, and not even
neoclassica economists believethat firms can survive with zero prices and revenues.

Theexit hypothesisis more redistic; most managersare awareof firmsand divisons
of firmsthat have had to cease trading because o an inability to generate sufficient
cash to cover overheads. Exit is not, however, viewed with equanimity by most
managers. FHrmsthat areforced to leave markets discover that a mgjor part of their
investment iSmarket- or product- goecific, and nost bewritten off or sold for afraction
d itsnomina value. The prospect of incurring a heavy loss on a forced exit deters
firms from entering markets unlesstheir managersforesee supernormal returns. Dixit
(1992) gives an explanationfor this behaviour based upon financial optionstheory.
Martin (1993: Chapter 11) introduces and analysesthe neoclass caly-based theory of
" contestable markets" and findsit wanting.

10 theory as set out in Martin (1993) does not explain how firms in competitive
markets cover their fixed cods (unlessthe pervasive assumptionthat MC=AC can be
taken asan explanation) but the eminently neoclassical Dixit (1992) has provided the
basis for atheory of entry and exit that can explain how prices can be sabilised at a
profitablelevd in static and growing markets.

PRODUCT DIFFERENTIATION

A great ded 0 economicwriting is based upon marketswhere the productsoffered by
different suppliersareidentical. Such marketsare " competitive'’ when each producer
suppliesas much product asthey are physcaly capable o and thefree entry of further
competitors reduces prices to equal marginal costs. Such marketsare extremely rare
in most peoples experience: even if two supplierssold physically identical products
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they must necessarily offer them from physicaly separate premises, one of which will

be more conveniently located than the other as far as any single consumer is con-
cerned.

Mog d the andyssof product differentiationin Martin (1993) limitsitsdf to the case
of an essential commodity sold at multiplelocations, athough the narrativeincludes
the case where products are physicaly different. This caseis reduced to a spatially
digtributed casein the analysis by the assumption that buyerswill choose the product
at a minimum logicd distance from their personal idedl, but the assumption that at
least one product must be purchased is retained. In either verson o the modd d

differentiation introduced in Martin (1993) it is possble for the difference in con-

venience or other measuredf distanceto be overcome by price.

Theandysiscarried out by Mrtin (1993: Chapter 11) is rendered of dubiousvalueto
entrepreneurshy the pervasve use of the demand curve shownin Figure 3, aswdll as
by the attitude that helping entrepreneursis, to someextent, a matter o helping the
enemy. Inaremark at theend of thischapter Martin notes:

Moddsd verticd product differentiationare useful for analyzingthe
coexistence d high-quality and low-quality brands. The emphasison
income dismbution as a determinant of the number o varietiesis a
feature that does not appear in models o horizonta product differen-
tiation.

Yet there must be few products that differ in only a single quality
dimension. Razor blades, our earlier example, differ not only in dura-
bility but also in shape, sharpness, number of tracks, and other charac-
teristics. A product which is quite different from a razor bladein many
characteristics — an electric razor — will also provide a shave. (Martin
1993: 294-95)

Vidts to a barber or the use o a depilatory cream will provide the equivalent o a
shave, while most societies now accept men with beards. Mogt buyersaof razor blades
can decideto usetheold onefor afew more days. It ssemsclear that Martinisaware
d the weaknessesin the analysisthat he presents, which suggests that such analyses
are unlikely to prove very valuableto active entrepreneurs,

MARKETING EXPENSE AND INVESTMENT

Themost basic problem every ethical entrepreneur facesisthat the new or enhanced
product, or the product offered in a new market, is unfamiliar to potential purchasers.
Lacking any information about the product, they wont buy it. Knowingthat customers
wont buy it, retailersand distributorswill refuseto stock it. Unlessthisdouble barrier
can be surmounted, the new product must fail. Jumping ahead a few years, the
entrepreneur's reward comes from a reversal of these barriers’ effects. Once a
substantial cohort of satisfied usersdf a product exists, these userswill preferentialy
buy that product even at a price that dlows its producer an economic profit. The
entrepreneur will have enjoyed a substantial augmentation of wealth in the form of
equity in a successful trading enterprise.
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This entrepreneurial wealth can be used as a source of enhanced incomeor sold at a
substantial premiumto itsasset vadue. Thefact of hysteresisin a market's response
to an innovation, including the shape o the adoption curve, isknown with as much
certainty asany facet of human behaviour can be Eventherdative rolesof promotion
and inter-user influence are known to a relaively high degree of precision, while the
cost o establishinga given level of market acceptance can be predicted on theoretical
grounds and confirmed on empirical ones.

The ongoing costs of marketing (including research, promotion, and sdlling) and
distribution (packaging, transport and warehousing, and the margins offered to
distributors and retailers) are oftenthelargest identifiable components of thefinal user
price. For fashion and cosmetic products these expenses may account for two-thirds
or mored the pricetag. For morefamiliar packaged goods sold through supermarkets
the total marketingand distribution expensegeneraly exceeds 40 per cent of the retail
price. These are sgnificant sums, and an entrepreneur who does not alow for them
will not producea viablefinancia plan.

In Martin (1993), and presumably in other textbooks on industrial economics, the
terms' goodwill™ and *'reputation” gppear, but with littleattempt to quantify them, and
in the analytic part o the text they generaly get assumed away.

The reluctance of neoclassical economiststo take marketingissues on board may be
associated with their attachment to equilibrium conditions and to stetic analysis.
Entrepreneuria activity is disequilibrating, usudly deliberately so. Thefact that the
adoption d a new product depends so heavily on inter-temporal and inter-user
feedback effects means that it is hard to explain using either static or equilibrium
andysis. Entrepreneurid activity leadsto chaotic reaults, in the sensethat success and
failure can, in generd, only be explained in retrospect, as can the magnitude o the
ultimate success. Gaining the attention o a single supermarket buyer (or, for an
industrial product, a single purchaser) can lead to a product becoming a substantial
successwhile other products, apparently just asattractive, never makeit.

Nothing in Martin (1993) offers any assistance to an entrepreneur planning a new
venture marketing campaign. More broadly, industrial economics offers little to
entrepreneurs planning an entry to a market:

Theoretical models treat entry and exit as things that happen in
response to levelsof profit or expected profit that differ from the long-
run equilibriumvaue. Among otherthings, thisimpliesthat one should
observe either entry or exit for asingleindustry, but not both.

Red-world data suggest that entry isa hazardous enterprise. 1n most
industries, firmsenter and exit Smultaneoudy through what amountsto
a revolving door, but few firms make it to the lobby and manage to
maintain an enduring presencein theindustry. Mogt entrants havelittle
if any influenceon market performance because most entrants exit, and
farly quickly. Maket performanceislikdy to depend much more on the
flow o entrantswho survivethan on grossor net entry flows, and the
theoretical and empirica andygsd entrant survival remains a fied that
islargely unexplored. (Martin 1993: 209)
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CONCLUSION

Industria economigts as represented by Martin are, in general, concerned with many
o the problemsthat face entrepreneursand their descriptionsd firms and marketsis

more recognisable than the perfectly competitive equilibrium modes o their purer
brethren.

The rdevance d the study of industrial economics for practising entrepreneurs and
studentsd entrepreneurshipistenuousfor a number o reasons. Thefirst d theseis
the lack o sympathy shown in Martin's text and the references he quotes for the
practical and emotiona problemsfacing an entrepreneur, and alack o acknowledg-
ment of the welfare-enhancing roled the innovator. Theimpression conveyed isthat
entrepreneurshipis, at best, a necessary evil but that entrepreneurswill, at the first
opportunity, conspirewith their fellowsagainst the general welfare.

The use o a linear demand curve in most of the analysisin Martin renders his
quantitative conclusionslargely valuelessto entrepreneurs, and may distort some of
his qualitativeconclusonsaswell. The total failureto include the magjor marketing
variablesin the analysisfurther reduces the practica valued Martin's work, and by
implication, that of IO theoristsgenerally.

On the other hand, most of the problemsdf 10 theory are presentedin Martin in af orm
which would permit of them being reworked under redistic assumptionsd demand
and market response. Classicd economicslargely logt its relevanceto the rea world
with theinvention o steam power: ironicaly, Boulton and Weait received their patent
on the condensing deam enginein the sameyear that Adam Smith's Wealth d Nati ons
wasfirg published. Thefirst mgor flawsin neoclassica economics were revealed by
the launch o the T-modd Ford in 1912, and the perfect market assumption was
renderedinvaid by General Motorsfrom 1923 and Procter and Gamblein the 1930s.

It is not clear what form of economy will ultimately replace the current innovation-
driven, entrepreneur-based ones at the vanguard o development, o thereisawindow
d opportunity during which economics, led in part by 10 theory, may catch up with
the real world again.
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