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Introduction

Corporate Entrepreneurship is important for compsamyofitability and
growth. Corporate Entrepreneurship refers to thesiies a firm undertakes to
stimulate innovation and encourage calculated raking throughout its
operations (Zahra, Filatotchev and Wright, 2009)ive@ its potential
contributions, scholars have identified varioustdex that promote Corporate
Entrepreneurship. Among the most important of tHastors is board support of
Corporate Entrepreneurship (Zahra 1996; Zatral, 2000, 2009). Despite its
relevance, prior studies have produced partialltedy focusing only on the
monitoring and control functions of boards (Keaaay Wright, 1993; Beuselinck
and Manigart, 2007; Scholest al, 2007). A board of directors has also an
entrepreneurial function in guiding managers toraase shareholders’ wealth
(Zzahra and Pearce 1989; Filatotchev and Wright 2Q@aneret al, 2007;
Brunningeet al, 2007; Zahreet al, 2009). A board can create new wealth by
ensuring that managers develop and pursue a \sataegy, working with them
to identify viable opportunities for growth and proting attention to Corporate
Entrepreneurship (Zahet al, 2009).

In this dissertation we propose to understand tbments that affect both
board functions and their impact on Corporate Em&eeurship. We highlight
two key variables that influence boards’ entrepueia function and their
involvement in Corporate Entrepreneurship: boardribates and major
shareholder type. To investigate how these elendnatss on role of board and
Corporate Entrepreneurship we apply agency theesgurce dependence theory
and social network theory.

Board attributes include composition, charactesststructure and process.
Board composition refers to the size of board dredrnix of inside and outside
directors. Characteristics consist of directorstkampound. and reflect the age,
educational background, value and experience ettlirs. Board structure covers
the number and types of committees, committee meshige the flow of
information among these committees and board IshgerProcess signifies the

approach that boards take in making their deciammhinvolves the frequency and
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length of meetings, CEO-board interface, the foityalf board proceedings and
the extent to which boards evaluate themselves. tAise influence the
entrepreneurial and monitoring roles of boards. &bwards may not always do a
good job in performing both roles and may suffenir poor board structure,
inappropriate composition or wrong processes (Zama Pearce, 1989). Prior
studies have investigated how board compositionluentes Corporate
Entrepreneurship (Zahra, 1996; Zaktaal, 2000). Less attention has been given
to evaluating the impact of characteristics, strteetand process. However,
researchers suggest that having a board with thet nmix of skills and
connections can improve Corporate Entrepreneusttipity (Zahraet al., 2009).
Researchers have also suggested that committemg, df information and
frequent meetings can improve the involvement adrtds in strategic decision
making (Zahra and Pearce, 1989). We propose tostigate how all these
attributes influence the role of boards in sustgjrCorporate Entrepreneurship.

Major shareholder type (La Portat al.,, 1999) affects Corporate
Entrepreneurship (Jensen and Meckling, 1976; Zal886; Zahraet al, 2000;
Munari et al, 2010). Agency theorists propose that large itoreshave a major
incentive to monitor CEO decisions and commitmerts Corporate
Entrepreneurship (Bird and Wiersema, 1996). Furtisecial network theory
suggests that board composition reflects the saweivork of the principal
stakeholder (Lynalét al, 2003). Therefore there is a strong relationf@fween
the mayor shareholder and the board’s role (Uhlabat, 2007). Scholars have
focused on the relationship between institutionatls ownership and Corporate
Entrepreneurship (Zahra, 1996; Zahea al, 2000) and on the relationship
between family or state ownership and the levehdirm’s R&D investments
(Munari et al, 2010). However, the results of these studiescantradictory. In
this work we would understand how different typésy@jor shareholders may
influence the entrepreneurial and monitoring fumtsi of boards and their impact
on Corporate Entrepreneurship.

The following figure (Figure 1) summarizes the feamork that has driven
our research on board attributes, major sharetwldand Corporate

Entrepreneurship.



Figure 1. The research framework
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In an attempt to analyze the influence of boardibattes and major
shareholders on board role in Corporate Entreprshgy we have structured our
work as follows. In the first chapter we introduttee concept of Corporate
Entrepreneurship and we describe the attributesbemdents that characterize the
phenomenon. In particular, we felt the need td firgestigate the historical origin
of the meaning of Corporate Entrepreneurship. Afesrognizing the field of
Corporate Entrepreneurship as the link betweeneprégneurship research and
corporate management, we discuss the main trai®ogforate Entrepreneurship
and the process through which a firm can nurtuesléivel of entrepreneurship.
We then focus on the “firm actors” that can conité to the diffusion of
entrepreneurship within the firm. After a briefeliaiture review on employees,
middle managers and top management contributions Qorporate
Entrepreneurship activities, we focus our attenbarthe true research interest of
this work: the investigation dfow board attributes and major shareholders can
influence a board’s role in Corporate Entreprenenups Thus, the second and
third chapters concern the literature review o$ #pecific stream of research and
the attempt to explain the causal link that birfussé elements. In particular, we
focus on each category of board attributes (contipasicharacteristics, structure



and process) and on the three different types gbmshareholder (family, other
corporation and state).

Finally, we attempt to support our discussion veithpirical evidence, using
a multiple case studies method. Thus, we havetséldour different firms, with
which we have conducted interviews. We have aldteced data from these
companies’ websites and from public reports. Thalyais of the data collected
provides empirical evidence that supports our theki particular, case study
analysis suggests that different major sharehold&ftaence boards’ role in
Corporate Entrepreneurship, particularly becaudgterdnt major shareholders

correspond to different board attributes.



Chapter 1. Corporate Entrepreneurship: concepts and

theories

1.1. The concept of Corporate Entrepreneurship: an

introduction

In recent years, the entrepreneurial capabilifRenfose, 1959) of corporate
organizations have become a very important topialisEussion both among
practitioners and academicians (Sharma and Chrish®®9). Several researchers
have suggested that the entrepreneurial attituideskaaking, innovativeness and
proactiveness (Miller, 1983) can be applied todbgporate process as well as to
new independent ventures (Covin and Slevin, 198b). this reason, several
authors have proposed to use the ter@orporate Entrepreneurship” to
indicate entrepreneurial behavior and the pursuéntrepreneurial opportunities
by existing firms (Burgelman, 1983a, b; Stevenson darillo, 1990; Zahra,
1993). Corporate Entrepreneurship may sound ligerdradiction in terms (Phan
et al, 2009); however, the main traits generally assediavith entrepreneurship -
as growth, profitability and innovation - are aldesirable for large corporations
(Stevenson and Jarillo, 1990). Researchers’ incrgasterest in this field in
recent years has produced a great deal of literatiuat attempts to explain
entrepreneurial activity in existing firms. Authotsave used terms such as
“corporate venturing” (Biggadike, 1979), “intrepeanring” (Pinchot, 1985),
“internal entrepreneurship” (Vesper, 1984), “stgate renewal” (Guth and
Ginsberg, 1990) to describe the development of besiness within established
firms and the renewal of the key ideas on whichanizations are built (Table 1).
Considering the definitions used in the literatasedescribed in Table 1 we can
observe that many researchers use different ternsexplain the same
phenomenon. Following Sharma and Chrisman (1999)cuwmesider that the
concept of Corporate Entrepreneurship encompasaay phenomena that prior
authors have considered separate. In particulboywimg these authors, we define

Corporate Entrepreneurship as the process wherehyiradividual or a group of
9



individuals, in association with an existing orgaration, create a new business

or originate a strategic renewal or an innovationitivin that organization.

Table 1. Existing definitions

Authors

Definitions of Corporate Entrepreneurship

Burgelman (1983)

Covin & Sievin (1991)

Guth & Ginsberg (1990)

Zahra (1995; 1996)

Corporate entrepreneurship refers to the processebly the
firms engage in diversification through internatel®epment.
Such diversification requires new resource cominnatio

extend the firm's activities in areas unrelatedmarrginally

corresponding opportunity set (p. 1349).

Corporate entrepreneurship involves extending tin@'s
domain of competence and corresponding opportusety
through internally generated new resource comlgnatip.

7. quoting Burgelman, 1984. p. 154).

phenomena and the processes surrounding thening bjrth
of new businesses within existing organizatiores, internal
innovation or venturing; and (2) the transformatiof
organizations through renewal of the key ideas bithvthey

are built, i.e. strategic renewal (p. 5).

Corporate entrepreneurship — the sum of a compd
innovation, renewal, and venturing efforts. Innowat
involves creating and introducing products, proaurct
processes, and organizational systems. Renewal s
revitalizing the company's operations by changhme scope
of its business, its competitive approaches or .bittlalso
means building or acquiring new capabilities anent
creatively leveraging them to add value for shaldsrs.
Venturing means that the firm will enter new busses by
expanding operations in existing or new market9%]%.
227; 1996, p.I715).

related, to its current domain of competence and

Corporate entrepreneurship encompasses two types of

ny's

ean

Definition of corporate venturing

Block & MacMillan (1993)

Ellis & Taylor (1987)

A project is a Corporate venture when it (a) ineslvan
activity new to the organization, (b) is initiated conducted
internally, (c) involves significantly higher risif failure or
large losses than the organization's ba.se busii@sss
characterized by greater uncertainty than the bas@ess,
(e) will be managed separately at some time dutsjfe,
(f) is undertaken for the purpose of increasingsaprofit,

productivity, or quality (p, 14).

Corporate venturing was postulated to pursue desgyaof
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un-relatedness to present activities, to adopsthecture of
an independent unit and to involve a process afrabing
and configuring novel resources (p, 528).

Definition of intrepreneuring

Nielson, Peters, & Hisrich (1985) Intrapreneurship is the development within a lafge
organization of internal markets and relatively Bnaand

independent units designed to create, internafifrtearket,
and expand improved and/or innovative staff sesjige
technologies or methods within the organizationisTis
different from the large organization
entrepreneurship/venture units whose purpose detelop

profitable positions in external markets (p. 181).

Intrapreneurs are any of the "dreamers who do.'s&heho
Pinchot Il (1985) take hands-on responsibility for creating innovatmf any
kind within an organization. They may be the crestor
inventors but are always ihe dreamers who figutehow to

tum an idea into a profitable reality (p. ix).

Definition of strategic renewal

Guth& Ginsburg (1990) Strategic renewal involves the creation of new teal
through new combinations of resources (p. 6).

Renewal means revitalizing a company's businessughr
Zahra (1993, 1995, 1996) inn.cwe.\ti.on and changing its con'ﬂpetitive profile. n@ans
revitalizing the company's operations by changhe scope
of its business, its competitive approaches or .bbtalso
means building or acquiring new capabilities anenth
creatively leveraging them to add value for shaldsrs.
(1995, p. 227; 1996, p. 1715).

Renewal has many facets, including the redefinitbrthe
business concept, reorganization and the introcluctf
system-wide changes for innovation ... . Renewatlseved
through the redefinition of a firm's mission thrbughe
creative redeployment of resources, leading to mnew
combinations of products and technologies (19932f),

Source: Our elaboration based on Sharma and Chrisman (1999)

It may be that the existence of different streamnsesearch and ambiguity
in the definition of Corporate Entrepreneurship #me result of the process
through which this field was born and developeddebd we maintain that
Corporate Entrepreneurship represents the linkay@den entrepreneurship and

corporate management research (Stevenson ana Ja880). In the next session,
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before entering into the heart of the Corporaterdpmeneurship field, we try to
briefly investigate the existence of this link aexplain how in this historical

period the construct of Corporate Entrepreneurship be appropriate to explain
the survival and growth of firms (Covin and Slevii991; Drucker, 1985;

Lumpkin and Dess, 1996; Miller, 1983; Zahra, 1988hraet al, 2009).

1.1.1. Corporate Entrepreneurship as the link among

entrepreneurship theory and corporate managemerit

Studies on entrepreneurship have a long histomgicp&arly because they
are very close to the theory of economic growth &mdhe development of
capitalisnf.

The first economist to ascribe to the entreprertber main role in the
development of economic society was Richard Canti{L680-1734) He argued
that the organizer of production is neither the eworf a firm nor the people that
provides work, but rather the entrepreneur. He rilestt the entrepreneur as the
“creator,” the “starter” with an uncertain incofe\fter him, Say (1767-1832)
resumed the discussion about entrepreneutshighe hundred years that separate
Cantillon and Say we find the development of thegllsh economics policy
school. Smith (1723-179D)and Ricardo (1772-1823)the main economists of

Y In this section we will make only brief mentions slaim to comprehensively deepen the
doctrinal evolution of a theme so vast.
2 Cft. Berta,L'imprenditore Venezia, Marsilio Editori, 2004.
% Cft. Luigi Enaudi,Introduzione a Richard CantillonSaggio sulla natura del commercio in
generaleg[1755], a cura di Sergio Cotta e Antonio Gioliffprino, Enaudi, 1974.
* Schumpeter write: “Cantillon had a clear concaptié the function of entrepreneur. It was quite
general, but he analyzed it with particular caretfe case of the farmer. The farmer pays out
contractual incomes, which are therefore “certaio”landlords and labors; he sell at price that are
“uncertain”. So do drapers and other “merchantsdytall commit themselves to certain payments
in expectation of uncertain receipts and are tleeefisk-bearing directors of production and
trade, competition tending to reduce their remuti@mato the normal value of their service”.
SchumpeterHistory of economic analysidNew York, Oxford University Press, 1954, cit. pag
222.
®«J.B. Say, moving along in the French traditiorasathe first to assign to the entrepreneur a
definite position in the schema of economic process contribution is summed up in the pithy
statement that the entrepreneur’s function is toliae the factors of production in to a producing
organism”. SchumpeteHistory of economic analysidlew York, Oxford University Press, 1954,
cit. page 555.
® Smith focused on the capital as the decisive elérmeaconomic development. He argued that
the function of entrepreneur was conflated witht thfathe capitalist. He viewed the profit that
12



this school, focused their attention on the avditgitof capital, denying any role
for the economic agent or the entrepreneur. Irbtieks ‘The wealth of natioris
(Smith, 1776) and Principles’ (Ricardo, 1817), we find thenanufacturer the
employer theundertaker and theprojector, but when authors introduce a strong
economic role they still refer to the capitdlisThe perspective of economic
policy is that firms require mainly capital to sive and grow. The governance of
the firm is a job like any other (Marx, 1818-1883and the profit that a firm
produces is a surplus for its employees. Marx,isnbook ‘Capital’, argues that
the capitalist takes part of the surplus distidoutbecause he has worked in the
firm, not because he is a capitalist (1867). Thenemic policy that was
developed in Grain Britain particularly lacks argrrh of subjectivism, and the
personal characteristics of individuals are naitesl to the firm development.

A different perspective was developed in Continenfrope. The
Frenchman Say and the Italian Gioja (1767-1829e@ghat the success of
industrial firms depends on the entrepreneurialitgbof the main agent of
productiorl. The entrepreneur may be endowed with the cafibibf judgment,
perseverance and firmness, and may be able to dtenievery step of the
production process. These authors, in contrasintgligh researchers, focus their
attention on the subjective characteristics offdeple who may govern firms.

Actually, at the middle of ‘800, even in the UKnse economists have
introduced a debate on the entrepreneur, basedh@ncdncept that for the

accrues to the entrepreneur not as a form of wegm@ from the execution of directorial duties,
but as the consequence of the level of the investmade.
’ Ricardo ignored the notion of entrepreneurial eleimén his writings. He expounded the basic
tenants of the capitalist system, describing ttiecefof market forces on capital. Ricardo (1962,
pages 112-4) argued that the role of a capitaigirominent in the working of economy, in the
sense that a capitalist moves his capital to newces of production in response to external
changes in the environment, such as trade opptesnshift in market demand, or the distressed
produced in an economy after a protracted periodaof
® “The role of manufacturer is to invest his capitathe business according to the demand of his
products. If demand falls off then he may dismm®s of his workman and cease to borrow from
the bankers and moneyed man. The reverse willdedke where the demand increase,” Ricardo
(1962), The Principles of Economy and Taxatipo#. page 49. The word undertaker, employer,
projector were used interchangeably with the temtnepreneur in the sense of an adventurer being
some who seeks occasion of hazard and puts himgéé hand of chance.
° See J.B. Say (1803), “A Treatise on Political Enog” and M. Gioja (1815-1819), “Nuovo
prospetto delle scienze economiche,” (1819), “Suftanifatture nazionali,” and (1822)
“L’ideologia.”
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generation of a surplus both capital and the kndgde that people have
accumulated in their careers are important. Thet ontribution on this topic is
Mill's (1806-1873}° position about profit. Mill argues that profit mube
separated into three different categories. The fgsthe remuneration for the
abstinence that the capitalist bears; the secotiteisesmuneration for risk-taking,
and the third is the remuneration for work done dod the capability of
supervision. The difference between remuneratioralistinence and profit is the
recompense for the entrepreneur. Mill bemoansable déf an appropriate term in
English; he uses the teramdertakerto designate a person who shares the risk of
the firm as well as the trouble of business.

However, is with the approach of Bagehot that thesiressman, the
entrepreneur, receives due focus. The author athaeshe entrepreneur became
the “motive power in the modern productidh’because he must decide which
goods should be produced and marketed. Bagehotiepeeneur works as a
general: he plans the operations, organizes fundssapervises production. This
relatively new position on entrepreneurship is altjua consequence of the
increasing complexity of business in recent yedre author believes that this
complexity requires the leadership of a single messman characterized by the
power of decision. Thus, Bagehot becomes one ofnidger exponents of the new
perspective of economic policy, in which the sing#ture of each economic actor
involved is considered as an important variableimderstanding the science of
business.

The evolution of economic policy thought from thengle figure of the
capitalist to the complex role of the entreprensuggests how each economic
theory is closely connected to the economic sogiplaf the period in which each
author lived®>. When businesses were relatively simple and aviias a enterprise
that belonged to a single person who provided ahpite role of the capitalist

was sufficient to account for the administratiorabfresources involved. With the

19 See J.S.Mills, (1848). “Principles of Politicaldomy.”

1 Walter BagehotEconomics Studiesn The Collected Works of Walter Bagehat cura di
Norman St. Jonh Stevas, vol. XI, London, The Ecosgrh978

12 Angelo Paganil.a formazione dell'imprenditorialitdyolume 22 di studi e ricerche di Scienze
Sociali, Edizioni di Comunita, 1964.
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increasing complexity and size of the firms anditfieoduction of different forms
of corporate governance, new figures and roles wexeaired. The entrepreneur
model of Say and Bagehot is only an example. Ssoaauthors have discussed
entrepreneurial function and about which figurethimi a firm would be able to
fulfill this role.

To this end, we like to mention the contributiorisMarshall (1842-1924)
and Sombart (1863-1941). Marshall wrote that theleyer (the entrepreneur) “is
the mastermind of the whol€” He is responsible for decision making about what
kinds of job have to be done, how, and by whom.dWall acknowledges that,
over time, entrepreneurial function has become nooraplex. This increasing
complexity has led to the delegation of entrepreaéwactivity to other firm
employees. Marshall recognizes in the manager ftgaregd most suitable
engineering firm activities. He places both thergmteneur and the managers at
the heart of the economics system, and identifiesiraber of figures that assist
the “employer” in his decision making and enginegractivities. Thus these
authors were among the first to note the increasapgration between governance
and control, and introduced the role of managernreehtrepreneurial activity to
bridge this gap.

After Marshall, Sombart considered the separatietwben entrepreneurial
function and “capitalist property,” which is a netliconsequence of the evolution
from individual firms to public companies. Sombatknowledges that the
capitalist is not always the figure on which theufe of the firm depends. Indeed,
to explain entrepreneurial function, Sombart idesithree different roles that
the modern captain of industry must carry out. Haglire corresponds to an ideal
character that is important for entrepreneurialivagt because in Sombart's
thinking, not all people have the characteristwdécome entrepreneurs. These
are (i) the entrepreneur-expert (ii) the entrepuemeerchant (iii) and the

entrepreneur-financi&t The entrepreneur of Sombart's time is often a

13 Marshall, The economics of industriyondon, Macmillan and Co., 1879, p.51.

14 W. Sombart wrote, “We may distinguish among thethree different types: the expert, the

merchant or the business man, and the financiez. éXpert centers his interest in his particular

product. He is definitely tied down to a singleforh of production, as is seen most clearly in the

case of entrepreneur who is also a technical ivefithe inventor-entrepreneur aims to bring
15



combination of two of these types. The particulambination depends on the
different opportunities that different branches lafsiness offer. For example,
Sombart write, “Industries requiring great mechahigorecision in the

manufacturing process are fertile soil for the ekpthe merchant thrives in
industries dominated by mass production; and thmanfiier exploits such
opportunities as the promotion of new railwadysWith Sombart we assist at an
integration of function and a democratization aé fanctions of command. The
“old single capitalist/entrepreneur” does not aately represent modern
entrepreneurial activity and does not explain wheslly, decides within an

organization.

Additionally Schumpeter (1883-1950), one of the tmamportant
researchers in the entrepreneurship field and titboa of “The Theory of
Economic Developmén{1961), recognized the ideal type of entreprenauhe
captain of industry. Schumpeter’'s entrepreneuroimpetely different from all
other capitalists. He exalts his individual quabtiand personal characteristics.
This, along with his behavior, breaks the equilibri of the market. The
entrepreneur has the function to carry out new doations®. The position that
such people have in a company does not matterolld be a manger, a member

of the board of directors, or a simple employeed As it is the carrying out of

about widespread adoption of his invention by poboiy on as large a scale as possible. The
merchant’s starting point is the market demandistaetermined to supply the products which he
considers most saleable. Anticipating future demandiich he stimulates with cleaver
propaganda, the ideal merchant creates wants aocequs to supply the means for their
satisfaction. The financier's important activity tise creation and accumulation of capital by
technical manipulation in the stock market. His rajppiate milieu is the capital market and his
creative powers are expressed in the promotioreaf companies or mergers, holding companies
and other financial aggregation&tonomic Life in the modern ageransaction Publishers, 2001,
page 20.
> W. SombartEconomic life in the modern agéransaction Publishers, 2001, page 21.
8 “The concept covers the following five cases: Thp introduction of new good [...] or of a new
quality of a good. (2) The introduction of a newthwal of production, that is one not yet tested by
experience in the branch of manufacture concenweith need by no means be founded upon a
discovery scientifically new [...]. (3) The openin§anew market, that is a market into which the
particular branch of manufacture of the countrgirestion has not previously entered, whether or
not this market has existed before. (4) The cortopfes new source of supply of raw materials or
half-manufactured goods [...]. (5) the carrying ofi new organization of any industry, like the
creation of a monopoly position[...] or the breakingof a monopoly position.” Schumpet&he
Theory of Economic DevelopmeNew York, Oxford University Press, 1961, page 66.
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new combinations that defines the entrepreneus, ot necessary for him to be
permanently connected with an individual firm. Thube requirements of
property and membership fail, as does the risk @apt. “Risk obviously
always falls on the owner of the means of producto of the money-capital
which was paid for them, hence never on the ergrequr as such. A shareholder
may be an entrepreneur. He may even owe to hisngo&dcontrolling interest the
power to act as an entrepreneur. Shareholders @emh®wvever, are never
entrepreneurs, but merely capitalists, who in aersition of their submitting to
certain risk participate in profif$” Furthermore, because being an entrepreneur is
not a profession and, as a rule, is not a lastoglition, entrepreneurs do not
form a social class. The entrepreneur of Schumgetera “creative soul” and is
an entrepreneur because he recognizes the potentiaéate new opportunities
and carries out innovation. The entrepreneur isnaovator, and profit is the
fundamental criterion in determining the innovatiaharacter of a new
combination. It represents the prize for the intiicbn of new combination. The
entrepreneur of Schumpeter is either the capitatist a manager. The
entrepreneurial class does not exist because estyrship is a temporary and
individual condition. Moreover the entrepreneur m®t involved in the
management of a firm; he is responsible for histioe.

While the approach of Schumpeter, still represémtsperspective of many
scholars in the field of entrepreneurship, it heseived a great deal of criticism.

Such authors as Cole, Redfithand Evans have argued that is essential to define

173, SchumpeterfThe Theory of Economic DevelopmeNew York, Oxford University Press,
1961, page 75. Knight has a different perspectiveisk component: “The responsibility and risk
of proprietorship is the essential attributes dfepreneurship. the entrepreneur is the ownerlof al
real wealth, and ownership involves, risk; the dimator make decision, but is the entrepreneurs
who accepts the consequences of decisions,” Saak . Knight,Risk Uncertainty and Profit,
Chicago University Press, Chicago, 1971 (first EaR1), page. 45. S. Bianchi Martini wrote, “Si
puo piu in particolare rilevare che, negtudidi impostazione quantitativda nozione di rischio
viene normalmente riferita a quelltuazioni aleatorienelle quali sia possibile determinare
(oggettivamente o, per taluni autori, anche soggettente) i risultati degli eventi possibili e le
connesse probabilita o, quanto meno, assimilargiribuzione di probabilita degli eventi” a
distribuzioni note nei parametri caratteristici. (@istribuzione normale” La politica dei rischi nel
sistema delle decisioni finanziarie d’aziend®96, Pisa, lIBorghetto. See also, Umberto Bertin
Introduzione allo studio dei rischi nell’economiaiendale Giuffre, Milano, 1987, Prefazione.
'8 F. RedlichEntrepreneurship in the Initial Stages of Indusigation (with special reference to
Germany) Weltwirtschaftliches Archiv, 75: 59-103 (195pp. 59- 62.
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entrepreneurship in reference to firm decisionsusThhese authors highlight the
role of the entrepreneur as decision-makeEntrepreneurial function is not
realized only with innovation, but also in directi@nd the decision-making
process. The entrepreneur is responsible for tretegic decisions of a firfh
Evans identified three different entrepreneuridesowithin the firm that can
correspond to different decision making processe Tirst is the “innovating
entrepreneur,” who decides how to combine meansraduction in new ways.
The second is the “managing entrepreneur,” whoiesarout the more routine
aspects of management. The last is the “controtimigepreneur,” who exercises
continuing control. “He gives the go-ahead or ttap ssignals to the innovating
entrepreneur or entrepreneurs in his organizatienapproves or disapproves of
the policies of the managing entrepreneur — sonestigoing so far as to oust the
managing entrepreneur or to spur him into becomiag innovating
entrepreneur. Each entrepreneur and sometimes all entrepret@yether must
make decisions about the choice of products, methofi production,
determination of the current input and output, sk and location of plants, the
mobility of investments, relations with competitormarketing procedures,
relations with the government, and relations betwagrepreneurs within a single
business. These decisions cannot be expectedttee lsame in all situations. This
highlights most complicated problem: there may barenthan one figure who
makes decisions within a firm.

Thus, Cole introduces the concept of the entrepiéseteam, defined as
“those who make, and are responsible for the sfi@atdecisions of a profit-
oriented enterprise” (Cole, 1959). Evans acknowdsdthat the three types of
entrepreneur can consist in one person as wetl ddgferent employees within an

organization. Dobb (1900-1976), a young Englishicad economist, also

9 Cole defines the entrepreneurial function as ‘ftlieposeful activity (including an integrated
sequence of decision) of an individual or groupas$ociated individuals, undertaken to initiate,
maintain, or aggrandize a profit-oriented busines# for the production or distribution of
economic goods and services.” A. Cdseisiness Enterprise in Its Social Setti@@mbridge MA,
Harvard University Press, 1959, page 233.

%0 Cole,Business Enterprise in its Social SettiG@mbridge MA, Harvard University Press, 1959.
2L G.H. EvansThe Entrepreuner and Economic Theory: a Historiaatl Analytical Approach
American Economic Review, May 1949, Vol. 39, Is8u@. 336-348.
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identified three different types of entreprenetne tindustrial,” the “financier,”
and the “commercial.” These functions are carriatifty a group of individuals
including a manager and a major shareholder.

In the same period the Italian tradition is coriccge on the concept of
‘soggetto economitd. Zappa and Pantaleoni argued that the entrepréseur
abstract figure that does not exist in a real fisna single person involved in the
governance and management of a company. Rather pepje are involved in
the organization and direction of the productiorgobds. Indeed, many subjects
within a single business have certain entrepreakgharacteristics. All people
with these characteristics become part of theggetto economicoThus, the
‘soggetto economica’epresents the group of people that actually medhe
“supreme power” in a firm (Onida, 1975), as theg anajor shareholders, or
financiers or they have some business relationsftip the firmf>. It is the organ
in which the power of decision is centralized. Hoairce of its power the capital
but this does not correspond with the supremaowofers. Soggetto economico’
is represented by the major shareholders that dsnrtajority of voting stock.
Masin?* defined soggetto economicoas the group of people that holds the
interest of the development and growth of a firmg encludes those responsible

for the management of the firm. It must make deaisiabout strategy and the

22 Cavalieri and Franceschi (2010) wrote, “L’econoraidendale classica in Italia fin dalle sue
origini ha affrontato la problematica del soggettmnomico e del soggetto giuridico individuando
il primo in base al criterio della prevalenza detkresse, a suo tempo richiamato da Zappa (1956,
I, page 86): ‘ll soggetto economico ce esercitaoitrollo dell’azienda €& la persona fisica o il
gruppo delle persone nel cui prevalente interéageehda € amministrata.’ Il primo aspetto su cui
la predetta concezione si sofferma riguarda la ss@t@eche ogni combinazione economica esista
una persona fisica 0 comunque una entita unitana eserciti il controllo delle sue scelte
fondamentali, la governi, la indirizzi, le imprintguel moto che & condizione indispensabile per
confrontarsi con il dinamismo dei mercati e dellldente.” Economia Aziendalévol. 1, Torino,
Giappichelli Editore, page 81. Bertini (1994) s&sgjgetto economico’ as “un’oligarchia formata
dagli esponenti piu rappresentativi del capitaléae dirigenti di grado piu elevato.” Il sistema
d'azienda. Schema di analisi, Torino, Giappich&lllitore, page 26. Cavalieri and Franceschi
(2010: 84) argued on this perspective, “[Bertiriasta al criterio della prevalenza dell'interesse
un altro importante criterio: quello della competarprofessionale e della disponibilita delle
informazioni indispensabili per manovrare consajreeote le leve del governo aziendale”.
% Amaduzzi,L’azienda nel suo sistema e nell'ordine delle steazionj 1978. Page 65.
24 This definition is in accord with the view of thethors about firms. Indeed he defines a firm as
an economic institute in which converge a lot akiast. Actually, the aim of the firm is the
satisfaction of internal interest of people invalvia the governance of the firm. Masiria
struttura dell'impresaMilano, Giuffre, 1964.
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renewal of the organization. It is the figure tbatns the control function of the
managers of the firm. Giannessi (1979) considdnedsbggetto economicad be
responsible for the success or failure of a firmepresents not only those who
invest capital and take the risks but also those wrheate combinations, decide
about operations, and bear the consequences @& tleessionS. Thus, concepts
of the entrepreneurial team, definitions ofoggetto economicaand the three
different conceptualizations of the entreprenewehia common the fact that it is
difficult to trace to a single person the carryog of all entrepreneurial function.
In particular, with increasing firm size and thekion of a more organized form
of capitalism, the success or failure of the emgepur and his firm depends less
on his personal characteristics or his capabititgiscover opportunity. The firm
leader is still involved in the decision making gess, but in different way. Now
the firm leader is not free to make decisions werkdly, but must consider the
ideas and work of his colleagues. The adoptionnofovation was a special
function of prior entrepreneurs. Today innovatistimposed by the engineers of a
firm or by other employees who are able to discavew opportunities in the
market or new ways to combine means of productsmi@mpeter, 1929).

In the second half of the twentieth century theurfeggof the entrepreneur
weakened further, and was difficult to recognizéhimi the firm. In the USA, this
perspective was already widely diffused by the beigig of the twentieth century.
Taylor's about the exclusion of any form of perdmaion and the search for
firm success in a series of organizational rule$ aiministration behavior were
the main traits by which the transformation of #merican firm was analyzed.
Like Schumpeter, Taylor focused on innovation. Hegrein this new perspective
innovation is the result of organization. “In thaspthe man has been first; in the

future the system must be first,” Taylor wrote ihht Principles of Scientific

% “Giannessi rileva che il soggetto economico & icpler conto del quale si svolge I'attivita
aziendale e, soffermandosi sul compenso che ad @sspete per lattivita svolta, compenso
sempre proporzionale ai risultati che sono stajgiunti, osserva che tale soggetto non e soltanto
colui che investe il proprio capital esponendolasahio di perdita, ma in genere, chi da vita alla
coordinazione economica, determina le linee opardtindamentali e ne subisce le conseguenze,
cioe si assume il rischio economico.” Cavalieri &ndnceschi (2010: 83).
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Managemerit (1911). The systefi is directed by management, which is
responsible for the direction of the firm and is,Tiaylor view, the real author of
the organization. Management is a sort of “corgomhovator” that changes and
revolutionizes work, thinking, and the planning fofm activity?”. Thus, these
considerations lead to a critical question: whatthe real function of the
entrepreneur in this kind of firm? (Veblen, 190Zhis question is particular
relevant, as the perspective of scientific managenassigns to management
governance and control of the firm.

We can understand the position of Taylor and Anagrischolars, in
considering the evolution of corporate governaiicst in the USA and then in
the rest of the worfd. In the beginning of nineteenth century, entrepues were
able to manage their businesses by making use ftdrefit models of the
governance system. None allowed the guaranty ofddviability for the debt of
the firm, so the interest of a possible sharehoidehe firm was limited. As a
consequence, in this kind of company, the capitalisl the manager overlap in
the figure of entrepreneur. This changed in theoséchalf of the nineteenth
century, when new laws allowed entrepreneurs taterentities with legal status.
These companies could undertake rights and redphbinss that previously only
individuals could assume. This was a very imporpagicial innovation because it
allowed shareholders the guaranty of limited ligpidnd provided entrepreneurs
with easier acquisition of the financial resourceseful to feed the growth and

development of firms.

% Jtalian research is characterized for a great rermolb contributes on system theory of the firm.
Bertini (1994) wrote, “ll carattere sistematico lglienda dipende dalla stessa natura delle
operazioni di gestione che risultano intimamengate tra loro da un rapporto del tipo ‘da causa
ad effetto’. Nel loro insieme tutte le manifestam@odel mondo aziendale costituiscono un corpo
unico di fenomeni retti da leggi identiche e oréntda fini comuni. Si delinea pertanto una
struttura di ordine superiore alla quale & possildare il nome di sistemall’ sistema aziendale
delle idee page 16.

%" This definition of management is completely diéet from the meaning that European scholars
attributed to it at the beginning of the twentietintury. Berta wrote: “Nulla di piu lontano, percio
dal management inteso come gestione consuetudidalianpresa, come routine, come prassi
amministrativa consolidata o neutra gestione dbusiness, secondo I'uso che di questo termine
era invalso in Europa.” ih'imprenditore Un Enigma tra Economia e Stori&enezia, Marsilio
Editori, 2004, page 79.

28 7attoni,Assetti Proprietari e Corporate Governanddilano: Egea, 2006.
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At the beginning of twentieth century, another mawent contributed to
the evolution of corporate governance field. SommeAcan and English
companies decided to list their stocks in the seahange market. This decision
had two important effects. First, the number ofrehalders that owned stock in
these companies increased considerably. Second, lithe between the
shareholders and the entrepreneurs and managérdirieted these companies
become less intense. Thus, listing in the stockamge was related to the birth of
the modern public company. The main charactertisuch a company is the
separation between who grants capital — the shiketso- and who manages and
controls the firm — the management. The birth @f plublic company began the
phenomenon of separation between ownership andotortn interest study
conducted by Berle and Means in the early 1930thenUSA confirmed the
importance of the phenomenon. Analyzing the ownprstructure of three large
American corporations in 1929, they found that ache company, the major
shareholder owned less than one percent of the aoyigp stock. These data
suggest how the life of a firm, in the beginninglod twentieth century, depended
on the decisions of the people who managed the aowmpthe person who
directed the firm or served on the board, is arslananger did not own stock in
the firm.

The separation between ownership and control gavdet of power to
management and debunks the myths of the autononay sifgle entrepreneur.
Thus, in the middle of the twentieth century, calsim underwent a managerial
transformation, in which managers became most atitheepresentation. This
transformation was interpreted in different ways dfferent scholars. Some
researchers considered the advent of large corporas the beginning of the
bureaucratization pattern of the economy. Otherdggd the “managerial
revolution” to be the apex of economic developménte of the most important
supporters of this perspective is Peter F. Druckbn defined management as the
organ responsible for the “policy making” processcduse it is the organ that

decides “in which mode the things should be ddh&anagement is responsible

29 Drucker taught that management is “a liberal ahtl he infused his management advice with
interdisciplinary lessons from history, sociologgychology, philosophy, culture and religion. He
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for the strategic development of the firm, for renewal, and for its growth.
Drucker identified three different responsibilitie$ a firm's top management
team: (i) to make decision about what kind of attithe firm should be involved
in and in what products and markets; (ii) to makeision about how to allocate
human resources within the firm to achieve goodoperance; (iii) and to ensure
the continuity of firm life.

Thus, in this perspective, entrepreneurial funci®m consequence of the
cooperation of the whole company. In a large capon, ideas come from the
group of people that work within the firm. They repent the great expression of
the group of people involved in the direction of firm®°. Ferrero (1987) argued
that top management must manage business operatmohexplore and exploit
market opportunities. Chandler, in two importantok® about the history of
management, found in executives the great expressioentrepreneurship.
Chandler argued that entrepreneurial function csaf the capability to make
strategic decisions and manage firm resources péeiment long term plans. This
is the responsibility of top management. Obviouglgrticipation in ownership
and the consequences of risk-taking still represeafliow shareholders to be

considered as part of the “entrepreneurial subj@gttini, 19955%. However, it is

also believed strongly that all institutions, irdilng those in the private sector, have a
responsibility to the whole of society. “The fast”i Drucker wrote in his 197B8lanagement:
Tasks, Responsibilities, Practigéthat in modern society there is no other lealdiprgroup but
managers. If the managers of our major instituticarsd especially of business, do not take
responsibility for the common good, no one elseaawill.” page, 325.
% Bjanchi Martini (2009) wrote, “In termini econonsi@ziendali possiamo affermare che il
processo di governo, pur nella sua articolata c@mpmme e nella relazione dinamica tra schemi
mentali individuali e mappe cognitive collettivepBentate e sorretto da un insieme, normalmente
abbastanza circoscritto di idée guida. Le idee ayudno idee dominanti che tratteggiano gli
orientamenti alla base della logica di governo, ggmiosi come bussola per le decisioni e, se
adeguatamente comunicate e fatte proprio dal séstemano, come catalizzatore delle energie
umane. Le idee guida si articolano ai diversi livé¢ll’'organizzazione."Introduzione all’analisi
strategica Torino, Giappichelli. Concerning the role of ide&ertini (1995) wrote, “ Sebbene
siano le idee imprenditoriali a caratterizzare éstgpne in senso politico e quelle manageriali e
esecutive a definirla in senso operativo, I'ecorgitdiaziendale dipende globalmente da queste tre
classi di idee, in quanto tutte ugualmente funZioala vita del sistema.’Scritti di politica
aziendale Torino, Giappichelli.
31 U. Bertini (1995) wrote, “Riesce difficile defimiruno schema in cui la qualifica imprenditoriale
venga attribuita a determinati soggetti e quellanaggriale a determinati altri, in modo
inequivocabile; altrettanto, e forse ancora di gilia delimitazione dei rispettivi compiti in modo
appropriato. Si & detto infatti che sia il capitdicomando, sia la direzione aziendale, unitamente
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not sufficient to exhaust the flow of entreprenaurfunction. Being an

entrepreneur means managing change and innovatioh i the modern

corporation, there are many subjects involved ies¢htasks. Thus, the key
concept of this new perspective is the distributioin entrepreneurial tasks
between different bodies of top management. Easthas its origin in the main
characteristics that were usually attributed toghtepreneur: (i) contributions in
ownership; (ii) contributions in free businessiatives; (iii) and contributions in

directional-organizational activities (Ferrero, 896Invernizzi, 1993; Bertini,

1993; 1995).

Considering the diffusion of entrepreneurial tasksany authors have
abandoned the concept of the entrepreneur, intnogluastead the concept of
entrepreneurship. And since the entrepreneur’orespilities may be carried out
by different subjects within firm, it would be mocerrect to speak aorporate
Entrepreneurship (Burgelman, 1983, Stevenson and Jarillo, 1990, Zd993;
1996). Corporate Entrepreneurship refers to thartsfbf corporations to generate
new business, to introduce products or processvatiomn, and to strategically
renew the firm (Sharma and Chrisman, 1999). Cotpdeatrepreneurship refers
to the activities a firm undertakes to stimulatenawation and encourage
calculated risk taking throughout its operationah@, Filatotchev and Wright,
2009). It is the result of the related entrepremuactivities undertaken by
multiple firm participants (Bergelman, 1983).

Thus, Corporate Entrepreneurship involves the gpdiion of several
subjects in entrepreneurial activity and consedyehe loss of the individual
dimension of entrepreneurship. According to Stesanand Jarillo (1990) the
field of Corporate Entrepreneurship can contribute theory about

alle forze politico-sociali condizionanti I'aziendappartengono all'area del potere aziendale: cid
anche in relazione al fatto che oggi imprenditarfipin senso classico, cosi come alti dirigenti
puri, non esistono piu. In pratica molti ‘imprerddit finiscono per svolgere funzioni manageriali e
molti ‘manager’ debbono cimentarsi nella soluziatieproblemi imprenditoriali. E siccome il
capitale di rischio pur sempre la primaria fontgatere aziendale, molti dirigenti, specialmente
nelle aziende di medie dimensioni, finiscono pdtosarivere partecipazioni minoritarie al solo
scopo di rafforzare la propria posizione di cotraulla gestione. Si hanno cosi non di rado figure
di ‘imprenditori-manager’ e ‘manager-imprenditdti.’Scritti di Politica Aziendale Torino,
Giappichelli Editore.
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entrepreneurship and corporate management, andndinoh the innovative
behaviour of the whole firm a source of developmantd growth for the

company.

1.1.2. The main traits of Corporate entrepreneurship

Entrepreneurship involves the identification of ketropportunities and the
creation of combinations of resources to pursumt{techumpeter, 1934; Kirzner,
1973; Guth and Ginsberg, 1990). The strategy tieeaidentifies three types of
Corporate Entrepreneurship (Stopford and BadeneFull994). One is the
creation of new business within an existing orgaman. Literature calls this
phenomenon corporate venturing or intrapreneur@ypgelman, 1983; Pinchot;
1985; Block and MacMillan, 1993). Another is thrarisformation or strategic
renewal of existing organizations (Kanter, 1983)eTast is the changing of the
“rules of competition” for the industry, as suggesby Schumpeter (1934).

Scholars have argued that each type of Corporateefiteneurship has
different characteristics that require separatesiciemations (Guth and Ginsberg,
1990). In particular, corporate venturing is theufe of an entrepreneurial group
of individuals inside an organization that is cdpadf persuading others to alter
their behavior, thus influencing the creation ofwneorporate resources
(Burgelman 1983). This follows from innovations tthexploit new markets or
new product offerings, or both (Sharma and Chris809). It is a special mode
of entrepreneurial development that is able to gerenew activities, exploiting
all firm competencies (Invernizat al, 1988). These venturing efforts may or
may not lead to the formation of new organizatiodizisions, that are distinct
from the existing organization in structural megni(6harma and Chrisman,
1999).

Strategic renewal refers to the revitalizing ofranfthrough innovation and
changing its competitive profile. It means refregshthe company’s activity by
changing the scope of its business, its competdipproaches, or both. It also
means building or acquiring new capabilities amibiratively leveraging them to
add value for shareholders (Zahra 1995; 1996).tedfia renewal is achieved
through the redefinition of the business conceput fam’s mission through the
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reorganization and introduction of system-wide demfor innovation (Zahra,
1993). These changes alter pre-existing relatigsshiithin the firm or between
the firm and its environment and in most cases wllolve some sort of
innovation (Sharma and Chrisman, 1999).

The last type, changing the rules of competiti@fiers to an organization
that introduces an innovation that is able to braa# change the “game rules”
(Schumpeter, 1934; Stevenson and Gumpert, 1986anita consequence of the
capabilities of an entrepreneurial firm to deteod dill gaps between what
markets really desire and what the organizatiomeculy offers, and exploring
and exploiting the entrepreneurial capabilitieg #dst in the market (Hukt al,
2003). In this case, the entrepreneurial behaviarfom must transform not only
the enterprise but also the competitive environn@nindustry into something
significantly different from what it was (Stopfoeshd Baden Fuller, 1994).

Figure 1. The three types of Corporate Entrepreneurship

Corporate
Entrepreneurship

Corporate Strategic
Venturing Renewal Innovation

Reference. Adapted from Sharma and Chrisman, 1999

These different types of entrepreneurship can exighe same firm at the
same time. Moreover, all types, even if with som#erknces, have some
characteristics in common (Stopford and Baden-Fulle94). First of all, many
authors have argued that all kinds of entreprehgurare based on innovations
that require changes in the pattern of resourcéoge@nt and the creation of new

capabilities (Baumol, 1986; Sirmoet al, 2007). Moreover literature on
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entrepreneurship suggests five attributes commati tgpes of entrepreneurship.
They are:

* Proactiveness;

* Aspirations beyond current capabilities;

* Team orientation;

« Capabilities to resolve dilemma;

» Learning capabilities.

The first attribute discussed by researchergractiveness(Miller and
Friesen, 1978). “Individual entrepreneurialism ssa@ciate in the literature with
freedom to conduct experiments (Handy, 1989), anéwal with more extensive
experimentation by groups. Likewise, the idea a@infe-breaking innovation,
albeit sketchy in the literature, is essentiallcaassful experimental behavior
(Hisrich and Peters, 1986) by the whole organinatiénlike Miller (1983), we do
not regard proactiveness as necessarily meanimg blee first in an industry to
do something. Firms can be proactive in renewakmtimney borrow others' ideas
as a means of breaking from past behaviors” (Stdpdmd Baden-Fuller, 1994:
523). Entrepreneurial organizations must be simultangoushovative and
financially risk-averse, and must spread and minémiisks by initiating many
different projects (Stevenson and Gumpert, 1985wéVer, this proactive
behavior does not mean taking high risks withoytfanm of convenience.

The second attribute iaspirations beyond current capability, which
indicates the aim of continuous improvement by ifigdbetter combinations of
resources. Stevenson and Jarillo (1990) defina@@mneurship as the process by
which individuals pursue opportunities without reydor the resources they
currently control. This attribute is essential ézk industry leadership and frame-
breaking change (Hamel and Prahalad, 1989).

The third attribute ideam orientation, which highlights the crucial role
that top and middle managers must play in promading supporting innovative
ideas and creative individuals (Bower, 1970; Hoynebal, 2002; Zahra 1996).
In the rest of this work we will analyze this dttrite, concentrating especially on

the board’s role in sustaining and promoting Casg®@Entrepreneurship. Scholars
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argued that 'vertical' teams can help improve bd#tision making and
implementation.

The fourth and fifth attributes proposed by Stogf@and Baden-Fuller
(1994) are thecapabilities to resolve dilemmas and learning capalty . The
first refers to the aspiration of a firm to surmouwhallenges that previously
appeared impossible to renew the organization drodoce a disruptive
innovation (Hampden-Turner, 1990). The second deatning capability, is
generally ignored in the entrepreneurship field.wdeer it seems to be an
essential entrepreneurial skills because the chiyalbo explore and exploit
market opportunities is reliant on practice andultss from training and
experience accumulated over time (Stevenson arilb,Jd990; Senge 199%)
For this reason, firms that extensively developpOaate Entrepreneurship can be
expected to make a sustained investment in thaikeaenvironment (Stopford
and Baden-Fuller, 1994).

Following this review of the common traits of diféat forms of Corporate
Entrepreneurship, one more question must be redolwehat must an
entrepreneurial firm do to acquire these attribkitéée can easily answer this
question by considering the paper of Shane and atar&kman (2000), who
argued that to have entrepreneurship, entreprexleapportunities were first
required. Thus, a firm characterized by all theggbates is entrepreneurial. In
other words, it is able to pursue entrepreneurgootunities. Casson (1982)
defined entrepreneurial opportunities as situationg/hich new goods, services

and organization methods can be introduced and ao&d price higher than the

%2 Bianchi Martini (2010) wrote, “[& importante] acowre allo stretto legame che esiste tra
“apprendimento”, “affermazione di nuove idée” edrfovazione imprenditoriale”. Se intendiamo
infatti I'apprendimento non come passivo assorbimesi conoscenze, ma piuttosto nel suo
moderno significato di learning, si puo intendevestesso come un processo attivo che implica
sperimentazione ed uso creativo dell’esperienzettdired indiretta.”Introduzione all'analisi
strategica cit. page 30. Concerning this point, Warglien 9P wrote: “[Apprendere] non
significa soltanto accrescere il proprio repertadioconoscenze, ma anche mettere in moto un
processo di esplorazione di nuove alternative autivi comportamenti, di ricombinazione del
proprio patrimonio conoscitivo, di attivazione diave esperienze. Il processo innovativo, quindi,
se da un lato €& debitore dei risultati passatiajgrendimento, che costituisce la materia gremza s
Cui essa opera, appare per un altro verso unordeesgsi del ciclo dellapprendimento stesso.”
Innovazione ed impresa evolutivBrocessi di scoperta e apprendimento di un sistdimmautines
Padova, Cedam, cit. page 10.
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cost of production. Although their recognition is saibjective process, the
opportunities themselves are objective phenomeatantfay not be known to all
people at all times. For example, Smartphone hes&ed many opportunities for
service providers, whether or not people are alde discover them.
Entrepreneurial opportunities differ from other oppnities for profit. The latter
group has the aim to enhance the efficiency oftexjsgoods, services and
organization methods; entrepreneurial opporturitiemstead require new
combinations of means or new action strategies USgpeter, 1934; Kirzner,
1973). Prior research has shown that entrepredeapjzortunities exist because
different people have different beliefs about thelue of resources and the
potential to transform them into a different staidis leads people to make
different assumptions about the price at which adgecan be sold or about what
new markets could be created in the future (Schtenpel934). An
entrepreneurial discovery occurs when someone cmgs that a set of resources
could be used better (Shane and Venkataraman, .200@his conjecture is
correct, people (a firm) can earn entrepreneunafitp Thus, the existence of
entrepreneurial opportunities depends on asymrsetoé information and
differing belief$*.

The existence of entrepreneurial opportunitiesasa sufficient condition
for Corporate Entrepreneurship. Entrepreneurstapires action (McMullen and
Sheperd, 2006). The second important step is theodery and exploitation of

entrepreneurial opportunity (March, 1991). Onlyhis step is carried out can we

% Shane and Venkataraman wrote, “Entrepreneuriabrppities come in a variety of forms.
Although the focus in most prior research has beenopportunities in product markets
(Venkataraman, 1997) opportunities also exist atdies market, as in the case of discovery of new
materials (Schumpeter, 1934). Moreover, within picidnarket entrepreneurship Druker (1985)
has described three different categories of oppii#s: (1) the creation of new information, as
occurs with the invention of new technologies; (2% exploration of market inefficiencies that
result from information asymmetry, as occurs actoss and geography; and (3) the reaction to
shifts in the relative cost and benefits of altéiseauses for resources, as occurs with political,
regulatory, or demographic change3fie promise of entrepreneurship as a field of regga
Academy of Management Review, 2000.
% Different beliefs are a consequence of the faat {reople make decisions on the basis of
hunches, intuition, and accurate or inaccuraterinédion which can cause incorrect decisions
(Kirzner, 1973). Asymmetries of information are ansequence of a continuous state of
disequilibrium in which economies operate and apdrfect distribution of information about
technological, political, social and regulatory ohas (Schumpeter, 1934).
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speak about an entrepreneurial firm. Pursuing preéreurial opportunities

constitutes the core of Corporate Entrepreneursidm entrepreneurial

organization is one that pursues opportunities,andigss of the resources
currently controlled, or the success or failuretlod initiative (Stevenson and
Jarillo, 1990). Thus, an environment that fosteesdetection of opportunities, the
motivation to pursue them, and their facilitatiore ahree key parameters of
entrepreneurial behavior.

The impact of Corporate Entrepreneurship on firfipability and growth
(zahraet al, 2009) has attracted researchers to investigeeotganizational
factors that can promote or obstruct entreprenkedrénavior and thus, the
exploration and exploitation of entrepreneurial @ppnity (Zahra, 1991; Zahra
and Covin, 1995). Recent research appears to cemtieve factors that can affect
a company’s pursuit of Corporate Entrepreneurdtgoiisbyet al, 2002).

The first dimension is thavailability of resources for entrepreneurial
activity. Employees must perceive the availabitifyesources in order to feel free
to pursue innovative activities. Resources areyaekement for the exploitation of
opportunities. Thus, individuals within an orgamiaa must have the time,
knowledge, budget, information and other importamésources for
experimentation and risk-taking behaviors (Burgelnaad Sayles, 1986; Slevin
and Covin, 1997). To consider acting in entrepreaéways employees must
perceive that resources are accessible for Comdtatrepreneurship activities
(Pinchot, 1985; Kreiseet al, 2002). For new and innovative ideas, individuals
require time to develop their ideas. Organizati@mould be reasonable in
assigning employees workloads and allow employeesk wvith each other on
long term projects. In an entrepreneurial work smwinent, employees are
allowed to conduct creative and entrepreneurialkearents in order to exploit
new opportunities (Morris, 1998).

The second factor is the presence ofs@pportive organizational
structure (Guth and Ginsberg, 1990; Covin and Slevin, 1%#hra, 1991, 1993;
Hornsby et al, 1993). A supportive organizational structure juleg the
administrative mechanism by which ideas are evatyjathosen and implemented
(Burgelman and Sayles, 1986; Goosen 2002). Orgamisashould avoid having
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standard operating procedures for all major aspetiebs and should reduce
dependence on job descriptions and rigid performatandards (Kuratket al,
1990; Hornshyet al, 2002).

The third dimension isrisk taking, which indicates management’s
willingness to take risks and show tolerance fdatesl failure. This is a very
important dimension because, despite the potentiantributions of
entrepreneurial activities to value creation, mamagnt may not support them.
Careerism and short term-based reward systems magudage management's
pursuits of corporate entrepreneurship (Jacobs]l)198Ithough investors can
usually reduce their risk by holding diversifiedah portfolios, top management
cannot always diversify their risk, and some entapurial activities have a high
probability of failure (Zahra and Covin, 1995), whican depress a company's
short-term performance and decrease executive awapen. As entrepreneurial
failures can also damage executives' reputatiorts ianrease their risk of
unemployment, managerial risk aversion may occwh(d, 1996). Thus, it is
important for Corporate Entrepreneurship that tgmagement be willing to take
moderate risks.

The fourth factor is theappropriate use of rewards (Sykes, 1992;
Barringer and Milkovic, 1998). Rewards can increabe motivation of
individuals to engage in innovative, proactive amoderate risk-taking behaviors.
An effective reward system that spurs entrepreaéwctivity must consider
goals, provide feedback, and emphasize individaapaonsibilities. The use of
appropriate rewards can also enhance mangershgkiss to assume the risk
associated with entrepreneurial activity.

The last important dimension management support the willingness of
managers to facilitate and promote entreprenewattlities in the firm. This
support can take many forms including championmgpvative ideas, providing
necessary resources or expertise, or institutioinglithe entrepreneurial activity
within the firm’s system and process (StevensonJardlo, 1990; Kuratket al,
1993; Pearcet al, 1997; Hornsbyet al, 2002). This dimension has received a
great deal of attention in the literature. Many ddals have highlighted

management support as one of most important faéborpromoting Corporate
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Entrepreneurship (Zahra 1996; Zataal, 2000, 2009). Success in Corporate
Entrepreneurship requires strong managerial suppod the creation of an
organizational context in which innovations carré@ase (Covin and Slevin, 1991,
Kuratko et al, 1997). In the next chapters we carefully analyge dimension,
focusing on the board’s role in sustaining CorpoEantrepreneurship.

A large body of research has been produced in tg@ars in the field of
Corporate Entrepreneurship. Scholars have found ymantecedents and
consequences in the formation of an entrepreneiumas. It is not the aim of this
dissertation to analyze all the literature in tieddf of Corporate Entrepreneurship,
however, following Guth and Ginsberg (1990) we s four classes of
contributions in the Corporate Entrepreneurshgrditure. The first focused on the
influence of environment on Corporate Entreprerf@prsThe main finding on
this topic is that a strong and dynamic environmeositively influences
innovativeness and entrepreneurship within the fitiler, 1983; Sharma and
Vredenburg, 1998; Dibrekt al, 2011). Industry structure affects opportunities
for successful new product development (Cooper,9L9For example Zahra
(1996) found that industries vary considerablyheit technological opportunities
(Geroski, 1990), (that is an executive's percegtioinhis firm’s ability to support
and generate growth opportunities through produnt process innovations).
Industries with high levels of perceived technobtadjiopportunities are usually
characterized by rapid and frequent product andga® technology introductions
and high levels of R&D spending and patenting. Gosely, industries low in
technological opportunities are usually limitedteir growth potential and report
modest levels of R&D investment. Other scholarsehfound that competitive
intensity, technological change, and product mad@&mnain evolution can be
conducive to the emergence of entrepreneurial appibies. These particular
environment conditions are positively related te pinobability that organizational
members will recognize entrepreneurial opportusifleclandet al, 2009).

The second area of contributions that we want wedme deals with the
influence of strategic leaders on corporate engreguirship. Many scholars have
argued that the level of Corporate Entrepreneunsgihiipin a firm depends on the

characteristics, values, beliefs and vision of rtretrategic leaders (Guth and
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Ginsberg, 1990; Zahra, 1996; Zalataal, 2000;Gabrielsson andVinlund, 2000;
Zahraet al, 2009). The main contribution of this area ist theanagement style
affects the level and performance of new corporaptures (Kanter, 1983).
However, Porter highlighted the importance of cdaesng the influence of
governance and ownership on Corporate Entrepremeuras it can involve
opposite interest of different people within a fir@ther scholars have found that
top management, particulary the board of directans affect the strategy of a
firm (Friegener, 2005). Boards influence strateggirectly through “decision
control” activities such as evaluating past deadisionade by top management,
performing high-level reviews of strategic planadamonitoring executive and
firm performance (Fama & Jensen, 1983). Boards alan influence strategy
through “decision management” activities such dgyrag strategic proposals,
asking probing questions about important issues hafping to formulate, assess,
and decide upon strategic alternatives (Judge aithadnl, 1992). This field of
research is quite large; in the next chapter weentboroughly investigate the
important link between Corporate Entrepreneursinigp the role of the board of
directors.

The third area of research concerns the influedcarganization form on
Corporate Entrepreneurship. Bureaucratic structares management processes
are considered barries to innovation and changeirwdrganizations. Desst al
(1999) argued that designing organizations thatigedinternal boundaries is
critical for successful Corporate Entrepreneurshiptablished companies must
modernize their bureaucratic structure and prosessfich can lead to slow
decision making and an inability to adapt to neviuaions, find new
combinations of resources and exploit new entreqareal opportunities (Hammer
and Champy, 1994; Schmeltet al, 2010). Firms must create organizational
architectures in which entrepreneurial initiativiésurish spontaneously (Miles
and Snow, 1978). Creating an effective architecisiaten the most difficult part
of crafting a successful Corporate Entrepreneur8Bgyvin 2002).

The last area of research focuses on the relaipristtween Corporate
Entrepreneurship and performance. In this fielddhare stream two different

lines of contribution. The first regards the studythe influence of organizational
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performance on Corporate Entrepreneurship. Schbkars argued that successful
firms make more radical and more frequent produadt @rocess innovations than
unsuccessful firms (Mansfield, 1963; Knight, 196The second concerns the
influence of Corporate Entrepreneurship on firmfganance. Empirical studies
have largely found that firms with greater entr@engial orientation perform
better (Zahra, 1991; Zahra and Covin, 1995; Wik|ut@99). Covin and Slevin
(1991) suggested that growing interest in the staflyentrepreneurship is a
response to the belief that such activity can leadmproved performance in
established organizations. Peters and Waterman2)1f@8ind that undertaking
Corporate Entrepreneurship activity can improve amgany’s financial
performance. Similarly, Zahrat al. (2000) found a positive relationship between
Corporate Entrepreneurship and firm performancewéi@r, established firms
must balance their exploration and exploitationivéiets to achieve superior
performance (Uotilat al, 2009).

1.1.3. The process of Corporate Entrepreneurship: how firns nurture

entrepreneurship

In the previous subsection we attempted to identifly major traits of
Corporate Entrepreneurship, focusing on the ate#wand internal factors that
enables firms to achieve high levels of entrepraakactivities. The question that
still remains to be investigated is how a firm b®es entrepreneurial. In other
words, in order to understand the importance ofepnéneurial opportunities,
organizational structure, and culture in faciligti the recognition of
entrepreneurial opportunities and their exploitatiove must clarify how the
process starts, how it takes place and who theesisbpre that take part in the
process. The aim of this subsection is to undedskenw firms can generate and
improve their capacity to engage in Corporate Emé&eeurship, extending the
firm’s domain of competence and corresponding oty set through
internally generated new resource combinations d8uman, 1984). In
investigating the process of Corporate Entreprestepiwe will principally follow
the Burgelman perspective (1983b; 1984), adding a number of other
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contributions that we consider useful in order &tdr understand the Corporate
Entrepreneurship process (Moreisal, 2009).

The starting point of Burgelman’s view is that stgy formulation and
implementation are intrinsically intertwined in antrementally evolving process
(Murray, 1978; Quinn, 1980). Thus deliberated sgas are often different from
realized strategies and different organizationahtexts are associated with
different strategic processes (Mintzberg, 1973;8)9Burgelman proposed to
explain the gap between deliberated strategiesrealized strategies using the
concept of Corporate Entrepreneurship.

The author proposes an inductively derived model tlié dynamic
interaction between different categories of stratelgehavior, the corporate
context process, and a firm’s concept of strat&grdelman, 1983. The model
Is presented in Figure 2.

Figure. 2 Model of the interaction of Strategic Behviour, Corporate Context and the Concept

of Strategy
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Source. Burgelman, 1988

The current concept of corporate strategy repregéet explicit articulation
of the firm’s theory about the basis for its pastl @urrent successes and failures.
It provides a frame of reference for the firm’sast and provides the basis for
the decision-making process concerning the firno'sifiess portfolio and resource
allocation. The concept of strategy is the starfmognt for a large part of the

strategic activity in the firm. Induced strategiehlaviors are the result of the
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firm’s strategic planning, and take place in reaship to its familiar external
environments. To the current concept of strategyesponds a structural context
aimed at keeping strategic behavior at operatitnadls in line with the current
concept of strategy. “Structural context” refers ttee various administrative
mechanisms that top management can use to influtiecperceived interest of
the strategic actors at the operational and midelNels in the organization
(Burgelman, 1988). Structural context operates as a sort of s@eatiechanism
for induced strategic behavior. However, a firm @so generate autonomous
strategic behavior that falls outside its curremaept of strategy. Through such
strategic behavior, a firm expand and redefinegrntgronment. This provide the
basis for strategic renewal and radical innovatiutonomous strategic behavior
is conceptually equivalent to entrepreneurial d@gtiAs it takes shape outside the
current structural context, to be successful, ifmportant that the organization
accepts and integrates this strategic behavior iistaoncept of strategy. The
process through which these two conditions caralisfed has been identified in
the process of strategic context determinationat&gic context refers to the
political mechanism through which the employeetheffirm question the current
strategy and ask for the opportunity to rationatimecessful autonomous strategic
behavior. With the activation of this process sgsfid autonomous behavior can
become integrated with the concept of strategydBlanan, 1988).

Thus, we can identify two different loops. The indd strategic behavior
loop corresponds to the traditional view of topvdn strategic management. The
logical consequences of the activation of this l@p includes new product
development projects for existing business, maxdketelopment projects for
existing products, and strategic capital investnpeofects for existing business.

The autonomous strategic behavior loop introducew mategories of
opportunities. This because large resource-ricmdirare likely to possess a
reservoir of entrepreneurial potential at operatidevels that can be expressed
itself in autonomous strategic initiatives. Accoglito Burgelman (1984), the
process works in this way: entrepreneurial paréictp at the product market level
conceive new business opportunities, engage iregrajhampioning efforts to

mobilize corporate resources for these new oppitigsn and perform strategic
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forcing efforts to create momentum for their furthdevelopment. Mid-level
managers attempt to formulate strategies for thig husiness activity and try to
convince top management to support them. Burgelrhas identified the
autonomous strategic behavior loop with Corporatardpreneurship. Thus,
Corporate Entrepreneurship is the result of thealodiies of operational level
participants to exploit entrepreneurial opportwstito the extent that corporate
management that there is a need for entrepreneursthis is why top
management will tolerate autonomous strategic dehathis provides the means
to extend the frontiers of corporate capabilitiesl @iscover addition resource
combination synergies for the firm. Moreover, eptemeurial activity may be
necessary to avoid increasing competitive pressute enter or leave a strategic
group; it is also important for the growth and addility of the firm (Zahreet al,
2009). Given the value of strategic autonomous Wiehaop management has the
difficult task of championing the most appropriaatrepreneurial initiatives.
Burgelman (1984) suggested two key dimensionsesthategic decision-making
process concerning the selection of autonomousvimhd he first is the strategic
importance of initiatives for corporate developmethe second refers to
operational relatedness, the degree of relatedoie®e core capabilities of the
corporation. The assessment of strategic importaoae of top management’s
most important responsibilities. Top managementtneusluate how initiatives
are able to maintain the firm’s capacity to growid act in areas where major
current or potential competitor may growth and ddtey can help firm create
new defensible niches and help mobilize the orgdimm. To make this decision
it is important for top management teams to engriraiddle level managers to
“champion” new proposals based on their own sulisearassessments and to
compare their valuations of different initiativestiwthe assessments of the top
management team. This interaction between diffel@rdgls of management can
improve top management’'s capacity to make straalgicound assessments.
Additionally, operational relatedness is an impotrtdimension of the strategic
decision-making process of the top management ssaooncerns the selection of
entrepreneurial initiatives. Thus, top managemiesiped by mid-level managers,

must determine the key capabilities required to eralproject successful; where,
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when, and how to obtain the missing capabilitied ainwhat cost; and how these
capabilities could affect the capacities curremilgployed in the main business.
Given these related dimensions top management lwamse which initiatives to
exploit and develop within the firm. Finally, hagirassessed an entrepreneurial
proposal in terms of strategic importance and dpmral relatedness, corporate
management must choose an organization designruotge the relationship
between the new business and the corporation.

Coda and Mollona (2006) proposed a more complexsgatemic model to
understand the way firms nurture and develop a lagél of entrepreneurship. In
particular, they focused on the learning procesédsp management’s strategic
intents, the managerial processes in which top gemant’s actions are made
clear, and the organizational behavior imposeddmgpganies’ top management or
developed independently. The authors thus idedtioeir different “motors” that
should be coordinated to manage entrepreneurgtegies within the firm. “The
first motor highlights top management’s ability twreate, more or less
efficaciously, managerial actions aimed at achigvithe contents of the
intentional strategy. The second motor refers o meanagement’s ability to
update, if required, the strategic intents, takaegount of the structural changes
within the environmental context and company situatAlso by this means, the
gap is controlled, aiming to keep the level of mation of collaborators high
without causing stress. The third motor makes sisggle to achieve the potential
for innovation built into the company’s articulatédiman and organizational
chain, to the extent that energy, know-how and tiiga are released in the
direction marked by a productivity and developmgrawth strategy into new
spaces for entrepreneurial initiative and respalityibThe possibility that this
strategy can be shaped ‘bottom-up’ increases thgpany system’s adaptability,
making it quicker in perceiving the changes undaywm the environment and in
framing suitable responses. Lastly, the fourth madtscribes top management’s
ability to open itself to questions and to learhaltenging its own mental
patterns” (Coda and Mollona, 2006: 19). Accordinghese authors, in order to

successfully manage a company’s entrepreneuriategly, it is necessary to
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orchestrate the simultaneous operation of the fioators, import energy into the
company, and stimulate organizational learninge@mdepreneurship processes.
However, at the origin of autonomous strategic b&mave can individuate
a basic assumption about human nature and humaabitaps. Do company
executives assume that entrepreneurship is a déypabat a chosen few are
endowed with, and therefore make the decisionsetouit and invest in such
individuals? Or do they assume that all employesgehnnate entrepreneurial
potential, posing the greater challenge of creativgork climate that will enable
members to discover and act upon that poténtidBased on these assumptions
we can identify two general approaches regardimvg tiooraise and improve levels
of entrepreneurship within the firm. The first, ¢githe winner,” involves the
efforts of the firm, which identifies people whoeatentrepreneurial and then
charges them with becoming champions of innovagix@ects. If there is not
much entrepreneurial activity within the firm, stpossible assume that employees
are not very entrepreneurial and so management lonistexternally in order to
find the right people for the organization” (Morasal., 2009). The main problem
of this approach it is that is very difficult togatict who will be entrepreneurial,
sometimes people who have done something entraprehe the past are not
able to do the same in a new context. The apprdatép up to the plate,” is
based on the assumption that while entreprenebehlavior on the part of
individuals is neither controllable nor predictghbtecan be fostered and facilitated
(Morris et al, 2009). Thus, it is important to design the appedp workplace
environment, including aspects of strategy, stmgtaulture, controls, and human
resource management practices. According to th&éoest a key aspect in
increasing entrepreneurship in the firm is the toicsion of a climate around the
principle of balance. The paradox of Corporate &preneurship (Birkinshaw,
2003) is the result of the simultaneous existenfcé&Mo inconsistent states, a
“duality of coexisting tension” (Eisenhardt, 2000herefore, a firm must achieve
balance in terms of strategy, culture, structu@ntrol, and human resources.

Balancing in terms of strategy means balancingaggibn and exploitation. It is

% Morris et al, 2009, Properties of balance: a pendulum effect in corperantrepreneurship
Business Horizon, 52, 429-440, p. 430. The questiepresent the starting point of their paper.
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generally assumed that entrepreneurship is asedondth exploration, but reality
suggests that exploitation is also closely conmkcteith Corporate
Entrepreneurship. Entrepreneurship in explorati@ams discovery, recognition,
creation of opportunity, translation of opportunityo highly innovative business
concepts and risk assessment. Entrepreneurshippinitation refers to creative
approaches to mitigating and managing risk andréayieg the resources and
skills associated with implementation of new concapd approaches. In this
context, the effective entrepreneurial by a firmhdaor should balance
exploration and exploitation, while respecting esthiboundaries in order to avoid
entrepreneurial excess (Birkinshaw, 2003; Bhuignal, 2005; Morriset al,
2009). Balancing in terms of culture implies theedieto balance between
individual and team initiatives. A central aspettny entrepreneurial attempt is
passion which belongs to the individual sphere. e\®v, entrepreneurship also
requires a motivated and coordinating team of ildials that can contribute to
entrepreneurial development with their own skilisl acapabilities (Francis and
Sandberg, 2002). The ability to achieve sustainadarepreneurship in a
company depends on the team’s ability to balandevithual initiatives and the
spirit of cooperation and group ownership of inrewa In other words culture
must balance individual passion for new opportesitivith a commitment to the
greater objectives of the corporation (Mores al, 2009). Empirical evidence
suggests that this kind of balance can be fourtdghly entrepreneurial firms. In
terms of structure it is important to balance aatogy and restraint. Companies
must find a balance whereby discretion co-existth vdirection and controls
(Morris et al, 2009). The ability to bridge the unknown and cwene resistance
to change is consistent with higher levels of aatoy, wherein employees are
empowered to exercise discretion and personahiivé in their jobs (Margison,
2002). In term of control, firms should balanceotgse tightness and looseness.
Tightness of resources serves to guarantee acdtilitgtavhile encouraging free
initiatives, and can lead people to challenge ggstvays of doing things.
Looseness of resources provides room for experatient and adaptation,
especially with new concepts that have yet to wanagerial approval. Morrist

al. (2006) found empirical evidence to support theabe¢ of resources tightness
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and looseness. They highlighted a positive effacthe level of entrepreneurship
within the organization. They argued that fiscahtcols must strongly emphasize
outcomes and individual accountability, while slaekources permit individuals
and teams to experiment with free initiatives. Tmprove the level of
entrepreneurship, human resource firms should balamcentives and security
with administrative and entrepreneurial skills. Ma®mpensation and reward
systems are not designed to promote Corporate etreurship, and sometimes
may actually suppress innovative initiatives. Ma&0 in many corporations
there exists a genuine and historically justifiedrfof failure. Thus, firms must
create “upside” for managers willing to take cadtad risks; this includes
introducing financial and social incentives, indhgl formal acknowledgement
from management; allocating company resources fip@t employee ideas; and,
to provide security, providing an adequate salay laenefits package at the core
of compensation. A balance between incentives d&red security needed by
employees can contribute to a work environmentwotrolled freedom (Morrigt
al., 2009). Additionally, administrative and entrepranal skills should co-exist
within the firm. Entrepreneurial skills are the Kycreating a firm’s future, while
administrative skills are the key to exploitingttifizture as it is created. Thus, the
properties of balance have an important effectr@nimprovement of Corporate
Entrepreneurship at the firm level.

Various models of Corporate Entrepreneurship has) h@oposed in the
scholarly literature (Irelanét al, 2009%°. For example, in Guth and Ginsberg’s
(1990) model, Corporate Entrepreneurship is vieag@ set of phenomena that
exist separate from strategy. Along with structymecess, and core values and
beliefs, strategy is identified as an organizatideneel driver of Corporate
Entrepreneurship. Desst al. (2003) based their model on the four forms of
Corporate Entrepreneurship proposed by Covin antesvi{1999): sustained
regeneration, organizational rejuvenation, strategenewal, and domain
redefinition. The model proposed outlines how asijue and experimental

learning processes mediate the relationship betwdtarent forms of Corporate

% See also Floyd and Lane (2000), Hornsbyal. (1993), Covin and Slevin (1991), Lumpkin and
Dess (1996), and Grandori and Gaillard (2011).
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Entrepreneurship and the emergence of specific stypke knowledge (i.e.,
technical, integrative, and exploitive). Kurat&bal. (2004) depicted individuals’
and organizations’ evaluations of entrepreneurigicames as determinants of
future individual-level entrepreneurial behaviaelandet al. (2009) considered
Corporate Entrepreneurship as a strategy maniféstedgh three elements: an
entrepreneurial  strategic vision, a pro-entreprestéep  organizational
architecture, and an entrepreneurial process ahdvie as exhibited across the
organizational hierarchy.

All these models have contributed a great dealh® development of
literature about the Corporate Entrepreneurshipge®. However, we believe that
Burgelman’s approach still represents one the rappropriate models able to

explain how a firm can become entrepreneurial.

1.2. The “firm’s internal actors” of Corporate Entrepren eurship

Upper echelon theory (Hambrick and Mason, 1984ysst$ that managers’
demographic characteristics influence the decistbag make and, therefore, the
actions adopted by the organizations they leadmiigk and Mason suggested
that this occurs because demographic character@stecassociated with the many
cognitive bases, values, and perceptions thatenfla the decision making of
managers. Several studies have supported theoredhtp between upper echelon
characteristics and organizational strategies amtbpnance. For example, there
is evidence that top management team (TMT) jobtedldiversity is related to the
internationalization of firms (Lee and Park, 2006MT diversity in age, tenure,
and education have been associated with organizhtimnovation (Camelo-
Ordaz, et al, 2005; Bantel and Jackson, 1989), changes in catg@astrategy
(Wiersema and Bantel, 1992), and information usgh(iD, et al, 2005). Finally,
top management team gender diversity interacts arigfanizational culture and
growth orientation in affecting organizational merhance (Dwyeret al, 2003).
Building on this theory, we believe that charastics, beliefs, values and other
demographic characteristics of different individualithin an organization can
influence the level of Corporate Entrepreneurshighiw the firm. Thus, we
believe that some characteristics of firm's stakeéws can be considered as

“source” for improving the level of Corporate Ergreneurship within the firm. In
42



particular previous literature have suggested thatership (Zahra, 1996; Zahra
et al, 2000), the board of directors (Zalataal, 2009), the top management team
(Srivastava and Lee, 2005), middle managers (Hegrretb al, 2002), and
employees (Campbell et al.,, 2012) represent thet nmggortant categories of
stakeholders for sustaining and promoting CorpoEatgepreneurship within a

firm.

We now briefly analyze these categories of stalddrsl This is simply a
review of the literature on this topic of researctieed, in this section, our aim is
to introduce the involvement of the different categs of stakeholders in
Corporate Entrepreneurship activities within thenfi and then concentrate our

attention on a specific actor: the board of diresto

Employee involvement with Corporate Entrepreneurship

Human assets have been recognized as an integtabfpaalue creation
(Coff, 1997; Campbelet al, 2012). Firms in search of high levels of Corperat
Entrepreneurship and wealth creation may strengtbsearch and development,
collaborate with users or suppliers in open inniavaeprograms, or try to motivate
employees to innovate (Dos Santos and Spann, 2011g. knowledge and
initiative of employees are a particularly powerdurce of entrepreneurship
within the firm, but their potential are not oftéully utilized (Van Dijik and Van
den Ende, 2002). To improve the level of Corpoiaterepreneurship within a
firm, it is important to motivate and enable em@es to act as entrepreneurs, use
collective intelligence to source and select thestwaluable innovative ideas, and
promote their development and commercializations(Bantos and Spann, 2011).
The literature has called this approach “collectoegporate entrepreneurship,”
referring to the entire employee base as a soufc&eas, with collective
intelligence methods for the down-selection of png ideas and
entrepreneurship techniques to commercialize tidesas in a corporate setting.
Thus, this approach is built on the view of empks/as a powerful source of new
product ideas and innovations (Van Dijik and Van #&nde, 2002). Drawing on
employees for innovations has several benefits:l@yeps are more familiar with

customer, market problems and the nuances of iséh@md external emerging

43



technologies (many from university research ortstprexperiences), and are
often motivated to develop something new for selfiifment or career goals
(Dos Santos and Spann, 2011). Further, using erapogs an innovation source
can be cost-effective and may avoid disclosureiatgllectual property that may
arise in open-innovation initiatives (Chesbrougb3).

Using employees as an innovation source has tima@éenges: first, the idea
generation challenge: employees must be motivatezbtnmunicate their ideas,
and must have a channel for this communication t(B2004). Second, the idea
selection challenge: if the innovation initiative@\ery successful, it may generate
so many ideas that the selection of the most piomisnes becomes very
difficult or costly (Ozer, 2002; Toubia, 2006; Dahat al., 2010). Third, the
execution challenge: successful Corporate Entrgomship requires not only the
identification of promising innovations but also eth development and
commercialization; thus, it must enable the execubf these ideas (Dos Santos
and Spann, 2011).

To solve theidea generation challengegrevious research has suggested
idea competitions to discover new ideas from enmgasyor customers (Piller and
Walcher, 2006; Ebneet al, 2009). Solutions to thiglea selection challenge
the previous literature include the evaluation oftential ideas according to
selection measures (e.g. newness, fit with competsnfeasibility, and expected
return on investment (ROI) by management or R&Dcepists; Cooper and de
Brentani, 1984). Further, multiple measures canabgregated and weighted
through methods such as the analytic hierarchygao¢Calantonet al, 1999)
and the Delphi process (Rowe and Wright, 1999)tHeunr prediction markets
have been proposed to select new product ideathébes al, 2009; Cheret al,
2010) and have been applied in combination withaidg®urcing. The idea-
selection challenge requires the appropriate desighe response scales for the
idea selection measures (Riedlal, 2010), and of the prediction market (Spann
and Skiera, 2003). Less academic research hascbeeerned with thexecution
challenge as this is usually deferred to corporate practioéside of rigorous
academic interest. This challenge entails mitigatine common inhibitors of

employees’ entrepreneurial activities, which inéuemployees’ lack of time and
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entrepreneurial skill. Employees from different idienal and functional areas
may not have the necessary perspective to suctigssfuelop ideas (Burt, 2004;
Dos Santos and Spann, 2011). For this reason,uihygog of middle managers,
the top management team, and the board of direcdoessential to pursuing
Corporate Entrepreneurship within a firm.

Middle managers’ contribution to Corporate Entrepreneurship

Literature has recognized the valuable contribtitrat middle managers
can make to the processes of strategic change rgadipational renewal and to
fostering entrepreneurial activities (Hornskey al, 2002). According to the
resource mobilization approach (Kanter, 1985), meiddnanagers are the
vanguards of change and organization-wide innomatiFulop, 1991). Bower
(1970) was among the first scholars to draw atventd the importance of middle
managers as agents of change in contemporary aegems. After him, several
authors (Drucker, 1985; Kanter, 1983, Peters andekifean, 1982; Burgelman
and Sayles, 1986; Pinchott, 1985) discussed difteagpects of middle managers’
contributions to entrepreneurship. Quinn (1985) whas first to recognize the
valuable contributions and important roles of meddianagers in the innovation
process in an established company. Noting seniolagexs’ isolation from actual
day-to-day activities, Quinn highlighted the crudmportance of the roles middle
managers can play in fostering communication congegra company’s mission,
goals, and priorities. Middle managers interacthwitide range of employees,
which allows them to use both formal and informppmaches to encourage
innovation and calculated risk taking. Middle masagalso communicate their
ideas for innovations to upper management, theoebgting an opportunity for
these ideas to be evaluated and considered whkiedntext of the firm’s overall
strategic priorities (Burgelman, 1983a,b).

Other writers (e.g., Peters and Waterman, 198Z;hHeih, 1985) have also
observed the important roles middle managers ptainformally encouraging
employees to innovate and take risks. These midadlragers provide political
and organizational support for “skunk work,” adii@s that result in innovative
ventures. Kanter (1985, 1988) and Quinn (1985) alste the importance of
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middle managers in promoting autonomous or infor@@iporate Entrepreneurial
activities. Middle managers can do this by prowdnewards (mostly intrinsic)
that allow employees to experiment with, and explbie feasibility of, innovative
ideas. Middle managers can also use different agpes to make the
organizational structure less resistant to chartggeby allowing corporate
entrepreneurial activities to flourish.

As noted earlier, some researchers have soughiatoiee the roles middle
managers play in their companies’ strategic prodessne such study, Floyd and
Woolridge (1992) argued that middle managers fretiyeplay pivotal roles in
championing strategic alternatives and making thaotessible to senior
executives. Middle managers synthesize and integmatormation, thereby
crystallizing the strategic issues facing the comypand setting the stage for
strategic change. They also facilitate adaptabidityaltering the formal structure,
and implement formal strategy and provide feedb&tdeover, middle managers
play a key role in shaping their companies’ striategendas by influencing the
types and intensity of corporate entrepreneuriavidies.

Additionally, Nonaka and Takeuchi (1995) highlightthe central role of
middle managers. They suggested that most innasatdginate from the middle
of the organization, and that the promising ones #ren sent to upper
management for further analysis and evaluation. ifhevations that meet the
rigorous standards set by the top management tearthen sent back to middle
managers, who communicate them to the employedkidmodel of innovation,
middle managers actively and diligently gather wat®mn ideas from within and
outside the firm. Middle managers work with vendarbserve the market and
analyze the competition. As a result, they are weiled to observe areas where
innovation and risk taking are needed. Middle mama@lso become aware of
innovation efforts initiated by vendors and comioes. Frequently, middle
managers transfer this knowledge to others in twmmpany. Another noteworthy
feature of the Nonaka and Takeuchi model is thate@ognizes that middle
managers frequently work on their ideas, oftenadjowith employees, hoping to

refine them and determine their potential. Thigiahi though informal, testing
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process can help shape the ideas while creatingadimeinistrative structure
needed to foster them.

Zahraet al. (1999) noted the importance of middle manageifadilitating
Corporate Entrepreneurship efforts. Through th&ecéive communication and
use of rewards, middle managers create the soaptat and trust needed to
foster the corporate entrepreneurial process. Heweas Bartlett and Ghoshal
(1996) observed, middle managers can create amoenwvent in their respective
divisions or subsidiaries in which innovations asrtrepreneurial activities can
flourish. This can enable multinationals to cajutlon the unique resources that
exist in their markets and respond to their custsreffectively.

The literature also has highlighted several factbws can limit middle
managers’ willingness or ability to facilitate corpte entrepreneurship. Some
managers have demanding work schedules that lgdedime for innovation and
experimentation. This is especially true in companithat have initiated
restructuring programs (Floyd and Woolridge, 199Rgsources available for
innovations are often constrained, and it can lbbalenge for middle managers
to obtain these resources (Pinchott, 1985). Maisaglso must work hard to get
senior executives’ attention and support for pramgisnnovative ideas. They
must also work through territorial disputes thatwcamong different units
(groups) in their companies that fear the consecggenof innovation on
established lines of communication and the possilbes of access to
organizational resources (Kanter, 1988). Thesdamidable challenges that can
stife middle managers’ efforts to encourage andonmte Corporate
Entrepreneurship.

To summarize, research has suggested that middleagees can have
pervasive influences on corporate entrepreneudgabiies. This influence can,
therefore, determine the viability and survivalwairious corporate ventures and

other entrepreneurial initiatives (Hornsétyal, 2002).

The role of the top management team in Corporate
Entrepreneurship
Among organizational factors, researchers havegrezed the specific role of top

managers in sustaining Corporate Entrepreneursiipastava and Lee, 2005).
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Amit et al. (2000) proposed that firms that possess entrepreneurinhgement
would successfully create new products more quiekig obtain economic rents.
Entrepreneurial management promotes an empowenipgiate culture, enabling
firms to develop individuals who think and act wehtrepreneurial autonomy.
Similarly, Miles et al. (2000) suggested that top management must develop and
institute a strategic vision to promote products process innovations and
entrepreneurial activity for all employees. Pisafi®96) emphasized the
important role of top managers in developing tedbgical capabilities for new
products. Verona (1999) presented a resource-hasedof product development
in which product development capabilities origin&tem organizational agents,
including top managers. Mitchell (1989) contendédttmanagers time their
actions based on relative resource advantages tbear rivals. For example,
Mitchell noted that the more similar a new prodiscto existing products, the
greater will be the threat, and the earlier thepoese to the new product’s
introduction will be. In related research, Chetral. (1992) found that the greater
the threat presented by a rival’s action, the nlikedy and the faster a firm will
respond. Thus, the perception of external thredtiaternal assessment by top
management are likely to influence the order aminty of a firm’s new product
moves. Thus, top managers are recognized as kegpesieurial resources of the
firm (Penrose, 1953 at influence the order and timing of new produoives.
Within the domain of the research on the role @ teanagement in new
product moves are researchers who have arguedofhahanagement support to
new product development teams is particularly irtgodr for innovation. In a
review of product development literature, Brown d&isenhardt (1995 entified
the significant role of top management in the poddievelopment process. The
authors argued that although the product developme&tess may be delegated
to a cross-functional project team, top managensepiport is critical for the
timely and successful introduction of a new proddbdme studies have also
found empirical evidence for the importance of tm@nagement support and
monitoring in the effectiveness (Het al, 1999)and innovativeness (Setéi al,

2001)of cross-functional new product teams.
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Similarly, Cooper and Kleinschmidt (1994) recoguizbe importance of
top management support for the timeliness of newdymet introduction. In a more
recent meta-analysis of the determinants of newlymbperformance, Henard and
Szymanski (2001) found that senior management stippas a positive
relationship with new product performance. Top nggmaent support could come
in the form of presenting a vision for the futummmunicating a distinctive
product concept, giving approval to a project teargo ahead with a new idea, or
providing necessary resources. Based on the ale®eanch, there seems to be a
widely shared belief that top management plays w ke in new product
introduction. In terms of identifying the specifiharacteristics of top managers
that could influence the order and timing of newdarct moves, we refer to the
study by Murthiet al. (1996)that measured managerial efficiency with respect to
marketing and production areas and linked it toeprdf entry. However, in
addition to the functional (e.g., marketing, protife) skills of top management,
there could be other important characteristicsopf nanagement - such as their
experience, expertise, and cognitive diversityat ttould affect their innovation
and risk-taking capabilities and influence the orded timing of new product
moves by their firms. Accordingly, previous reséafEinkelstein and Hambrick,
1990; Jackson, 1992; Wiersema and Bantel, 1992),demnonstrated that the
skills, market knowledge, and background of theigsiec maker influence
strategic choices. Srivastava and Lee (2005) foinadl certain entrepreneurial
activity, such as a new product introduction, reggiia strategic decision, and it is
the top management of the firm that decides whethdrwhen to introduce a new
product. Moreover, the upper echelon perspectivikslitop management
demography to several important outcomes, suclrategic change (Grimm and
Smith, 1991; Wiersema and Bantel, 1992), firm penimnce (Finkelstein and
Hambrick, 1990; Smitlet al, 1994), and innovation (Bantel and Jackson, 1989).

Thus, research suggests that a top managementthedns behaviorally
integrated, features a decentralization of respitsas, and is risk inclined and
characterized by a system of compensation baseldngaterm performance is

positively associated with Corporate Entreprenaprflling et al, 2008).
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The influence of ownership and governance on Corporate
Entrepreneurship

Ownership structure of a firm can be investigateomf a number of
perspectives. Commonly ownership structure refeithere to ownership
concentration or to ownership by different groupslockholders (Lappalainen
and Niskanen, 2009). Ownership determines a comparglationship with
shareholders and its investment horizons. Corpoatérepreneurship also
requires a long term view. Thus, when major shddshie own stock in a
company for a long period, they are in a positionncrease executives’ interest
in Corporate Entrepreneurship. Moreover, the emcsteof a major shareholder
leads to better monitoring of executives’ decisiangl ensures attention is given
to Corporate Entrepreneurship (Zahra, 1996). Basetthe review of the previous
literature, the influence of ownership on Corpor&etrepreneurship involves
investigating how corporate ownership affects mansigvillingness to take risks
(Jones and Butler, 1992). This is because exeautive usually responsible for
championing, evaluating and integrating entrepréakuinitiatives into a
company’s formal structure (Burgelman, 1984; Zal896). As they usually
have a short term perspective and are usuallyaisgkse, it is important that
corporate ownership and firm’s governance systesnahie to spur and improve
executives’ interest in Corporate Entrepreneursdtpvities. Previous research
has found that positive factors increasing thelle¥€orporate Entrepreneurship
within a firm include the ownership of some stakgsexecutives, ownership by
an institutional or powerful shareholder, and tineoivement of outside directors
with ownership (Zahra, 1996; Zahe& al, 2000). For example, unwillingness to
support Corporate Entrepreneurship may stem froecuwves' lack of ownership
interest in the companies they manage (Wrightal, 1996). Lack of stock
ownership may cause executives to behave oppatitalig by supporting
projects that increase their own wealth and furéresure their job security. Lack
of ownership may also discourage executives fronppsting Corporate
Entrepreneurship projects that may put their satapositions in jeopardy (Fama
and Jensen, 1983). A way to promote managerial tpfor Corporate

Entrepreneurship is to increase managers' ownesshles in the companies they
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run. Increased ownership makes executives' wealthe ndependent on their
company's long-term performance, which gives exeesitthe incentive to pursue
long-term Corporate Entrepreneurship projects (dsnénd Seiler, 1990). Stock
ownership can also empower managers to initiate e@mampion Corporate
Entrepreneurship activities (Finkelstein and D'Avei®94) such as innovation
and venturing initiatives designed to increaselong-term value of the firm (Hitt
et al, 1994). Motivated by their ownership stake and dlesire to accumulate
wealth, these manager-owners will support the Qatpo Entrepreneurship
projects they believe will have the greatest padmnpact on their firms’ long-
term financial performance. When the wealth of exiees and shareholders are
closely aligned, the pursuit of innovation and detieeand international venturing
is expected to increase (Zaltaal, 2000).

This theme is relevant because Corporate Entreprei@ can enhance
shareholders’ value. The creation of new wealthorie of the foundational
objectives of entrepreneurial activities (Vorzikisal, 1999; Hittet al, 2001). An
important field connected to this is the role o thoard in supporting Corporate
Entrepreneurship activities. This is because aaratp governance system — the
mechanism that regulates the relationship betw&eoutives and shareholders —
can profoundly shape managers’ commitment to CatpoEntrepreneurship.
Thus, a strong and vigilant board of directors eanourage managers to support
and pursue entrepreneurial activity (Zahra, 200%)the next chapter we will
concentrate our attention on the role of the bo@rdsustaining Corporate
Entrepreneurship, considering it as a real sourfcentrepreneurial activities

within the firm.
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Chapter 2. The board of directors’ involvement with
Corporate Entrepreneurship: the impact of the boards

attributes

2.1. Board’s role in Corporate Entrepreneurship

Corporate Entrepreneurship is any effort to develog combine corporate
resources in new ways, to create a new businessginate a strategic renewal to
create additional value for a firm (Guth and Ginghel990; Sharma and
Chrisman, 1999). Thus, the creation of wealth & dbjective of entrepreneurial
activities (Vorzikiset al, 1999; Hittet al, 2001) and a board’s support is one of
the most important factors in encouraging and ptorgo Corporate
Entrepreneurship. (Zahra, 1996; Zaletaal, 2000; Zahraet al, 2009§’. This
important role in sustaining Corporate Entrepresieipr can be understood by
considering the principal functions that the boardst perform within a firrif.
Research on the role of the board has been guigeidus distinct theoretical
perspectives that represent four different viewsualwhat directors should do
within an organization (Zahra and Pearce, 1989msohet al, 1996).

The first is the so callel@galistic perspective This approach suggests that
the main function of boards of directors is carrimat their legally mandated
responsibilities. Thus, boards are responsiblecfinporate leadership without

37 Shortet al. (1999) wrote, “Building on the arguments advanbgdrricker (1984), Keasey and
Wright (1993) emphasized the need to view corpomggeernance as having two broad
dimensions. First, the monitoring of managemenfgoerance and ensuring accountability of
management to shareholders emphasizes the stewmardetl accountability dimensions of
corporate governance. Second, governance structares processes need to encompass
mechanisms for motivating managerial behavior tolwancreasing the wealth of the business;
that is, to enhance enterpris&gademy of Management Revj&ml. 29, No. 4, pp. 337-352: 338.

% The Corporate Governance Committee, in the recmriew of Corporate Governance Code
argue that “Board of Directors has the primary oesbility for determining and pursuing the
strategic objectives of the issuer and of the grmfuphich it is a member or which it heads.” Thus,
we can highlight that also the guidelines of Italdtock Exchange seems assign to the board of
directors a role in the strategic development efftim.
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interfering in day to day activities, that are ttesponsibility of the CEO and
senior executives. According to this perspective, principal tasks of a board
consist of selecting and replacing the CEO, reprtasg the interests of the firm’s
shareholders, providing advice and counsel to tapagement, and serving as a
control mechanism by monitoring managerial and camyp performance
(Carpenter, 1988; Ewing, 1979; Mattar and Ball, 3;9Blueller, 1979; Vance,
1983; Zahra and Pearce, 1989). Thus, the legabgiiroach posits that a board
must perform two primary roles: service and contildle service role involves
increasing company reputation, establishing costaegtith the external
environment, and actively supporting executives uen, 1982; Carpenter,
1988). The control role involves evaluating the qaaecy of the organizational,
administrative and accounting structure, and theeg# performance of the
company and CEO to ensure corporate growth angribtection of shareholder
interests (Louden, 1982; Chapin, 1986). Hence, rdaug to this approach, a
board is not expected to initiate strategies oretbgyv policies. Instead it is
responsible for reviewing and approving managemiéihtives that will determine
company performance (Zahra and Pearce, 1989).

The second perspective is tlesource dependence approachThis theory
views boards as an important source of informafmmexecutives. Moreover,
because of their prestige in their communitieseaors are able to obtain
resources for successful company operation (Zahch Rearce, 1989). As a
consequence, the board can enhance the firm’snhegy in society and help it
achieve its efficiency and performance goals (fefl972; 1973, Price 1963).
Thus, directors can help firms interface with thengral and competitive
environments and collect resources and consendus.rdsource dependence
perspective views board roles more broadly thanlebalistic approach. Hence,
the theory suggests that boards of directors hagthar important role in addition
to their control and service roles: a strategie.rth other words, a board may be
actively involved in the strategic arena by prorglicounsel and advice to the
CEO, by initiating its own analyses, or by suggestalternatives (Zahra and
Pearce, 1989).
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The third approach is thedass hegemony perspectivelhis approach find
its roots in Marxist sociology (Mills, 1956; Ratfit)i1980), and views boards as a
means of perpetuating the powers of the capitalist. According to this theory,
the board of directors reflects a shared commitnaembng capitalists to control
social and economic institutions, and thus wealkhh(a and Pearce, 1989).
Evidence for this principal function of the boaslthe fact that only the most
influential and prestigious individuals are invitem participate on a board. As a
consequence, the exclusion of other social grodipsva capitalists to protect
their values and interests. Disregarding the faeat in the modern ownership
structure other social groups — such as institatianvestors, the state, and
employees - can own significant blocks of corporateck, this “negative”
perspective considers service and control as theipal tasks of a board of
directors, and in the interest of the capitaligeel

The fourth perspective is thagency theory This approach is among the
most recognized in the literature on board roled eontributions. This theory
suggests that agency relationship is the focal tpoinanalyzing corporate
governance mechanisms. Agency theorists beliewebiizause of the dispersion
of corporate ownership, executives possess comrdildefreedom and powers of
action. Left alone with their short term vision arevard system (Jacobs 1991),
these executives may pursue objectives that coalddnflict with the goals of
shareholders. According to this perspective, sladdeins can use the board of
directors to monitor executives and ensure a farusong term value creation
(Zahra, 1996). The board is seen as the mecharfisrarporate control, and its
principal function is to monitor and reward top exgves for maximizing
shareholders’ wealth. Despite the importance tiganey theory ascribes to the
monitoring function and, thus, to the control ralka board of directors, it is
important to note that service and strategic rades also primary tasks of
directors. In particular, agency theory assignsreamgm value to the board’'s
involvement in and contribution to the articulatiof the firm’s mission, the
development of the firm's strategy, and the settiof§ guidelines for

implementation and effective control of the chostategy (e.g., acquiring a new
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firm, divesting a division, or entering a new majk@aysinger and Butler, 1985;
Zahra and Pearce, 1989).

There are two other interest approaches that danrenderstanding board
involvement and contributions within a firm: thogpeoposed by institutional
theory and by social network theory (Lynetlal, 2003).

According toinstitutional theory, organizations reflect the enduring rules
that have been institutionalized and legitimizedtigir social environments (Di
Maggio and Powell, 1983). This perspective suggestsa board’s composition
and process reflect the prevailing institutionalizgzorms in the organizational
field and society. Thus, a board of directors, énf@rming its tasks, is influenced
by societal norms (Zayac and Westphal, 1996). Whiis theory does not
propose a specific board role, it highlights theest®on of the CEO, decisions
about executives compensation, and explaining twptaon of CEO incentive
plans to shareholders as the main functions ofaacbof directors.

Social network theory (Granovetter, 1985) suggests that demographic
similarity among board members reflects the sonetworks of the principal
stakeholders (Gulati and Gargiulo, 1999; Lyretllal, 2003). According to this
perspective, the board can enable the firm to eraatetwork without the full cost
of true vertical integration and benefit from thenstruction of network exchange
structures, where different directors — especidllg outsiders — are critical
resource suppliers (Lynakt al, 2003). Thus, this approach emphasizes the
service role of the board, in view of the importard network formation on the
reputation, trust, reciprocity, and mutual interelegence of the firms (Larson,
1992).

We would now concentrate on the board’s specifite rin Corporate
Entrepreneurship, drawing some observations from different approaches
discussed above.

Literature on a board’s role in Corporate Entraeprgship suggests various
tasks in which directors can be involved in orderpromote entrepreneurial

activities®. Thus, on one handa board can establish safeguards against

* Bianchi Martini et al (2006) wrote: “Il consiglio di amministrazione liorgano centrale
dell’'assetto istituzionale delle societa italianeveste un ruolo primario nel tracciare gli indmi
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managerial opportunism and evaluate managers’igciiv the exploitation of
entrepreneurial opportunities. To champion and lkigveentrepreneurial
initiatives, managers require motivation, opporyinand skills. Corporate
Entrepreneurship activities are often time consgmexpensive and high risk.
Hence, some managers may not have the sufficietivation to cultivate these
entrepreneurial activity. For this reason, a strand vigilant board is essential to
promote Corporate Entrepreneurship within a #ftnA strong and vigilant board
is able to monitor executives’ strategic decisiansl align the interests of top
management and shareholders (Zahra and Pierce 0988l et al, 2003; Zahra
et al, 2009).

On the other hand, a board can also serve as a&praf resources that are
essential for the firm to exploit new opportunit{@hra and Pierce 1989; Lynall
et al, 2003; Hillman and Dalziel, 2003; Zaletal, 2009). Boards are a potential

source of cognitive resources that may be valuabléhe strategic decision

di sviluppo dellazienda”,La Governance delle Societa Quotat®lilano, Franco Angeli.
Concerning the role of board A. Melis (2002), wrot8ebbene i ruoli e le responsabilita del
Consiglio di Amministrazione mutano al variare datbncezione di corporate governance proprie
di ogni prospettiva e contesto, la rilevanza deé tatgano nel sistema di corporate governance
appare essere un vero e proprio principio generabnaccettato. In generale € opportuno
effettuare una distinzione fra le funzioni di maeagnt e quelle di corporate governante. [...]
all'Alta direzione spettano i compiti di managemententre il Consiglio di Amministrazione
svolge le funzioni di corporate governante. Nelltaim delle funzioni di management rientrano le
aree e le funzioni della gestione operativa detterita aziendali e della pianificazione delle
strategie e messa in atto delle politiche aziendaii compiti spettano all’alta direzione (ed agli
organi ad essa sottoposti). Nellambito della coap® governante rientrano le funzioni di
supervisione dell’operato dell'alta direzione, @altountability nei confronti degli stakeholder
aziendali riconosciuti come legittimi e dell’appeaione delle strategie aziendali. A tali ruoli €, o
perlomeno dovrebbe essere, preposto il Consiglidnainistrazione, inteso nel senso ampio del
termine (ovvero comprendendo eventuali organi ditrmdlo). Entrambi gli organi, Alta direzione
e Consiglio di Amministrazione, dovrebbero esseowwlti nel processo strategico [...] Il
Consiglio di Amministrazione, come supremo organardministrazione dell’impresa, assume, o
perlomeno dovrebbe, un ruolo rilevante anche rfellmulazione del processo strategico e nella
implementazione delle conseguenti politiche azi#hd&reazione di valore e meccanismi di
corporate governanteMilano, Giuffre.
40 Zattoni, A. (2006), wrote: “Secondo gli studiosi mianagement, il ruolo del consiglio di
amministrazione nel processo decisionale strategmmmprende varie attivita, come
I'identificazione del piano di azione in cui I'imgsa intende operare (la cosiddetta strategia di
portafoglio), la definizione della vision e dellaissione aziendale, la selezione delle varie
alternative strategiche a disposizione dell'aziendlacoinvolgimento attivo del consiglio nel
processo decisionale strategico € solitamente derab un fattore importante ai fini del
raggiungimento di un solido vantaggio competitivA&setti Proprietari e Corporate Governance
Milano, Egea.
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process (Forbes and Milliken, 1999; Rindova, 1998gcause of their
backgrounds in other firms and industries, outsiidectors bring new knowledge
(Johnson, Daily, & Ellstrand, 1996), fresh perspest (Judge & Zeithaml, 1992),
and different problem-solving styles (Rindova, 1p@9the decision-making task
(Fiegener, 2005). Thus, a board can provide topagament with access to
external resources, and assemble and deploy teesarces in combination with
firm’s existing resources, using these new comimnatto explore and exploit
new entrepreneurial opportunities.

Furthermore, a board can help a firm’s top managénbeam identify
opportunities for growth by giving attention to @orate Entrepreneurship and
innovation activities (Uhlaneet al, 2007; Zahraet al, 2009). A board can
encourage Corporate Entrepreneurship activities fdigusing management’s
efforts on the pursuit of a viable long term stggteCharan (1998) suggested that
the boardroom is a potential source of creativekihg about new opportunities
for growth. Directors can also use their differskitls and experience to help top
management discover and champion entrepreneuripbramities. Thus, a
director's knowledge and skills represent an ingwdrtattribute in the board's
strategic work (Zahra and Pearce, 1990; Huse, 199&rature has pointed out
that directors often lack the appropriate skills pvide counsel or execute
effective control over the CEO and management (Reand Zahra, 1992).
Consequently, directors require various kinds ofowdedge and skills to
contribute to strategic decision making on the doaWithout firm specific
knowledge, the board can neither question the r&tad management nor give
advice on issues concerning products or the magkititionally, the existence of
general knowledge among directors may be a critcmahponent of board's
service effectivenessabrielsson antlVinlun, 2000).

Prior studies have examined the role of the boarduistaining Corporate
Entrepreneurship focusing primarily on agency peoid (Jones and Butler, 1992;
Zahra 1996; Zahrat al, 2000; Fiegner, 2005; Brunning al, 2007). Agency
theory (Jensen and Meckling, 1976) suggests thaimgting Corporate
Entrepreneurship requires a strong and indeperimtemt! that monitors, evaluates

and challenges top management team (Zatral, 2000). Researchers have
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investigated board size, representation of outslglectors, outside directors’
stock ownership and the separation of CEO and gwasition as conditions that
affect the board’s ability to monitor and evaluab@nagement and encourage
Corporate Entrepreneurship within the firm (Zah@0@; Zahraet al, 2000;
Frigener, 2005; Brunniget al, 2007f*. Therefore attention has been focused
only on the control function of the board, whiclguees evaluating company and

CEO performance to ensure corporate growth angrbkection of shareholders’

4l Concerning the size of boards of directors Zatral (2000) wrote: “Larger boards usually
have directors with different functional backgroanaducation, and experiences (Alexander.
Fennell, & Halpern. 1993; Goodstein, Gautam, & Bzekl994), which is conducive to CE
(Kanter, 1986). Larger boards can also effectivebnnect the company to its competitive
environment and give the firm information aboutdtsmestic and international markets.[..]Beyond
some point, increasing the size of the board mayadlg become dysfunctional and reduce CE. As
the board continues to grow, communications maglbdown and coordination among directors
may decline (Clendenin, 1972). This, in turn, resfudirectors' abilities to effectively participate
in board deliberations and adequately monitor mamamt (Sanders & Carpenter, 1998).[..] Given
the relationship between board size and its abibityprocess information effectively, CE will
initially rise as the size of the board increases,then begin to fall at a point where adding more
members becomes dysfunctionathtrepreneurship in Medium Size Companies: Exptptihe
Effects of Ownership and Governance Systeloarnal of Management, 2000, Vol. 26, No. 5,
947-976, p. 954. Concerning the representationutide directors, they wrote, “Some research
has shown that the proportion of outsiders on apaoy's board is positively associated with
directors' strategic involvement (Johnson et &93t Judge & Zeithaml. 1992). This involvement
usually enables directors to become familiar witl firm's innovation and venturing initiatives.
Outside directors' knowledge of different companiesnpeting in domestic and international
markets may further broaden the board's perspeativd alert executives to promising CE
opportunities. In this capacity, outside directaan also serve as active boundary spanners
between the company and its external environmantole that can promote CE (Miller, 1983),”
Entrepreneurship in Medium Size Companies: Exptprithe Effects of Ownership and
Governance Systemdournal of Management, 2000, Vol. 26, No. 5, 978; p. 955. However,
literature has different beliefs about this relaship. In particular, Judge and Zeithaml (1992)
suggested that boards can be more effective aravie when insiders are better represented
because there may have been better information fidthin the boardrooms. Concerning
outsiders’ stock ownership, Zahet al wrote: “Increased stock ownership can motivateside
directors to become more actively involved in morniig management and ensuring an effective
alignment between the interests of executives hadedolders (Kren and Kerr, 1997; Johnson
al., 1993). Ownership can also empower outside diredb challenge management (Finklestein,
1992).” Concerning CEO duality they wrote: “Agentheorists propose that by separating the
positions of the chair and the CEO, directors widlve greater independence in performing their
roles of monitoring, evaluating, and discipliningetCEO (Daily and Dalton, 1997). When the
CEO and board chair positions are separated, tH@ iSHess able to control the agenda of the
board meeting. Under these conditions, directors ex@courage the firm to focus on long-term
activities by tying executives' rewards and compéoa to the pursuit of CE and using support of
long-term initiatives as a criterion in evaluatin@EO performance (Zabra, 1996).,
Entrepreneurship in Medium Size Companies: Exptprithe Effects of Ownership and
Governance System¥ournal of Management, 2000, Vol. 26, No. 5, 94%; p. 955-956.
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interests (Chapin, 1986). Kuratled al (1993) stressed the importance of control
and evaluation for corporate entrepreneurship. &at989) also considered
formal controls essential for corporate entreprestap project selection
(Antoncic and Hisrich, 2004). Thus, the board serag a keeper of shareholders
by monitoring management to ensure that sharel®ldeterests are pursued
(Johnsoret al, 1996; Lynallet al, 2003). The board serves as a wealth protector
(Filatotchev and Wright 2005; Zaheha al.,, 2009).

From a resource-based perspective (Barney, 199heBat al, 2001) the
board is a potential provider of resources used ptomote Corporate
Entrepreneurship and create new wealth (Pfeffer212ald, 1969; Gabrielsson
and Winlund, 2000; Filatotchev and Wright, 2005hizeet al, 2009). The board
can provide knowledge and resources that enablecuaxes to pursue
entrepreneurial opportunities that benefit shamdrsl through improved firm
performance (Keasy and Wright, 1993; Zaétal, 2009). The board can identify
viable opportunities for growth by giving attentitmCorporate Entrepreneurship
and innovation activities that allow the companyteate new wealth; it is also a
potential source of creative thinking about new apmities for growth and
innovative ideas. The board can share useful irdtion for making effective
strategic choices, and can ensure that membeledbp management team have
the knowledge, skills, and abilities to help thempany grow (Hillman and
Dalziel, 2003; Zahrat al, 2009; Tugglest al, 2010).Finally, the board can align
the interests of managers and the firm, therebypuaging wealth creation and
Corporate Entrepreneurship by providing resourtles¢, 2007).

The board’s provision of resources involves a \arad specific activities,
including providing legitimacy to the public imagé the firm (Selznick, 1949),
providing expertise (Baysinger and Hoskisson, 198@dministering advice and
counsel (Lorsch and Maclver, 1989; Mintzberg, 198#&)king the firm to
important stakeholders or other important entitigéllman et al, 2001),
facilitating access to resources such as capitakr(dhi and Stearns, 1988),
building external relations, diffusing innovatiomHgunschild and Beckman,
1998), and aiding in the formulation of strategydaother important firm
decisions (Judge and Zeithaml, 1992; Lorsch andi\Mac1989). The theoretical
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tie between these various activities is that tHefoaus on the board as a provider
of resources (Hillman and Dalziel, 2003). Accorditgresource based theory
(Barney, 1991), these resource should ensure &fimealth creation.

As described above, prior studies have presentidraht roles for the
board (Zahra and Pearce, 1989; Johnebral, 1996; Uhlaneret al, 2007;
Petrovic, 2008). Several theories have been putaiat to explain the role of the
board and its impact on firm performance. Sevaséarchers have indicated that
the board’'s primary roles are service and contBerle and Means, 1968).
Service means enhancing the company’s reputatgtabkshing contact with the
external environment and giving counsel and adwaeexecutives (Louden,
1982). The control role involves evaluating the qaaecy of the organizational,
administrative and accounting structure, and theeg# performance of the
company and CEO to ensure corporate growth angribtection of shareholder
wealth (Louden, 1982). Other researchers have stegjehat the board may be
actively involved in strategic decisions throughuesel and advice to the CEO, by

initiating their own analyses, or by suggestingmilatives (Pfeffer, 1972

2 The Corporate Governance Codkescribes the functions of Board of Directorsa@®w: “The
Board of Directors shall: a) examine and approeedtnategic, operational and financial plans of
both the issuer and the corporate group it headenitoring periodically the related
implementation; it defines the issuer’s corporate governance hadélevant group structure; b)
define the risk profile, both as to nature and l@feisks, in a manner consistent with the isssier’
strategic objectives; c) evaluate the adequach@btrganizational, administrative and accounting
structure of the issuer as well as of its stratbjicsignificant subsidiaries in particular withgaerd
to the internal control system and risk managenmdngpecify the frequency, in any case no less
than once every three months, with which the deézbhodies must report to the Board on the
activities performed in the exercise of the powdetegated to them; e) evaluate the general
performance of the company, paying particular &tt@nto the information received from the
delegated bodies and periodically comparing thelt®sichieved with those planned; f) resolve
upon transactions to be carried out by the issuétsacontrolled companies having a significant
impact on the issuer’s strategies, profitabilitgsets and liabilities or financial position; tosthi
end, the Board shall establish general criteriadentifying the material transactions; h) perform
at least annually an evaluation of the performasfdbe Board of Directors and its committees, as
well as their size and composition, taking intoaat the professional competence, experience
(including managerial experience) gender of its imers and number of years as director. Where
the Board of Directors avails of consultants foctsa self-assessment, the Corporate Governance
Report shall provide information on other serviagésny, performed by such consultants to the
issuer or to companies having a control relatignshith the issuer; i) taking into account the
outcome of the evaluation mentioned under the previtem g), report its view to shareholders on
the professional profiles deemed appropriate ferciimposition of the Board of Directors, prior to
its nomination; j) provide information in the Corpte Governance Report on (1) its composition,
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We consider that all these functions may be endageglin two main roles.
The first role is control and monitoring functioAccording to this perspective,
one of the main tasks of the board is to proteatedtolders’ wealth by ensuring
manager accountability and minimizing agency c@shfaet al, 2009). The
second is the “entrepreneurial” function (Uhinagéral, 2007). Thus, the second
main task of directors is to create new wealth lyviging new knowledge and
resources, giving advice to executives to promot®vative activities, aiding in
the strategy’s formulation and giving attention @Gorporate Entrepreneurship
(Judge and Zeithaml, 1992; Shat al, 1999; Filatotchev and Wright, 2005;
Zahraet al, 2009; Tuggleet al, 2010). Thus, the board of directors should
balance between wealth protection and wealth cneain order to ensure,
encourage and promote Corporate Entrepreneursktijnviie firnd'>.

This approach leads to some important questionso should a board of
directors that must balance minimizing agency pmoid and creating new wealth
be structured? (ii) how should a board designebalance these important tasks
function? (iif) What structural and functional difences might there be between a
board designed to protect shareholders’ value aanodard designed to create new
wealth (Filatotchev and Wright, 2005)?

indicating for each member the relevant role helthiw the Board of Directors (including by way
of example, chairman or chief executive officer,dafined by article 2), the main professional
characteristics as well as the duration of his/bffice since the first appointment; (2) the
application of article 1 of this Code and, in pautar, on the number and average duration of
meetings of the Board and of the executive commitifeany, held during the fiscal year, as well
as the related percentage of attendance of eaettaly (3) how the self-assessment procedure as
at previous item g) has developed; k) in order tsuee the correct handling of corporate
information, adopt, upon proposal of the managimgatior or the chairman of the Board of
Directors, internal procedures for the internal diemy and disclosure to third parties of
information concerning the issuer, having speaghrd to price sensitive information”.
“3The need for this balancing effect originates froseries of compromises that a firm mast make
to ensure an adequate level of Corporate Entreprehip. In particular, we refer to compromises
concerning level of strategy, culture, structu@ntool, and human resources, as discussed in the
first chapter. For example, Antoncic and Hisricb@2) argued that formal controls for monitoring
entrepreneurial activities are positively assodatdth Corporate Entrepreneurship, but may,
when excessive, inhibit Corporate Entrepreneurstdpd wealth creation, Corporate
entrepreneurship contingencies and organizationaalth creation,Journal of Management
Development, 2004, Vol. 23, 1. 6, p. 518-550).
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In the next section we attempt to examine how Bsaobmposition,
characteristics, structure and process may infleemealth creation and wealth

protection.

2.2. The board’'s attributes and their influence on Corporate
Entrepreneurship

Zahra and Pearce (1989), after a review of thecpah theoretical
perspectives, identified four “board attribut¥s”composition, characteristics
(demographic characteristics and board personadityjcture and process.

Board compositionincludes the size of the board and the mix of diec
types. Size refers to the number of directors enlibard room. Type refers to the
widely recognized dichotomy between inside and idatslirector§® and the

“ Attributes determine a board’s undertaking of ride and, ultimately, its contributions to
company performance. They are the results of thieweconducted by Zahra and Pearce (1989) of
the theoretical perspective on the roles of bodrdirectors and described in the previous page of
this work.

> The ItalianCorporate Governance Codgts that “2.P.1. The Board of Directors shalhizle

up of executive and non-executive directors, whauh be adequately competent and
professional. 2.P.2. Non-executive directors sHaiing their specific expertise to Board
discussions and contribute to the adoption of finfgrmed decisions paying particular care to the
areas where conflicts of interest may exist. 2.8 number, competence, authority and time
availability of non-executive directors shall beclsias to ensure that their judgment may have a
significant impact on the taking of Board’s decisio3.P.1. An adequate number of non-executive
directors shall be independent, in the sense het do not maintain, directly or indirectly or on
behalf of third parties, nor have recently maintgirany business relationships with the issuer or
persons linked to the issuer, of such a signifieaas to influence their autonomous judgment”.
The UK Combined Code of Corporate Governarregognizes a specific task of non executive
directors, pointed that “Non-executive directorswdld scrutinize the performance of management
in meeting agreed goals and objectives and motti@rreporting of performance. They should
satisfy themselves on the integrity of financidbmmation and that financial controls and systems
of risk management are robust and defensible. Hneyesponsible for determining appropriate
levels of remuneration of executive directors ardeha prime role in appointing and, where
necessary, removing executive directors, and icession planning” (A.4). Moreover, the Code
highlights that “The board should appoint one @&f itdependent non-executive directors to be the
senior independent director to provide a soundiogrd for the chairman and to serve as an
intermediary for the other directors when necessa@he senior independent director should be
available to shareholders if they have concernshvigiontact through the normal channels of
chairman, chief executive or other executive doecthas failed to resolve or for which such
contact is inappropriate” (A.4.1). Concerning theafl composition and the definition of insider
and outsider Fortuna F. (2002) wrote: “La compasizi del Board si caratterizza per la
contemporanea presenza di amministratori esea@itiain esecutivi, tra i quali quelli indipendenti.
Ai primi sono attribuiti deleghe e funzioni diret; gli amministratori non esecutivi, invece
contribuiscono, con le proprie competenze, allalisposizione di opportune azioni strategiche e
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representation of minorities. Outsid€rare not members of the top management
team, their associates, or families; are not eng@eyof the firm or its
subsidiaries; and are not members of the immegiasé top management group
(Jones & Goldberg, 1982). They also have contagtside a firm and typically
bring a broader range of experience because of ttwitacts with different
companies and industries (Kesner, 1988). Insidexsbaard members who are
current or former employees of a firm or who areeotvise closely affiliated with
the firm (Judge and Zeithaml, 1992). Minority regeetation refers to the status
of ethnic minorities and the representation of flamaon the board. These
directors are presumed to reflect the values oiegpat large, not only those of
shareholders (Zahra and Pearce, 1989).

Characteristics consists of two components. The first, directors’
background, includes the age, educational backgkowslues and experience of
directors. These qualities manifest themselvesiénchoices that directors make
(Hambrick, 1987). Literature concerns “demograpti@aracteristics” (Petrovic,
2008). Previous scholars have highlighted a pasitink between directors’
demographic similarity and interpersonal trust, ahhresults in a more open
communication among board members, more frequéminmal social interaction
among them, and greater willingness to share coscabout strategy in board
meetings (Westphal and Bednar, 2005).

The second component concerns those qualitiesgthdieyond directors'
individual or collective characteristics and refltloe "personality” of the board.

Board scholars have suggested that boards devesapawn personalities, with

di controllo”, Corporate Governance — Soggetti, Modelli e Sisteiiano, Franco Angeli.
Actually the importance of a right mix of insidendhoutsider appears also in the Corporate
Governance code that maintain “The non-executivectbrs enrich the Board’s discussion with
competences formed outside the company, havingreergl strategic character or a specific
technical one. Such competences permit to analygeifferent matters under discussion from
different standpoints and, therefore, contributenturish the dialectics that is the distinctive
precondition for a meditated informed corporateiglen. The contribution of non-executive
directors appears to be useful on such subjecenrsatt which the interests of executive directors
and those of the shareholders may not coincidéy asche remuneration of the executive directors
and in relation to the internal control and risknagement systems”.

6 Qutsider can be non executive or independent directsee Zattoni, A. (2006)Assetti
Proprietari e Corporate Governanc#lilano, Egea.
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distinct styles or modes of operation (Lynch, 19Mueller, 1981). This

personality reflects a board's disposition to foass internal issue, such as
efficiency, rather than external issues (Pearce&d3}%9the level of directors'

independence from management influence (Geneer);188d directors’ vested
interest in the firm as evidenced by stock owngrsfi{esner, 1987). Board
personality is believed to be more enduring thandharacteristics of individual
directors (Lynch, 1979). This personality is thoughchange only if a quantum
change occurs in board composition and directaskdround variables (Zahra
and Pearce, 1989).

Boardstructure refers to the dimensions of the board's organimatibost
decision making by directors takes place in smateups or committees (Bacon
and Brown, 1973). The Corporate Governance Coddte&upervisory Agency
(e.g. SEC, and Consob) have considered these sydsgem important tool for
monitoring corporate activity. Furthermore, membarthese groups tend to hold
the greatest power and influence over corporatairaffifKesner, 1988). Thus,
research on board structure covers the number gpdstof committees,
committee membership, the flow of information amdahgse committees, board
leadership, and patterns of committee membership.

Processinvolves the approach the board takes in makingsibets. Past
research shows that the board process embodiesléugents: the frequency and
length of meetings, CEO-board interface, level @isensus among directors on
issues at hand, formality of board proceedings,thedextent to which the board
is involved in evaluating itself (Mueller, 1979; Mze, 1983). Researchers have
argued that the context of a board’s meeting—itgreke of formality or
informality—can shape the board in a way that ei#gehances or constrains the
discussion of entrepreneurial issues. Meetings lmarstructured and run in a
formal environment, reducing open communicatiorteilately, meetings can be
loosely structured and run informally in a casuainment, facilitating more
open communication. Informal relationships can terem greater capacity for
information sharing and mutual problem solving (Blem and Lovas, 2004;

Tuggleet al, 2010). In the following sections we will analyaew each attribute
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can affect Corporate Entrepreneurship activity wmitthe firm, and impact the

board’s ability to protect and create new wealth.

Figure 3. The influence of the board’s attributes a Corporate Entrepreneurship

Board composition ~

Board’s role in

Wealth Creation
Board characteristics
> I N Corporate
Entrepreneurship
Board structure Board’s role in %

Wealth Protection

Board process

2.2.1. Board composition: size and types of direato
As mentioned above, the attribute of compositiorsitiyoconcerns the size

of the board and the mix of director types.

Board size is a well-studied board characterid®esearchers have found
empirical evidence that the number of directors nrdluence how the board
functions, and, thus, corporate performance. It raégo influence the way
directors perform their tasks (Fama and Jenser8)1&& determine their abilities
to promote Corporate Entrepreneurship (Van de Beggid Levrau, 2004; Zahra
et al, 2000; Daltonet al, 1999). In particular, the size of the board c#eca
directors' ability to quickly and effectively praa=einformation about Corporate
Entrepreneurship (Haleblian and Finkeistein, 1998) their motivation to focus
on entrepreneurial issue. However, the same rdssartave proposed different
and conflicting results, as they have argued tbatd size can have both positive
and negative effects on board performance.

Resource theory has been the primary foundatiothiaconcept that larger
boards will be associated with higher levels omfiperformance (Mintzberg,
1983; Pfeffer, 1972, 1973; Pfeffer and Salancik78)9 According to this view,
board size could be a measure of an organizatatniligy to form environmental
links to secure critical resources (Coodstetiral, 1994). Expanding the number
of directors provides an increased pool of experbecause larger boards are
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likely to have more knowledge and skills at thespdsal. Additionally, large
boards may be able to draw on a variety of perspecbn corporate strategy and
may reduce domination by the CEQ(Van de Berghe and Levrau, 2004).
Consequently board size has been found to be ypalyitielated to company size,
diversification (Pearce and Zhara, 1992) and imtigonalization (Sanders and
Carpenter, 1998). These findings imply that ladgesrds are better able to make
significant contributions in strategy developmentéuse they integrate multiple
perspectives and are able to develop more hokdtiernative solutions (Ruigrok
et al, 2006). Thus, larger boards are able to actigatyage in the exploration and
exploitation of new entrepreneurial opportunitiesing the different networks of
resources, knowledge and skills that directorsparé of. As a board continues to
grow, communication may break down and coordinagomong directors may
decline (Clendenin, 1972). This, in turn, reducesdlors’ ability to effectively
participate in board deliberations and adequatetyitar management (Sanders
and Carpenter, 1998). Increasing board size migrifeantly inhibit board
processes because of potential group dynamic prsblessociated with large
groups. Larger boards are more difficult to cooatin and may experience
problems with communication and organization. Femtiore, large boards may
face decreased levels of motivation and partiagpatand may be prone to
developing factions and coalitions (Van de Berghé hevrau, 2004). Research
on group processes has suggested that larger grargsassociated with
significant coordination costs (Ruigrek al, 2006). These cost may come from a
number of sources: it has been suggested thatr laogeds have more difficulty
meeting frequently. The greater number of perspestin larger boards might
lead to conflict among directors, which can produwdistrust, hostility and
decreased motivation (Amason and Sapienza, 199hniinication might be
more formal; if so informal methods of coordinatioray be less effective (Cohen

and Bailey, 1997). As a result, larger boards tenide slower in decision making

* Concerning the way that board of directors cantoseeduce the nomination of CEO, Forbes
and Milliken (1999), for example, argue that a syand cohesive board can require CEOs to
explain, justify and possibly modify their positimm important strategic issues and to entertain
alternative perspective, or can more easily deftida CEO replacement.
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and less cohesive (Mueller and Baker, 1997). Add#ily in larger groups, there
is less time during board meetings for individuakctors to speak. Therefore,
individual members can more easily act as freersidend minimize their
contributions (Golden and Zajac, 2001). An agenesspective would imply that
large boards are more easily controlled by the Cwfp can use tactics like
coalition building and selective provision of infieation ( Jensen, 1993). These
considerations suggest that smaller boards may hettler.

In effect, a smaller board can enhance directansse of participation and
allow them to communicate more freely and frequemtlth the firm's senior
executives. This participation often promotes calreemong directors as they
monitor and evaluate the CEO. For example, Jenbsareed "When boards get
beyond seven or eight people they are less likeljunction effectively and are
easier for the CEO to control” (1993: 865). Literathas also highlighted the fact
that firms with greater growth opportunities telmdhtave smaller boards (Denis
and Sarin, 1999). Moreover, prior scholars havewshohat strategic board
involvement requires active and cohesive directol® are able to intensely
discuss and evaluate strategic opportunities duroagd meetings.

Thus, this stream of literature suggests thatradept shareholders’ wealth,
a smaller board can make the group of directoreemohesiveness, participative,
and able to reach consensus (Lipton & Lorsch, 1@tonet al, 1999). This
cohesion can increase board vigilance over the €d@é&cision making and curtail
potential managerial opportunism (Yermack, 1998y aence can increase the
protection of shareholders’ wealth. Thus, a smditeard is better able to support
Corporate Entrepreneurship activities, and drae attention of the CEO and
executives to the exploitation of entrepreneurippartunity, which that can
ensure a certain level of wealth for the firm’sreelders.

However, to create new wealth for shareholdersygel board may enable
access to useful resources (Dalatral, 1999), may operate as a potential source
of creative thinking about new opportunities foowth (Tuggleet al, 2010), and
may increase the ability of directors to procegermation about environmental
and entrepreneurial opportunities to create wedlttus, a larger board may be

better able to spur Corporate Entrepreneurshiyitied and advise and suggest

68



the exploration of new entrepreneurial opportusiti® the CEO and Top
Management Team. The exploitation of these aatiwitian create new wealth for
corporate shareholders.

Despite these considerations, we must recognizeath@animum number of
directors is needed to guarantee the required talaatween shareholder wealth
protection and wealth creation and, thus, allow lleard to fulfil its role in
promoting and sustaining Corporate Entrepreneunstilpn the firm.

However, literature has highlighted some other irteopd aspects that could
complicate the evaluation of the influence of boaainposition on Corporate
Entrepreneurship. For example, according to Fiegenteal, (2000) smaller
boards composed of a large proportion of directdrs are somehow dependent
upon the CEO via personal, professional, or ecoaoatationships should be less
powerful and less effective in the control role \ostue of the CEO's ability to
influence individual directors (Baysinger and Butl&985; Chaganti, Mahajan,
and Sharma, 1985). Conversely, larger boards tleat@mposed predominantly
of really independent directors should be morectiffe monitors of executive
self-interest because these directors focus morgnancial performance (Fama
and Jensen, 1983; Johnsen al, 1993), have an incentive to maintain their
reputation (Fama and Jensen, 1983), and are niodsbted to the CEO (Patton
and Baker, 1987).

These considerations show the need to consider dtheension of board
composition: the mix of different types of diredorThe proportions of
insider/outsider representation on a board is thstrstudied variable in corporate
governance literature (Judge and Zeithaml, 1998)di8s focusing on agency
theory have suggested that outside directors may @h important monitoring

function on the top management team (Claryssal, 2007). Outsidef8 can

*® Bianchi Martiniet al (2006) wrote: “Viene infatti stabilito che talegano [that is the Board of
Directors] si compone di membri esecutivi (ammigiiri delegate ed amministratori con
incarichi direttivi) e non esecutivi (amministrataeron titolari di deleghe e che non ricoprono
funzioni direttive). | Consiglieri non esecutiviwdmo essere inoltre, per numero ed autorevolezza,
tali da garantire che il loro giudizio possa avenepeso rilevante nelle decisioni del Consiglia. Gl
amministratori non esecutivi, in virtu della lorsteaneita alla gestione aziendale, dovrebbero poter
valutare con maggior distacco le proposte e I'opedei delegati. Inoltre , sempre secondo il
codice, un numero adeguato di amministratori noaca$vi devono avere la qualifica di
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ensure the pursuit of long term wealth creationntgnitoring executives and
encouraging Corporate Entrepreneurship. They caon aking awareness of
innovations and new opportunities from their owrdustries into a firm’s

boardroom (Hillman and Dalziel, 2003; Tuggieal, 2010). Moreover, literature
has suggested that outsiders are able to provide migjective oversight on
strategic decision making than insiders (Judge Aeithaml, 1992). From a
resource based perspective, outsiders can bettetidpr access to scarce or
strategic resources (Lynadt al, 2003, Tugglet al, 2010).

These capabilities suggest that outsider direcpday a crucial role in
wealth protection and creation, but a question mregaahow and by whom are
outsiders selected? Literature has suggested #hatboard members will be
recruited using rational criteria to increase dsitgron a board (Hillman and
Dalziel, 2003). Thus, a board should be comprideiddividuals with a range of
different types of human and social capital thahplmment one other (Clarysse
al., 2007). Furthermore, a social network perspeauggests that board members
will be recruited from the social network of thalgtholders in power. These
considerations could suggest that a board witligeelaumber of outside directors
can improve the level of control over top managenteam and increase the
possibility of discovering and exploiting new oppaunities to increase the level of
Corporate Entrepreneurship. However, some douhts haen raised concerning
whether outsiders are, in fact, in good positionntake real contributions to

“indipendenti”, ossia: -non devono avere relazi@tonomiche con la societa, con le sue
controllate, con gli amministratori esecutivi o cgin azionisti di controllo, di rilevanza tale da
influenzare I'autonomia di giudizio; -non devoncsere titolari di partecipazioni azionarie che
consentono loro di esercitare il controllo o uriieinza notevole sull'azienda; -non devono
partecipare a patti parasociali per il controlldl'deienda; -non devono essere stretti familiari di
amministratori delegati o di soggetti che si travam posizioni previste dai punti precedenti§g
Governance delle Societa QuotaMilano, Franco Angeli. Concerning the USA confe&tuart
and Kamensky (2002) wrote: “To be independent utitkerAct, an audit committee member may
not accept any consulting, advisory, or other camsptory fee from the company, except in his or
her capacity as a member of the board or a boaminittee. Further, no member of the audit
committee may be affiliated with the company, preahbly meaning, subject to SEC rulemaking,
that no one may be a member of the audit committez has an influence, direct or indirect, over
the management of the business or the affairs efchmpany or any subsidiary, or who is
affiliated with a controlling shareholder”, Sarbar@xley Act of 2002 Imposes New Rules for
Corporate Governance and ReportiBgnkruptcy Bulletin Sarbanes-Oxley Act of 20B2b. L.
No. 107-204, 116 Stat. 745, September.
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Corporate Entrepreneurship (Ruigrekal, 2006). First, we argue that if outside
board members have human and social capital tleatcar different from the
capabilities, skills, and knowledge within the firntheir contributions to
Corporate Entrepreneurship may be limttedvlost importantly, outside board
members have only limited time that they can invastany individual board
mandate (Ruigrolet al, 2006). They consequently lack the intimate knolgk
and expertise concerning firm procedure and deatisiaking. This is aggravated
by the existence of board norms that make manycsoproblematic to discuss
publicy(Lorsch and Mclver, 1989). Given these infational disadvantages,
outside directors could be more oriented towardsmess of financial control; this
orientation might reinforce executive behaviourttigashort-term and low-risk
oriented (Baysinger and Hoskisson, 1990).

These considerations are reflected in the findimgt ffirms with higher
growth opportunities have fewer outsiders on thmards (Denis and Sarin,
1999). Studies that focused on strategic choicepeetive (Judge and Zeithaml,
1992) have shown that boards tend to be more eféeathen insider? are better
represented because they have better informatmm ¥ithin the boardroom.
Prior researchers have found that insider reprasentis positively associated
with strategy innovativeness (Hill and Snell, 19&8) the level of corporate
R&D spending (Baysingest al, 1991). Insiders have firm-specific knowledge and
familiarity with the firm’s markets and establisheetworks (Tugglet al, 2010).

They have useful information about the firm, itstbry, its strategy and its

* Concerning this point, the Corporate GovernanceeCsets: “(3.C.3) The number and
competences of independent directors shall be adedu relation to the size of the Board and the
activity performed by the issuer; moreover, theystribe such as to enable the constitution of
committees within the Board, according to the iatlans set out in the Code”. Despite this norm
we retain the problem mentioned in the text stlévant.

*® The Corporate Governance Code defines insider xecugives): “(2.C.1) -the managing
directors of the issuer or a subsidiary havingtstyia relevance, including the relevant chairmen
when these are granted individual management powrevghen they play a specific role in the
definition of the business strategies;- the directa@sted with management duties within the issuer
or in one of its subsidiaries having strategicvatee, or in a controlling company when the office
concerns also the issuer; - the directors who amlmers of the executive committee of the issuer,
when no managing director is appointed or whenpheicipation in the executive committee,
taking into account the frequency of the meetings the scope of the relevant resolutions, entails,
as a matter of fact, the systematic involvementsofmembers in the day-to-day management of
the issuer”.
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management style. Evidence suggests that insidectdrs are key elements in
wealth creation as well.

Therefore, in order to create new wealth, a boaallsl achieve a balance
between inside and outside directors. This balas@n important condition for
real effectiveness of a board. Literature has sstggethat outsiders are able to
protect shareholders’ interests, given their indeleace from the CEO and top
management team; they are also providers of neauress and skills that can
help firms explore new entrepreneurial opportusitieHowever, a large number
of outsiders, without sufficient inside directovsill not be able to convert new
skill and capabilities into real opportunities giveheir lack of firm information
and trust of the CEO and top management team. Timsgjers could be
considered catalysts of knowledge and opportungiresided by outsiders. This
suggests that to support and improve the level afp@rate Entrepreneurship

within a firm a majority of insiders is desirable.

2.2.2. Board characteristics: demographic traits ad board personality
We now concentrate our attention on the second db@tribute, as

suggested by Zahra and Pearce (1989). Accordinglitewature, board

characteristics consists of two components: denpbgecacharacteristics of the
board and its personality. Both are important immie of board involvement on
Corporate Entrepreneurship. For instance, prevemmlars have highlighted a
positive link between these characteristics andatgrewillingness to share
concerns about strategy in board meetings (Westpimal Bednar, 2005).
Furthermore, these characteristics reflects a Imadisposition to focus on
internal issue, rather than external issues (Pea883).

Demographic characteristics
A board’s cognitive frames and its directors’ sgilay an important role in

an organization as well as in a number of orgamnat outcomes (Lorsch and

®L Concerning the role of outsiders Andrews wrotendédpendent directors are supposed to
introduce ideas and perspectives from the outsieleing as a window to the word”, K. Andrews
(1981), Corporate Strategy as a Vital Function bé tBoard, Harvard Business Review
November-December.
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Maclver, 1989). However, it is the heterogeneityhomogeneity of these traits
among board members that affects how they workvidhaally and together.
Homogeneity is linked to a propensity to maintdie status quo, and can
contribute to strong consensus and strategic aaitytifiMurray, 1989; Tugglest
al., 2010). However, homogeneous groups can exhilifocamity and a lack of
openness to new information (Wiersema and Bant@92)l A homogeneous
board may be less inclined to introduce new ideat discuss entrepreneurial
issues but it can promote comfort among similarivididals, leading to the
development of greater trust in a short periodirakt In this view, homogeneity
may enhance rather than restrict the openness afdtmmm discussion. Thus,
homogeneity may play an important role in integrgta team or reducing conflict
(Tuggleet al, 2010). Demographic similarities between group, teanagement
team, and board members has been linked to insenpalr attraction and their
tendency to like, trust and interact more frequemthd effectively with others
they perceive to be similar to themselves (Williaamsl O’Reilly, 1998; Li and
Hambrick, 2005; Petrovic, 2008). Generally, simiaembers are more likely to
predict each other’s behaviour, which, in turn, tdbates to less misjudgment,
greater trust, more effective communication andimaltely, faster consensus
(Adobor, 2004). Westphal and Bednar (2005) foung@oaitive link between
directors’ demographic similarity and their interg@nal trust, which resulted in
more open communication among board members, megednt informal, social
interaction among them, and greater willingnessnioljvidual directors to share
concerns about strategy in board meetings. Additipnattraction among board
members has been considered to influence an indivichember's behaviour
because it leads to higher levels of commitmenihéoboard, which in turn affects
the board’s ability to work together, that is,eféort norms (Petrovic, 2008).
Heterogeneity, on the other hand, represents diyensa team’s cognitive
bases. Diversity on a board suggests a broadeofgatrspectives on decision
making (Sawyeet al, 2006). The heterogeneity of demographic traitslead to
greater diversity of information sources and pecspes, as well as to more
creative or innovative discussion (Murray, 1989;eWdema and Bantel, 1992).

However, heterogeneity can also lead to group mtnéind difficult decision
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making (Cannellat al, 2008). Literature has suggested that an effedioard of
directors will be composed of a group of profesalsnwho bring a range of skills,
experience and diversity to the company, and tmepeding views that different
directors can bring to board discussions can resuteative solutions (Hill and
Jones, 1998; Petrovic, 2008).

Tuggle et al, (2010) observed that heterogeneity on a boardiretctors
affects discussion on entrepreneurial issues. bigéerity considers the age,
educational background, value and experience adcttirs. Zahra and Pearce
(1989) highlighted the board characteristics tlaat influence a director’s role. A
board should be composed of people with the riglit wf personalities,
education, skills, and connections to encourage@ate Entrepreneurship (Van
Den Berghe and Levrau, 2004; Zaktal, 2009). Directors should have a certain
degree of accountability, and a certain level afkledge on low and industry of
the firm, and experience in directing a companyn\leen Berghe and Levrau,
2004). A board that includes different skills, caitiies, knowledge and
information can become a strategic resource tandigish firm in the competitive
environment. A heterogeneous board can provideuusegources to explore and
exploit new entrepreneurial opportunities. Sucloard can also provide valuable
information for making entrepreneurial decisionsd asuggest innovative
initiatives that will allow shareholders to improtieeir wealth (Fiegener, 2005;
Zahraet al, 2009). From this perspective, a board with diedoackgrounds can
enhance Corporate Entrepreneurship activities.

Furthermore, a board’s heterogeneity also influentlee monitoring
function and the protection of shareholder weakh.board with different
knowledge and capabilities can better control thkdity and truthfulness of the
information from the top management team. Such ardbgcan also ensure that
management has the necessary resources to pursapreneurial activity and
encourage top management team risk taking. Frosnpispective, a board with
diverse backgrounds can promote Corporate Entreprehip within a firm.
However, diverse backgrounds and beliefs aboussureithat a board must debate
may generate conflict. Moderate amounts of cogaitoonflict can, in turn,

enhance board effectiveness because cognitiveiciondisults in the use of a
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critical and investigative interaction process thay require CEOs to explain,
justify, and possibly modify their positions on iorfant strategic issues (that
means wealth protection) and in processes sucheasdnsideration and more
careful evaluation of alternatives, which contréoub the quality of strategic
decision making (that means wealth creation) (Forlbed Milliken, 1999,
Petrovic, 2008). Consequently, companies havedanteyears been increasingly
pressured to appoint directors with diverse baakigds and expertise to provide
the variety of perspectives that modern businessepurported to require (Ingley
and Van der Walt, 200%) Therefore, it seems that directors’ diverse
backgrounds are positively associated with a bsaability to promote and
enhance Corporate Entrepreneurship. The literauggests that highly diverse
groups are negatively associated with group cobkasiss but positively
associated with cognitive conflict, whereas highllpmogenous groups are
positively associated with group cohesiveness lagatively associated with
cognitive conflict. Consequently, the studies thatus on effective board
functioning recommend a “balanced” approach (P&tro2008). This entails,
having enough diversity to encourage the sharingnédrmation and active
consideration of alternatives, but enough colléyialto sustain mutual
commitment and make consensus-reaching practicaiilein the tight time
frames in which boards operate (Langevoort, 200his last consideration
suggests that a board’s heterogeneity influence@ate Entrepreneurship in a
nonlinear way; the relationship is initially posgias the heterogeneity of a board
increases but becomes negative as the heterogeoieitle board becomes
excessive.
Personality of the board

Zahra and Pearce (1989) wrote that the second diorenof board

characteristics is the “personality” of the boa#l.strong, independent and

2 In Comment section of the Corporate GovernanceeCdde Committee maintain: “The
Committee wishes that the shareholders, when prepahne lists and subsequently appointing
directors, evaluate, also in light of the opinioxpeessed by the Board on such an item, the
professional characteristics, the experience, diolyimanagerial competencies, and the gender of
the candidates, in relation to the size of theassthe complexity and specificity of the business
sector in which the issuer operates, as well asi#eeof the Board of Directors.”

75



collaborative board is important to promote and age Corporate
Entrepreneurship within a firm (Zahra 1996). Agetiogory suggests that a board
with these characteristics can better monitor amzberage managers to support
and pursue entrepreneurial activities (Jensen aacklmhg, 1976). A strong and
independent board is objective and interested & photection of wealth
(Baysinger & Hoskisson, 1990). A strong board asoves as a sort of discipline
for top management team because increase theiongigity in the strategy
formation process (Judge and Zeithaml, 1992; Gkisoa and Winlund, 2000).

Forbes and Milliken (1999) claimed that boards thave standards and
expectations for promoting high-effort behaviors omg members such as
devoting sufficient time to the role, actively sgmkinformation, and actively
participating in board discussions, are more likelperform their monitoring and
entrepreneurial roles effectively. Nadler (2004ppwsed that on an effective
board, members are expected to be honest, cong&ugilling to ask questions
and challenge others, willing to actively seek other directors’ views and
contributions, and spend appropriate time on ingmrissue. These norms —
the board’s social systems or “board culture” aslidla(2004) termed it — come
from the directors’ shared beliefs about activeppration and participation, as
well as from their shared values concerning theatiars’ respect for one another
and personal responsibility and accountability fbe company’s prosperity.
Nadler (2004) further argued that each board’simdistculture is why directors
doing the same work with identical structures aimdilar composition perform
differently. For example, “passive boards”, whiake governed by formality and
reserve, perform differently from “engaged boardsyhose culture is
characterized by directors’ willingness to challengnd which reflect the
dynamics of a high-performance team (Nadler, 2G@ttovic, 2008).

3 The Corporate Governance Code set: “(1.G12 directors shall accept the directorship when
they deem that they can devote the necessary tirtteetdiligent performance of their duties, also
taking into account the commitment relating to itheivn work and professional activity, the

number of offices held as director or statutoryitrdin other companies listed on regulated
markets (including foreign markets) in financialngoanies, banks, insurance companies or
companies of a considerably large size. The Bohadl secord, on the basis of the information

received from the directors, on a yearly basis,dfiiees of director or statutory auditor held by

the directors in the above-mentioned companiesiacidde them in the Corporate Governance
Report.”
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To enhance Corporate Entrepreneurship it is imporfar a board of
directors to work as a team. Board members shalldborate, respect each other
and be positive. A board must attempt to stimuldiedogue and interaction
among its members. A board of directors shouldoflla common vision or
interest, and must work to develop the right chéwisand encourage
cohesiveness. The moral principles and values @frdoanembers should be
indisputable. Moreover, trust between members serdgl. Finally, directors
should have a sense of humour and should meetdeutbie boardroom at
informal occasions (Van Den Berghe and Levrau, 20B4collaborative board
allows directors to spend more time discussing aldki entrepreneurial
opportunities using their mix of knowledge and Isk{Huse, 1998; Forbes and
Milliken, 1999) to maximize shareholder wealth. $hua board’s strong
personality is positively associated with its diilto promote and enhance

Corporate Entrepreneurship.

2.2.3. Board structure: composition and number of ammittees
The third attribute identified by Zahra and Peg1@89) is board structure.

The contribution of this element to board perforocems relevant because we
believe that the effectiveness of a board may Hect#d not only by its
composition and size but also by its internal adsiriative structure. Board
structure concerns a board’s organization (ZahthRearce, 1989) and involves
the rules that exist to make the board more efiitye(Huse, 1995; Gabrielsson
and Winlund, 2000). It covers the number and typesommittees as well as
committee membership (Zahra and Pearce, 1989; Demb and Neubauer 1992;
Huse 1995).

> The Corporate Governance Code maintain: “An orggitnal procedure that may increase the
efficiency and effectiveness of its works is reprdaed by the establishment among its members of
specific committees having consultative and prapgpdunctions. Such committees, as it appears
from the best Italian and international practides,from replacing the Board in the performance
of its duties, may usefully carry out a preliminaoje - which is represented by the formulation of
proposals, recommendations and opinions - for tmpgse of enabling the Board to adopt its
decisions with a better knowledge of the facts.hSude may be particularly effective in relation
to the handling of matters, which appear to becdédi also because they are a source of potential
conflicts of interest.”
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Board committees work toward the more effectiverapen of the board
(Van Den Berghe and Levrau, 2004). Committees mportant tools to monitor
corporate activities, and play a valuable role he protection of shareholder
wealth (Kesner, 1988). Klein (1995) evaluated tlilects of the committee
structure of boards and directors' roles withinséhecommittees on board
effectiveness. She proposed a committee structutle specialized roles to
enhance board performance in productivity and nooinigg. Thus, she identified
two different categories of committee: productivapd monitoring committee.
Here, productivity can be assimilated to the emgeeurial role of the board, and
includes board involvement in decision-making psses about strategic and
entrepreneurial issues and the decisions thattafieccreation of new wealth for
shareholders.

Monitoring refers to board involvement in the ewaian and control of the
activity of senior management, particularly in emnsg that senior management is
engaged in the pursuit of entrepreneurial actisjtieven if these are high-risk
activities. Thus, each board committee should sieeiin either entrepreneurial
(Uhlnaer et al, 2007) or monitoring issues, and these commitsdesuld be
staffed by the board members most likely to achidnese goals. Thus, boards
should use committee structures to facilitate, watal, and confirm long-term
investment decisions and to monitor the performaricenior management

Given these considerations, we can hypothesizera@ngstrelationship
between the presence of committees and the lev€bgiorate Entrepreneurship
within a firm. In particular, from an agency persipe, board committees can
allow directors to better perform their control @olThe specialization of
committees and the large amount of information thegctors can share during
meetings increase the potential to monitor exeestiand protect shareholder

wealtt?®. Furthermore, from a resource-based perspective dmard committees

> A. Zattoni (2006) wrote: “In risposta alle cresdersponsabilitd che gli vengono attribuite dalla
noramtiva e dai codici di autodisciplina, molti sagli hanno creato dei comitati a cui delegano
I'analisi e la formulazione di proposte alternatimemerito ad un particolare problemadssetti
proprietari e corporate governantdlilano, Egea.
*® An example of this perspective can be representedhé implementation of the Audit
Committee; “Quest’ultimo ha compiti e responsahilithe possono essere classificati secondo due
ottiche: una di tipo organizzativo, relative allalumazione dei piani e dell’azione dell’'Internal
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can enhance the involvement of directors in enémgurial activitie¥ (Harrison,
1987). Directors must be well prepared to partigpa committees (Huse, 1995;
Gabrielsson and Winlund, 2000) so they can bettierin the whole board about
the resources they can provide for the growth effitm. They can also suggest to
the top management team how to utilize the ressurie exploit new
entrepreneurial opportunities, create new wealthstmareholders and enhance
Corporate EntrepreneursfiipThus, we can hypothesize that the number of board
committee is positively associated with that bosrdbility to promote and
enhance Corporate Entrepreneurdhin particular, the monitoring committé8s

Audit; l'altra informativa, ossia di comunicazionalmeno ogni semestre, sull'adeguatezza del
sistema [dei controlli interni] nel suo complessé.” Fortuna (2002)Corporate Governange
Milano, Franco Angeli.
*” A. Melis (2002) wrote: “Migliorando il funzionamemtdegli organi di governo e di controllo
direzionale delle grandi imprese, il sistema dipooate governance puo favorire una maggiore
efficacia del processo decisionale a livello dioezle verso 'obiettivo della creazione di valore,
favorendo l'individuazione delle scelte migliorrca gli investimenti da compiere e diminuendo il
rischio che il soggetto economico scelga determinahvestimenti che perseguono
fondamentalmente solo il proprio interesse persgraiche quando quest’ultimo va a scapito del
perseguimento della creazione di valor€feazione di valore e meccanismi di corporate
governanceMilano, Giuffre Editore.
*® We refer in particular to the productivity commétte (Klein, 1995). Concerning this point,
Zattoni (2006), for example, wrote: “L’executivesnomittee [...] ha il compito di contribuire
attivamente alla formulazione e alla realizzazide#ia strategia aziendaleA'ssetti proprietari e
corporate governanceMilano, Egea.
** The regulation and Corporate Governance Code, grep\éspecially for the listed firms, the
possibility of implement some committees. In parée, the Corporate Governance Code
maintain: “For this reason, in the articles beldtwe Code recommends the establishment of a
nomination committee (Article 5), a remuneratiomeoittee (Article 6) and a control and risk
committee (Article 7), defining their compositiomda competences. (5.C.1The committee to
propose candidates for appointment to the positfodirector shall be vested with the following
functions: a) to express opinions to the Board wé&ors regarding its size and composition and
express recommendations with regard to the prafeakikills necessary within the Board as well
with regard to the topics indicated by articles.3.@nd 1.C.4.; b) to submit the Board of Directors
candidates for directors offices in case of co-tigta should the replacement of independent
directors be necessary. (6.P.3he Board of Directors shall establish among itsminers a
remuneration committee, made up of independenttire. Alternatively, the committee may be
made up of non executive directors, the majoritymbich to be independentin this case, the
chairman of the committee is selected among thepeddent directors. At least one committee
member shall have an adequate knowledge and erperie finance or remuneration policies, to
be assessed by the Board of Directors at the tiirfesther appointment. (6.P.4The Board of
Directors shall, upon proposal of the remuneratmymmittee, establish a policy for the
remuneration of directors and key management paedofv.C.2.)The control and risk committee,
when assisting the Board of Directors shall: a)leata together with the person responsible for
the preparation of the corporate financial docuseatter hearing the external auditors and the
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(audit, compensation and nomination) can have diy®sffect on promoting
Corporate Entrepreneurship, while productivity caittee$? (finance, investment
and strategic) can have a positive effect on enhgr€orporate Entrepreneurship
within the firm.

The second important aspect of board structure@mnuttee membership,
which refers to the composition of each committBeior researchers have
principally investigated committee membership imntge of type, gender and
occupation of directors (Kesner, 1988; Klein, 198pjra and Bender, 2004). In
particular they found that the presence of outsitieectors in committees
facilitates the strategic and monitoring roles dicard because they can provide
their experience, external associations and knaydedand can be more
objectivé?. Klein (1995) observed that productivity-orientedmmittees are
staffed primarily by insiders, whereas monitoringeoted committees are
comprised primarily of outside directors. Her fings also suggest the following:
() Monitoring committees (audit, compensation angbminating) are
disproportionately comprised of directors indeparidef management. On the
other hand, productivity committees (finance, inwent and strategic issues) are
disproportionately comprised of directors employmsdthe firm. (i) There is a

positive relationship between the percentage ofsidets on monitoring

Board of statutory auditors, the correct applicatod the accounting principles, as well as their
consistency for the purpose of the preparatiorhefdonsolidated financial statements, in any; b)
express opinions on specific aspects relating ®® itlentification of the main risks for the
company; c) review the periodic reports of therimé audit function concerning the assessment of
the internal control and risk management systenwyedsas the other reports of the internal audit
function that are particularly significant; d) mtori the independence, adequacy, efficiency and
effectiveness of the internal audit function; ejjuest the internal audit function to carry out
reviews of specific operational areas, giving staoous notice to the chairman of the Board of
statutory auditors; f) report to the Board of Dimes, at least every six months, on the occasion of
the approval of the annual and half-year finangglort, on the activity carried out, as well as on
the adequacy of the internal control and risk manant system. Sometimes, the firms can create
other committee to execute the tasks that the nrengrovide. They are the executives
committee, the strategic or ethic committee, thepemte governance committee, the compliance
committee, see A. Zattoni (200@)ssetti proprietari e corporate governanddilano, Egea.

% Concerning this classification see Klein (1995).

®! Concerning this classification see Klein (1995).

62 Actually, the normative and the Corporate Goveceaode set that some committees (in
particular the audit commit) have to be composechad executive directors, some of which
independent directors.
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committees and the factors associated with thefit®mé monitoring, such as the
firm's outstanding debt and free cash flow. (iih€efe is a positive relationship
between the proportion of insiders on productiigmmittees and measures of
firm productivity such as relative net income, puotivity of capital expenditures,
and stock market returns (John and Senbet, 1988jerins of composition,
Kesner (1988) maintained that major board comnsteee composed of directors
with business experience to facilitate the moniigmiole of the board.

Considering these prior findings we believe that pnesence of one or two
members of the management team in board commitseekelp directors perform
their roles in the protection and creation of shatger wealtf®. Despite the fact
that prior research has found a negative relatighe interaction between a board

and the top management team (Kor, 2806ye consider that having members of

8 Actually, this sentence requires a clarificati@ihe normative refuse the presence of executive
directors in some committees, especially the maonigo committees. Despite this point, our
research seems suggest that the presence of dn® @xecutives in the committees rooms can
facilitate their role in term of monitoring and plectivity. However, the topic is quite relevant and
can open some interest question for further rebedrais because it can be true that the presence
of executives in the committees can enhance dir€ctonvolvement in Corporate
Entrepreneurship, but the presence of executiiliéncommittee room may also raise a certain
level of embarrassment. We refer, for example, h® situation in which a committee must
evaluate the actions of the CEO. The executivehéndommittee can feel embarrassed to take
decision about his or her chief and thus limit tleeision-making ability of the committee. This
aspect can originate a different perspective orrdle of executive in the committees that can be
deepened in future research. Concerning the cotmosif committees, see the articles 5, 6 and 7
of the Corporate Governance Code.
% Kor (2006) highlighted two kind of interaction: K€ first interaction effect concerns situations
where highly tenured executives work with an owsidch board, which may result in the
emergence of two groups with opposing views on R&fategy. Managers with high firm tenure
may be reluctant to invest heavily in R&D as thé@seestments may pay off in the long term,
whereas the board of directors, guarding the interef shareholders, may advocate a high R&D
intensity with expectations of superior returns.eTpolarized views of managers and outsider
directors may result in conflicts and hostilityrimmanagement-board interactions. Especially, when
boththe top management team and the board are powsrfaluse managers are long tenured in
the firm and the board is rich with outsiders reprging the shareholders’ interests, rival factions
may develop at the upper ranks (Pearce and Za8#d,) 1Rising tensions and the polarization of
views may weaken the communication between thedbaad the team (Sundaramurthy and
Lewis, 2003), leaving outsiders with a bigger imfation disadvantage. In response to outsider
directors’ attempts to promote R&D investments, ag@ars may withhold information (Walsh and
Seward, 1990) and engage in interpersonal taaticg, (persuasion) to control these investments
(Westphal, 1998). [...] Managers may use their sa@pdiim-specific knowledge to justify to the
board their preference in moving some of the R&Dd to other functions and investments
which may be inherently less risky. Also, tenurivein strong managerial power limits the board’s
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the management team in committees allows directorespecially external
directors — to become more familiar with informat@bout day-by-day operations
and make decisions and valuations on executivevigctand entrepreneurial
opportunity for growth.

Thus, we can hypothesize that the presence of oneme members of the
management team in the committees is positivelpc@awed with the board’'s
ability to promote and enhance Corporate Entrepnesigp. However, if this
presence becomes too elevated, the power of thagearent team increases, as
does the possibility of prejudice, and the board lma able to protect the interest
of firm shareholders (Kor, 2006).

2.2.4. Board process: modes of operation
The last attribute that we want to analyze to ustdeid the board

involvement in Corporate Entrepreneurship is bgaatess.
Board process refers to the board's organizati@nr@& and Pearce; 1989)
and focuses on the rules that exist to make thedbmark more efficiently (Huse,

1995). As mentioned above, mechanisms that can thelpboard work more

ability to control managerial actions (Pearce aatird, 1991; Shen, 2003). The board may want to
promote potentially profitable, but risky, R&D irstenents; however, tenured managers who have
become increasingly powerful and entrenched infittnke may be able to constrict the board’s
efforts at the expense of shareholders’ interéstmella and Shen, 2001; Singh and Harianto,
1989; Zajac and Westphal, 1996). [...] Thus, as memegt teams with high firm tenure interact
and negotiate with outsider-rich boards, firm's R&iestment intensity will be compromised”.
The second interaction refers to the shared-te@uifspexperience: “Shared experience in the top
management team provides managers with in-depthwlkdge of each other’'s abilities and
idiosyncratic habits and strengthens the team’sleciive confidence (Eisenhardt and
Schoonhoven, 1990; Penrose, 1959). However, thentopagement team’s collective confidence
also empowers managers to more easily pursue gwlserve their interests instead of those of
shareholders. When a powerful and confident manageteam interacts with a board with a high
percentage of outside directors, certain confli#some unavoidable (Pearce and Zahra, 1991).
Even though these conflicts may concern agencyesssuch as executive compensation and
excessive firm growth rather than R&D decisiongytmay produce negative spillover effects on
a firm’'s R&D investments. When the management taaththe board do not get along and cannot
maintain a healthy dialogue due to power struggdles.firm may abandon its dominant logic of
developing and renewing innovative capabilitiesthe midst of conflicts and power struggles,
managers may not be able to keep their eyes odheand carry on a high R&D strategy to
sustain the innovativeness of the firm. Thereftr@ging together managers with high levels of
shared team-specific experience and a board witigla percentage of outsiders can constrain
R&D investments,’Strategic Management Journalol. 27, Issue 11, p. 1081-1099:1086, 1087.

82



efficiently include the frequency and length of megs, CEO-board interface, the
level of consensus among directors on issues ad, tawe formality of board

proceedings, and the extent to which the boarchwslved in self-evaluation

(Mueller, 1979; Vance, 1983). In this section, wi#t goncentrate our attention on
formal board routines, the existence of a formableation of boardroom

performance and the frequency of board meetingemiand Neubauer, 1992;
Huse, 1995).

Formal board routines include rules concerning @oagenda, the
convocation of the meetings, accurate protocolsl sormal work divisions
among the various directors (Gabriellson and WidJu2000). All these rules can
help the board to achieve control over a busingsat®n and make the right
strategic decisions. The main tool that can fat#éitperformance of the board’s
role is good information (Demb and Neubauer, 199Rus, it is important that
board agenda and the rules applied for the conircat meetings provide all the
information that directors need (Demb and Neubal@9?). An alert board with
well-established reporting routines is the bestvenger of the outright
manipulation of data (Demb and Neubauer, 1992; HU$®95). It is also
important to consider that the time available fatstde directors can be limited
(McNulty and Pettigrew, 1999); thus, director camtavith the board should
maximize opportunities to contribute to monitoriagd entrepreneurial issues
(Gabriellson and Winlund, 2000). Providing the tigiformation to outsiders is
an important part of making dialogue efficientidtalso important to distribute
required written information in a timely manner faxilitate fast and accurate
decision making (Demb and Neubauer, 1992; GaborlEnd Winlund, 2000).
Thus, from an agency perspective formal board mestican help a board of
directors perform its monitoring role, protect sHaslder wealth and ensure a high
level of Corporate Entrepreneurship. From a resolnased perspective formal
board routines can be opportunities to increaselvament in the strategic
decision making process, as, if directors receippr@priate information in a
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timely, they can take time to consider differentl @omplementary opportunity
that can be suggested during the meéting

Another important component of the board procegbasexistence of any
system to evaluate board performance (Demb and &leup1992; Huse, 1995).
However, empirical evidence about the evaluatiorbadrd performance shows
that this is not common practice among boards, ittesipe fact that a formalized
system for board evaluation is one of the main irequents in many corporate
governance cod&s (Minichilli et al, 2007). Moreover, board members are
increasingly becoming involved in setting comparbjectives, hiring, firing,
compensating the CEO and asking discerning questicorsch, 1995; Conget
al., 1998). Thus, board members are seen as strategse than as controllers,
and the board of directors is a highly valued orzmtional resource that has the
potential to contribute to entrepreneurial develeptmHuse, 2005; Minichillet

al., 2007). Through an evaluation process, board mesnten develop a better

% The Code of Corporate Governance sets: “(1.0J6€) chairman of the Board of Directors shall
ensure that the documentation relating to the agefidhe Board are made available to directors
and statutory auditors in a timely manner prioth® Board meeting. The Board of Directors shall
provide information in the Corporate Governance dkepn the promptness and completeness of
the pre-meeting information, providing detailster alia, on the prior notice usually deemed
adequate for the supply of documents and specifyingther such prior notice has been usually
observed.”

% The Italian Corporate Governance Code sets: “l1)Gthe board of directors] g) perform at
least annually an evaluation of the performancéhefBoard of Directors and its committees, as
well as their size and composition, taking intoaat the professional competence, experience
(including managerial experience) gender of its imers and number of years as director. Where
the Board of Directors avails of consultants foclsa self-assessment, the Corporate Governance
Report shall provide information on other servidésny, performed by such consultants to the
issuer or to companies having a control relatignshith the issuer; h) taking into account the
outcome of the evaluation mentioned under the previtem g), report its view to shareholders on
the professional profiles deemed appropriate ferciimposition of the Board of Directors, prior to
its nomination; i) provide information in the Cormate Governance Report on (1) its composition,
indicating for each member the relevant role heilthiw the Board of Directors (including by way
of example, chairman or chief executive officer,dafined by article 2), the main professional
characteristics as well as the duration of his/bffice since the first appointment; (2) the
application of article 1 of this Code and, in pautar, on the number and average duration of
meetings of the Board and of the executive commitifeany, held during the fiscal year, as well
as the related percentage of attendance of eaettaliy (3) how the self-assessment procedure as
at previous item g) has developed.” A. Zattoni @Q0wrote: “una valutazione periodica del
consiglio potrebbe aiutare gli stessi consiglierpreandere coscienza del proprio ruolo e delle
proprie responsabilita, facilitando cosi la creagi@i un organo maggiormente efficacASsetti
proprietari e corporate governaclilano, Egea.
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understanding of what is expected from them indialty and from the board
collectively (Atkinson and Salterio, 2002; Cas@004). In this sense, evaluation
can have the potential to enhance board effectsgen€he adoption of board
evaluations might also activate a mechanism ofreateaccountability, which is
likely to contribute to the dynamic processes ofidig trust and reputation
(Daily and Dalton, 2003). A formal and regular bavaluation practice could,
therefore, be a means of advertising the fairnteaesparency and quality of the
board’s work (Minichilli et al, 2007). Thus, the existence of any system of
performance evaluation can help directors perfoneirtcontrol role as it can
stimulate their sense of responsibility. At the satime, board performance
evaluation can help the board perform its entregudal role, increasing
members’ inclination to suggest and promote newatnres to the CEO and to
participate with more involvement in the strateggcision-making process.
Finally, board directors need adequate time to mefikective decisions
(Congeret al, 1998). Thus, the frequency of board meetingsigortant for the
board to perform its functions and satisfy its leggsponsibilities (Demb and
Neubauer 1992; Huse, 1995). Board meetings arkeheneans of informing and
involving directors (Tugglest al, 2010). The boardroom is also the place where
directors can discuss the firm’s opportunities aedaluate management
operations. The frequency of board meetings is eigmortant for the board to
perform its control and entrepreneurial roles (Desnid Neubauer, 1992; Huse,
1995). The board cannot be expected to monitor performance and suggest
innovative initiatives if they are not given suféot opportunities (Demb and
Neubauer, 1992; Huse, 1995). It is also importhat information be accessible
to all members of the board (Andrews, 1981) antlltbard meetings be a way to
inform all directors, both inside and outside. Bbareetings should be frequent
enough to let the board issue continuous repomsearaing the firm's situation.
From an agency perspective frequent meetings at@sooard to better control
management activities to protect shareholder véabrielsson and Winlud,
2000). From a resource based perspective frequadtimys enable outside
directors to interact with insiders and to becomellimformed about firm

activities. This can stimulate the entrepreneuti@hking of outsiders, enabling
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them to better direct the resources provided tologixpew opportunities and
enhance Corporate Entrepreneurship. Thus, we hgpiath that the frequency of

board meetings may have an influence on the boabikty to promote and
enhance Corporate Entrepreneurship.
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Chapter 3. The influence of a major shareholder orthe

board’s role in sustaining Corporate Entrepreneurshp

3.1. The impact of ownership structure on CorporateéEntrepreneurship
According to agency theory, as shown in Zahra agarée (1989), one of

the most important antecedents to the monitorind) @mrepreneurial roles of a
board of directors is ownership concentration. Tigisbecause distribution of
ownership has important implications for the e#fiaty and strategic development
of a firm (Williamson, 1964). Literature has shown that when shareholders are
concentrated, information asymmetries are’fowhareholder ability to remove a
management team is high, and managers are likeflgeloconstrained to pursue
initiatives that are in the shareholders' inter@sill and Snell 1989). Thus,
executives' support of Corporate Entrepreneurshigy e higher when a
significant shareholder who appreciates the valfieloag-term investments
monitors and encourages executives to emphasizpofze Entrepreneurship
activities (Zahraet al, 2000).

Prior research has focused particular attentiorthenrelationship between
ownership structure and idenfiyand R&D investment (Lee and O’Neill, 2003;
Tribo et al, 2007; Munariet al, 2010). R&D investment is a specific types of

firm expenditure on outcomes that are neither imatednor certain. R&D is

®’According to Hoskissoet al. (2002), “We focus on equity holders because tim@rests with
regard to innovation differ from those of debt hekl Debt-holders have a low interest in
investing in R&D projects because they involve fispecific resources. Research has shown that
firm leverage has a negative relationship with stireents in R&D (Balakrishnan & Fox, 1993;
Baysinger & Hoskisson, 1989). Alternatively, equiitglders have a residual claimant status and
therefore generally have a stronger interest ifjepts using firm-Specific resources (Kochhar &
Hitt, 1998),” Academy of Management Journ®bl. 45, No. 4, 697-716: 697.
% Hill and Snell (1989) wrote “If information asyminies exist between managers and
stockholders, stockholders may lack the data nacgde pass judgment on the desirability of
certain strategies. They may be unable to know whanagement is acting in their interest. This
inability gives managers leeway to pursue strategfiat are not in stockholders’ best interest,”
Academy of Management Journgbl. 32, No. 1, pp. 25-46: 27.
%9 We refer to identity in term of identity of the oers and the stakes they hold in a company. We
must underline that the aims of this study is itigege only the major shareholder of a firm to
understand the relationship between type of owaedsboard’s attribute. Thus, the analysis of the
ownership structure will refer just to a first léwd participation in a company, without try to
investigate who is the final owner of the firm.
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characterized by high levels of uncertainty, imterof both goals and means.
R&D generates negative cash flows for several nwatid in certain industries
for several years, is highly contingent on humapite and depends on both
market and technology-based complementary assetsuficess (Teece, 1986;
Munari et al, 2010) Despite this uncertainty, investment inR& crucial for
the survival and growth of a firm. Thus, decisiaegarding the allocation of
R&D spending are very important for the future bé tcorporation. As these
decision are made by management and are often anirnterests of the
shareholders, they are particularly indicativeha tlivergence between managers
and shareholders’ interests and highlight how oshmer structure can affect
managerial discretion. According to agency theatyareholders might benefit
from the high-risk strategies associated with aggjve R&D investment, as these
strategies are associated with a high-return. Maeaa firm can diversify the
risk associated with innovation initiatives through diversified portfolio of
investments. However, managers’ risk is inheretityg to the single firm in
which they work and they cannot diversify this riskanagers are thus naturally
modeled as risk-averse and usually prefer sham-tersults through efficiency-
seeking strategies (Munaat al, 2010).

Three main issues make these problems particulselere in R&D
investment decisions (Baysinget al, 1991; Lee, 2005; Tihanyt al, 2003).
First, even though a firm’s innovation is expectied generate high profits
(Hirschey, 1985; Joset al, 1986), R&D activities are inherently risky agyican
result in a wide variety of outcomes and may fakpite the best efforts of
managers (Baysingest al, 1991; Triboet al, 2007). Second, R&D activities
require long-term investments that may have a negaimpact on more
immediate performance (Hoskissat al., 1993). Consequently, risk averse
managers may be reluctant to invest in risky R&Djguts. Third, R&D activities
generally require high managerial autonomy to bkecéffe (Hambrick and
Finkelstein, 1987; Tribet al, 2007). However, risk-averse managers with a good
level of discretion may use their power to pursoe-tisk strategies, avoiding
R&D initiatives and damaging firms’ innovation outp(Billings et al, 2004;

Tribo et al, 2007). Thus, the information asymmetry derivemhfrthe complexity
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of innovative attempts combined with the large degof managerial discretion
needed to guide these projects may be used bywavisise managers to avoid high
risk and uncertain initiatives, even if they arehe best interests of shareholders
(Tribo et al, 2007). According to agency theory adequate g@rer@
mechanisms, Isuch as ownership concentration, egm d firm reduce agency
costs and ensure an appropriate level of R&D imeest, as governance
managers’ propensity to avoid R&D investment-heatnategies (Tribcet al,
2007; Demsetz and Lehn, 1985; Jensen and MecKI@igp). Thus, researchers
have found a strong relationship between ownerstiigcture and investment in
R&D.

Other scholars have focused their attention oneffexts of ownership on
corporate innovation strategies. For example Hgskist al. (2002) argued that
different shareholders can have different belieid preferences about investment
and strategic decisions. Thus, these differencasnegatively affect corporate
strategy initiatives as they can create confusiothe minds of top management
and can affect the direction of investment decisidio confirm this perspective
Hoskissonet al. argued that owners typically perform two main fumes. First,
they allocate scarce resources to competing invegsnon the basis of their
evaluation of the future outcomes. Second, theyurenghe efficiency of
investments, in terms of performance, by pressutimgse who manage the
investments to do better. After investing in a firinvestors can increase
efficiency in two ways: exit and voice (Hirshma®,7D). Investors can exit selling
their shares to indicate their non-alignment withnagement or their policies.
However, exiting is expensive because selling ldnigeks of stock reduces the
share price. Therefore, large shareholders hawecantive to exercise their voice
through activism (Pound, 1992), which is primaalynatter of campaigning and
voting at shareholder meetings (Hoskissbral, 2002). However, incentive and
preference differences among owners may divide thaces and expectations.
As a consequence they can lose their power antheemontrol that they exercise
on management actions decrease. The interestadhsiiders and managers can
become increasingly misaligned; if this happens #wploration of new

entrepreneurial initiatives can become a mattesecbndary importance.
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Thus, literature on this topic has highlightedrarsg link between corporate
innovation strategies and ownership structure. Qute Entrepreneurship
activities, R&D investment and corporate innovatgirategies share the same
characteristics in terms of risk and expected cugx All three share the
uncertainty of results, the need for a long terewian high willingness for risk
activities, and the creation of information asymmédtetween inside and outside
participants in the corporate governance system. gsne Corporate
Entrepreneurship initiatives are invisible to ertdrobservers, managers can be
encouraged to avoid investment in them becauseigketo the firm and their
position is too gredl (Zahra, 1996). Thus, as agency theory has sugheste
corporate ownership can affect managers’ willingnes take risks (Jones and
Butler, 1992). In particular, a major shareholdan anonitor the CEO and
encourage the pursuit of Corporate Entrepreneusstiipn the firm (Zahra, 1996;
Zahra et al, 2000).Studies on this field have focused on iituence of
institutional ownership on the level of Corporatetiépreneurship (Zahra 1996,
2000). Institutional investors usually include bsnlpension funds, charitable
organizations, universities, and insurance andstment companies (Blair, 1995).
Agency theorists have proposed that large invedtax&e a major incentive to
monitor CEOs' decisions and commitments to CorpoEattrepreneurship, as the
amounts of stock that these institutions usuallyd hgives them power over
corporate managers (Davis and Thompson, 1994; 8aerid Holderness, 1991).
According to Zahraet al. (2000) the challenge in this topic is to underdtan
whether institutional owners actually perform tmsonitoring function and
promote Corporate Entrepreneurship. Researcherg maported conflicting
findings on the associations between institutiaatk holdings and indicators of

0 zahra (1996) wrote: “Despite the potential conttibns of entrepreneurial activities to value
creation, executives may not support them. Suchagmenial risk aversion is a widely suspected
cause of the perceived decline of the competitissmmd U.S. companies (Franko, 1989; Hoskisson
& Hitt, 1994). Careerism and short term-based rewaystems may discourage executives'
pursuits of corporate entrepreneurship (Jacobsl)129though investors can usually reduce their
risk by holding diversified stock portfolios, ex¢ises cannot always diversify their risk, and
some entrepreneurial activities have a high prdipaloif failure (Zahra & Covin, 1995), a factor
that can depress a company's short-term performandelower executive compensation. As
entrepreneurial failures can also damage executirggsutations and increase their risk of
unemployment, they may induce managerial risk aers'o counter this aversion, shareholders
should use boards of directors to monitor execstit@ ensure a focus on long-term value
creation,”Academy of Management Journdbl. 39, No. 6, pp. 1713-1735: 1715.
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high risk/high return investments (Bushee, 1998)ese conflicting findings may
be attributed to the fact that researchers havsidered institutional owners as a
homogeneous group (Bushee, 1998). In reality, miffe institutional investors
can have different investment objectives and cagirate significant variations in
institutions' investment horizons, which can inflae institutions' willingness to
use their power to challenge managers and enco@agmrate Entrepreneurship
(Zahra et al, 2000). The different types of institutional sHuoller are
highlighted by the different kinds of relationshipey have with the business and
they influence managers’ behavibrThus, the effect of institutional ownership on
managers' support for Corporate Entrepreneurship lmeabetter understood by
considering the nature of the relationships betwastitutional investors and the
companies in which they invest (Zatatal,, 2000).

Similarly, we believe that to better understand hownership structure

affects Corporate Entrepreneurship within the firthe different types of

" Zahraet al. (2000) wrote: “Stock ownership can encourage anpaver institutions to monitor
the companies in their portfolios (Davis & Thompsd®94). These powers can be used to
promote managers' interest in and support for teng+ value-creating activities such as CE.
Institutional owners, however, may not be able xereise their ownership power in all cases.
Some institutions have business relationships tighcompanies in their investment portfolios.
Executives can use these business relationships-tpt institutions (David et al., 1998), thereby
reducing the institutions' willingness and ability exercise their ownership-based powers. Such
business relationships, therefore, can constranatility of institutions to influence managers.”
Moreover, they wrote, “Brickely et al. (1988) iddied three groups of institutional investors:
pressure-sensitive, pressure-resistant and pressleterminate. As defined by Brickley et al.
(1988), pressure-sensitive institutions includeuiaace companies, banks, and nonbank trusts.
These institutions usually have business relatipssiwith the companies in which they hold
stock. The profitability and success of these iastins often depend on maintaining strong
relationships with the companies in which they stv& his dependence makes these institutions
susceptible to the influence of company managedresé@ institutions, therefore, may not use their
ownership power to promote long-term strategiciatiites (Kochbar & David, 1996), such as
CE.” [...] “Pressure-resistant institutions, howevao, not have close business relationships with
firms in which they hold stock and, therefore, ao¢ susceptible to being influenced by managers.
These institutions usually include public pensiomnds, mutual funds, foundations, and
endowments”. [...] “As such, pressure-resistant fnstinal investors are more apt to support
long-term value-creating activities such as R&D ¢Kbar & David, 1996) and CE (Zahra, 1996)".
[...] “Pressure-indeterminate institutions (i.e., porate pension funds, brokerage houses, and
investment counselors) have some relationships thihfirms in which they hold stocks but the
nature of these relationships is hard to defineiciBry et al., 1988). Consequently, these
institutions will behave differently from one isstethe next, making it difficult to predict their
overall influence on a company's strategic ini@si such as CEJournal of Management/ol.

26, No. 5, pp. 947-976: 951, 952.
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shareholders that have power to influence manageniehaviour and
entrepreneurial decisions should be analyzed. Tkisbecause significant
differences between principals might affect thenageproblems discussed above.
Corporate Entrepreneurship, in particular, is &dfwhere differences in owner
characteristics can affect objectives and the thmezon of expected results
(Bushee, 1998; Hoskisson et al., 2002; Porter, 19@dnfirmation on this
perspective is provided by the institutional litewra. For example, Whitley (1999)
emphasized how the direction and management offeam be analyzed in terms
of the nature and interests of the major shareholflee distinctions between
types of shareholders and control can thus beditnéehe characteristics required
to perform innovation, such as direct involvement managing businesses,
knowledge of the business, risk-sharing and thepe®f objectives (Munaet
al., 2010). Additionally, we believe that, as discussethe previous chapter, one
of the factors in innovating is the board of diogst According to social network
theory and resource dependency theory, the boaddaiftors is the expression of
the network of the major shareholder and a consemguef the configuration of
firm’ resources. Thus, types of ownership affectrgooate Entrepreneurship
activity both directly and indirectly through th@drd of directors. Shareholder
identity affects the composition, characteristgsiycture and process of a board.
As a consequence, a board of directors may chasgefiuence on Corporate
Entrepreneurship activity if the major shareholgefamily, another corporation,
or the state. In the next section, we discuss hifisrent shareholder identities

influence the role that a board plays in CorpoEatgepreneurship.

3.2. The effects of interaction between ownershipnd the board on
Corporate Entrepreneurship
According to Uhlaneet al. (2007), owner typ€ can influence the quality

of two functions of the board of directors. Diffateshareholder types can have
different effects on the monitoring and enterpa$ehe board, both directly and

2 We define ownership types in terms of identitytbé owners and the stakes they hold in
companies, according to the study of La Patal. (1999, p. 491), which identifies six main
ownership types of publicly-traded companies arotiedworld: widely-held, family controlled,
state-controlled, controlled by a widely-held fie@ institution, controlled by a widely-held
corporation, and a miscellaneous category.
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indirectly, depending on board composition and abi@ristics. Thus, the issue is
who selects board members, and by what standaady&Sket al, 2007). We can
identify three different perspectives that mighplein the selection of board
members. According to agency theory, the boardrettbrs should be formed to
monitor managers on behalf of shareholders (Eigethd989). Thus, this
perspective suggests that members of the boardrhaméoring as their principal
task and that shareholders may select as direpample who are better able to
preserve the interests and wealth of shareholdiersther words, shareholders
should select directors who have the capacity t@mpte Corporate
Entrepreneurship within the firm. According to resme dependency perspective,
new board members should be recruited using rdtiongeria to increase
diversity on the board (Hillman and Dalziel, 2008). order for the board to
monitor a venture effectively, it should be comedsf individuals with a range
of human and social capital that complement ondahanoMoreover, different
skills and capabilities can be considered a soafd@orporate Entrepreneurship.
Thus, shareholders that want to protect existingltveand create new wealth,
should select board members who have skills thahpéement the firm’s
capabilities. Finally, according to social netwdheory, the composition of the
board may reflect the social networks of the ppatistakeholders, such as the
CEO and external financiers (Lynat al, 2003). The recruitment of individuals
from existing social networks may reflect a desiyamajor shareholders to attract
individuals similar to themselves (Forbesal, 2006) and with whom they can
foster a high level of trust. These individuals diieely to have embedded
relationships with firm shareholders because of tleed for good working
relationships for acting in the stakeholders’ iatts (Clarysset al, 2007; Uzzi,
1997). Thus, this theory suggests that sharehoklerald select board members
from among their relationship networks to protdwit interests and ensure that
executives effectively pursue and enhance Corpdateepreneurship within the
firm.

All these perspectives suggest that the type ofomahareholder can
influence board attributes and the way in which klbard performs its two main

roles. For instance, a firm where the major shddsnois a family may have
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different requirements in terms of the compositeomd tasks of the board of
directors, than a firm in which the major sharekolis another corporation.
Moreover, major shareholder identity can also afféde working style and

behavior of a board. For instance we suppose tlalers of a board who are
representative of family shareholders may perfohmrtroles with a different

level of responsibility than those who represeatestshareholders. In the next
section we will investigate how family shareholdeskareholders from another
corporation and state shareholders can affectdleeaf the board in Corporate
Entrepreneurship.

Figure 4. The influence of a board’s attributes andype of major shareholder on Corporate

Entrepreneurship
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Board’s role in
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3.2.1. When the major shareholder is a family
Family-controlled companies are the most commoe tyfpbusiness around

worldwide™® (Bammenset al, 2008). Despite their importance in economic
development and the multitude of such businessesaimy countries, studies on
this issue have produced conflicting results. Agetheory suggests that family
firms may either mitigate or exacerbate agency lprab (Atmajeet al, 2009).

A number of researchers have expressed worriest aitveu problems
associated with family control, and have highlightee increased potential for

the abuse of managerial power. Some researcheks $taswn evidence of a

"% In an attempt to explain this phenomenon, La Pettal. (1999) claimed the popularity of
family controlled companies results from inadequptetection of investor rights by national
institutions.

94



negative influence by a controlling family on corgi® performance. In addition,
strategy research has identified family firms to dbuistic in the relationship
between parents and their children (Schudzeal, 2001), which may have an
impact on the effective succession process whefotheder retires (Filatotchest
al., 2005). Moreover, family interests may dominatesth of non-family
shareholders. This is because the concentratigreisional and family wealth in
owner-managed firms usually generates a preferéocencome and wealth
preservation over other dimensions of firm perfanggsuch as the maximization
of dividend payments to outside shareholders (Gamara Gedajlovic, 2003).
Finally literature has shown that families can atswe a powerful incentive to
expropriate wealth from minority shareholders (Ajaret al, 2009). Facciet al.
(2001), for example, suggested that families tenexipropriate wealth when their
control is greater than their cash flow rights.lldnga and Amit (2006) found
that families have a greater incentive to exprderiszvealth from minority
shareholders than from other blockholders, as frénate benefits of control are
not shared among independent owners. Anderson a®b FR2004) similarly
suggested that founding families may engage indgglfing by reducing firm risk,
enriching themselves at the expense of minoritgsters, engaging in non-profit
maximizing objectives, misusing the firm’s resoww,cand generally representing
their interests over those of the firm’s other stakders. These arguments imply
that the agency problem might be more prevaledamily firms (Atmajaet al,
2009Y“.

However, other researchers have suggested diffggerdpectives. The
current prolonged recession, corporate scandalstrencollapse of stock markets
have rekindled interest in the values prevalentfamily-owned companies.

Family businesses that survive their own intern@cession dramas tende to take

" L. Del Bene (2005) wrote, “La strutturazione eduhzionamento del sistema di governance
[nelle aziende familiari] si pongono come problemievante perché tali imprese sono
caratterizzate da un’elevata influenza delle dirdumifamiliari ed in questo senso un'adeguata
progettazione dei sistemi e del funzionamento degjani di governo puo risultare funzionale al
miglioramento delle performance. [...] Allorquando \&rifichi una distinzione tra proprieta e
management si ripropongono dal punto di vista cthnake, per le aziende familiari, alcune delle
problematiche tipiche delle aziende ad azionardiffuso, nel senso che operano nell'impresa
dirigenti diversi dai soci, e sono coinvolti nefjastione solo una parte di sochZiende familiari:
tra imprenditorialita e managerialitaTorino, Giappichelli Editore.

95



a longer-term view rather than focus on the shentstock market evaluation of
their performance (Brutoret al, 2003). Moreover, the family system is
characterized by the extension of altruism to tinen,fas owners one current
generation are inclined and obligated to reservaltivdor the next. As a result,
family firms often have longer lifespans than namily firms (James, 1999).
Family firms, therefore, correspond to a speciakslof major shareholders that
may have a unique incentive structure, a strongevimi the firm, and the ability to
powerfully motivate managers (Demsetz and Lehn5)198ndersoret al. (2003)
suggested that these characteristics can modegatecya conflicts between the
firms’ debt and equity actors, along with agencihdweor within the firm. Thus,
because family wealth is so closely linked to finmelfare, families may have
greater incentive to monitor managers and ensuatetiley are working to protect
and create new wealth as more than other largeelsblalers or widely held
corporations (Anderson and Reeb, 2003; Filatotcheval, 2005). And, as
monitoring generally requires knowledge and infaiora about the firm’s
technology and processes, families may be supiribis respect because of their
lengthy involvement with the firfi. Indeed, La Portat al. (1999) indicated that
families are almost always involved in the managenoé the firm, which might
be more likely to result in a good alignment betwé#®e interests of shareholders
and managers. For this reason, scholars working ftbis perspective have
argued that family firms are one of the most eéinti forms of organizational
governance; family firms have even been used azé¢he agency cost base in
finance research (Angt al, 2000).

Research on board roles and attributes in familpdj has focused on the
significant role of the board in controlling agenpyoblems to protect minor
shareholders of the firfA Indeed, Westphal (1998) suggested that since

> Filatotchev et al (2005) wrote: “In economies with immature capitabrkets and few
professional managers, many family firms are eihétl by obtaining capital and human
investments from families and personal networks @eitaughy, Matthews, Fialko, 2001).
Furthermore, through business networks, uncertsnind complexity are reduced because
information is shared and circulated among theigpéants in the network, resulting in better
monitoring of activities both within and betweemnfs,” Asia Pacific Journal of Management
Vol. 22, Issue 3, pp. 257-283. See also L. Del BdR805). Aziende familiari: tra
imprenditorialita e managerialitaTorino, Giappichelli Editore.

"% In this kind of firm is strong the conflict namé&atincipal-principal”.
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governance mechanisms in family firms are limit@thority shareholders than to
rely on their boards to monitor and control the ifgi® opportunism. Anderson
and Reeb (2004) found that the interests of miposihareholders are best
protected when independent directors have greatereip relative to family
shareholders (Atmajat al, 2009). Thus, founding-family shareholders may be
considered important stakeholders whose interesag not always align or
overlap with outside shareholders. When the divezrgebetween family and
outside-shareholder interests becomes large anly,coslependent directors can
intervene to protect the interests of all sharedwsld

Andreson and Reeb (2004) found that effective beardtture in firms with
family ownership requires a balance between fandilsectors' interests and
independent directors' objectivity. The implicatimnthat family influence can
provide some benefits to minority shareholders, tbot much influence creates
the potential for moral hazard conflicts betweere tfamily and outside
shareholders. The literature has suggested annalitez explanation of the
board’s role within family firms. According to stewdship theory founding-
family members may identify closely with the firmdaview the firm's health as
an extension of their own interests (Gomez-Megia al, 2003). Acting as
stewards, families may place outside directorshentioard to provide specific
knowledge and objective advice or act as counselctoporate health and
viability (Lee and O’Neill, 2003). Thus, this peespive suggests that the board of
directors in a family firm can be effective in mtmring and providing advice and
new ideas on entrepreneurial development.

However, prior research has generally hypothesiteat the board's
effectiveness depends on directors being indepénfilem senior managers.
Independent directors provide expertise and objegtithat can minimize
managerial entrenchment and expropriation (Dadtioal, 1998), especially when
members of a family firm are the managers of themany. Bacon (1985) argued
that independent directors provide greater candavialuating firm projects, in
acquiring other firms, and in assessing intra amerifirm business relationships.
Thus, in family firms, independent directors remaime of the primary lines of

defense that outside shareholders can employ teginog their rights against the

97



influence and power of large, controlling sharekodd To enhance firm
performance, independent directors can potentmkyent families from directly
expropriating firms' resources via excessive coragton, special dividends, or
unwarranted perquisites (Anderson and Reeb, 200dgpendent directors can
also impose structural constraints on the familylibhyting their participation in

important board subcommittees such as the auditesiment, nominating, and
compensation committees. Perhaps one of the langgstcts that independent
directors make in protecting outside shareholdeosnf self-dealing families
occurs when the board prevents an unqualified conrpetent family member
from assuming the CEO post (Shieifer and Vishn@7)9Given this, independent
directors can play an influential role opposing ilgmpportunism and protecting
the rights of all shareholders, not just those loé tdominant shareholder
(Anderson and Reeb, 2004).

Thus, the literature on board role in family firswsggests that a board must
focus on monitoring more than entrepreneurial taSke most important attribute
that can influence the way in which board perfoiitssrole is composition. A
sufficient number of outsiders on the board allothe interests of minor
shareholders to be protected. Moreover, the presehoutside directors can also
ensure that the firm focuses its attention on opmities that, despite the high
risk, could improve firm growth and wealth. This very important in family
firms, where the family-founding team can be orehtoward the maintenance of
current wealth for future generations and away femtrepreneurial opportunity
because entrepreneurial failure can compromise figrformance and value.
These considerations suggest that the board aftdisecan play an important role
in establishing a high level of Corporate Entrepreship within the firm. Indeed,
directors can protect and create shareholder weaiguring that family members
act in the interest of the company. Thus, the boahduld ensure that
entrepreneurial opportunities are pursued andttietvealth these opportunities
generate will not be expropriated by the familyr #as reason we believe that the
characteristics, structure and process of the beandinfluence its role in family

firms.
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A board with a heterogeneous group of directord thanot necessarily
comprised of members of the network of the maj@araholder can better protect
and create new wealth for the firm’s shareholderg¢he same way, a board in
which there are a high number of committees withmimers independent of the
major shareholder can better pursue Corporate fetmeurship. Finally, we
believe that a board characterized by formal baandines, the existence of
formal evaluation of boardroom performance, andoadgfrequency of board
meetings can help directors monitor managementatipas and ensure that a

high level of entrepreneurship will be pursued wttine firm.

3.2.2. When the major shareholder is another corpation
The second type of major shareholder that we haw®nsider is corporate

investors. This kind of ownership is characteribgdhe presence of one or more
established firms among the shareholders. In mamuntdes, corporations are

among the largest blockholders (Claessehsal, 2000). These shareholders
usually have a great deal of investment experiemzk can provide significant

benefits to firms involved in certain business agnents by reducing the costs of
monitoring alliances or ventures between firms #rar corporate blockholders

(Allen and Phillips, 2000; Duomet al., 2006).

Understanding the influence that this type of shalder can have on a
board’s role in Corporate Entrepreneurship requiiest of all, recognition of the
reasons that drive the decision of an establisinedtd invest in another firm. The
literatures has shown two main explanations fa floirt of decision.

The first is a simple collateral investment fordintial gain (Dushnitsky and
Shaver, 2009). This suggests that a firm wherenth@r shareholder is another
company is characterized by a system of corpomr@aergance in which the board
has broad power over top management to protectcerate shareholder wealth.
Indeed, a major shareholder that lacks knowledgkeexpertise must rely on the
board of directors to evaluate decisions of thengmagement team. Thus, in this
kind of firm, the board of directors becomes thestmmportant mechanism of
corporate governance to protect shareholders franagement’'s opportunistic
behavior. Moreover, in this kind of firm, the boasfldirectors is one of the most

important instruments in supporting and pursuingregmeneurial activities
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(Zahra, 1996; Zahrat al, 2000). For this reason, board attributes assugreat
deal of importance in term of enabling the boarddwéctors to perform their
monitoring and entrepreneurial roles. Literatures tsnowed that four board
conditions - the size of the board, representatbroutside directors, outside
directors' stock ownership, and the separatioh®QEO and chair positions - are
believed to affect the board's ability to moniterdaevaluate management and
encourage Corporate Entrepreneurship within time (Zahraet al, 2000)".

The second explanation suggested by literaturentienstand which factors
drive an established firm to invest in another fisrthat companies often decide
to invest in other companies with related businelsis choice allows the
investing firm to develop knowledge, skills, andmmetencies that can improve
its performance and growth (Thomsen and Peders800p)2 Under some
conditions, this “corporate venture capital” (Gomgpand Lerner, 2001night
lead the investing firm to pursue its own interestsl undertake actions that
adversely affect the firm being acquired. Thus, tledationship between a
corporate investor and an entrepreneur is sendiivtbe venture’s overlap with
the corporate parent’'s existing businesses (HardyrmeNino, and Salter, 1983;
Hellmann, 2002). This consideration suggests thatfirm acquired might well
consider the corporate investor's participation tie firm's activity with
suspicion. In particular, the acquired firm cannidy opportunistic behavior in
the corporate investor based on whether it apprtgsithe innovative ideas of the
firm or develops its projects internalfipushnitsky and Shaver, 2009). Thus, the
board of directors plays a very important role gominating and balancing the
interests of major shareholders and the firm’s tognagement team. Directors
must ensure that managers are working in the siteoé the firm and its

" Tribo et al, 2007 wrote: “Those block holders that are ke¢netimulate R&D investment will
have more incentives to extract superior returomfthese investments in comparison with others
less interested in these investments. Specificaglyen the above considerations concerning
different types of block holders, we expect corpwrawners to be more efficient in channeling
R&D investment into productive outcomes. They hmxare experience in taking part of different
R&D projects, either in the same firm or in othempanies. This improves the skills of corporate
owners (learning-by-doing) in managing R&D-intersiprojects which should translate into
superior returns from these investmen@gtporate Governange/ol.15, N. 5 pp. 828-842: 833.
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shareholders and are undertaking activity thaticgmove firm value and wealth.
If top management in the firm lacks trust in theatwband the firm’s ownership
structure, it may decide to avoid high-risk/highdra opportunities to discourage
and dissuade investment by corporate sharehol@leestight mix of outsiders and
insiders, a good structure and a formalized prosess to be the most important
board attributes to ensure a firm’s involvementQarporate Entrepreneurship
activities. Indeed, outside directors, who may bglto the major shareholder’'s
network, can monitor management activity and commart to innovative
activities. If outside directors have extensive Whaalge and business expertise,
they can evaluate and suggest different developomgudrtunities. Furthermore, a
board characterized by the presence of committeeshe possibility of having
more meetings and summits, by good levels of infdiom and communication
among different members of board and with diffeley functional managers of
the firm can better ensure a balance between tieeesis of shareholders and
operations of management.

However, literature has widely recognized the ingpace of ownership
structure and the identity of the major shareholideshaping how a board is
involved in Corporate Entrepreneurship (Baysingteal, 1991; Brunninget al,
2007; La Portat al, 1999; Uhlaneet al, 2007; Zahra, 1996; Lynadit al. 2003).
Despite this, the literature has not extensivelestigated what can happen in
terms of corporate governance when a major shateha another corporation.

Future research in this field may better clarifigth

3.2.3. When the firm is state controlled
The last shareholder identity we study is the sfahes includes firms that

have in their ownership structure the state omatitution that can be ascribed to
the state (e.g. regions, provinces, etc.). La Pertal. (1999) considered firms
under state control in a separate category becausea form of concentrated
ownership in which the state uses firms to pursoidigal objectives while the
public pays for the losses (Shleifer and Vishny94)9 Other researchers have
discredited this argument, showing that principtdsgood management and

governance can be applied to state-controlled fitonserve the public interest
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(Onida, 1965; Anselmi, 200%) However, state and public entities comprise one
of the principal groups of owners around the wotld.Portaet al, 1999 found
that 70 percent of the largest traded firms in Austrda, percent of those in
Singapore, and 40 percent of those in Israel alg #ire state-controlled. Massive
post-war state ownership around the world.

However, the state cannot be considered the fihatetiolder of firms.
Rather, the state is the agent of the last trueebbéder, the citizenry (Guthriet
al., 2008). This perspective suggests that in stateraked firms, the agency
problem is enhanced. First of all, in this kindfiain, control of both management
and shareholders is important. The problem hereh& citizens, the final
shareholders, cannot have the same instrumentkraowledge to evaluate the
activity of the state and of management. Moreothex,aims that incentivize the
State can be quite different from the interestshef final shareholders. These

® See: AAVV (a cura dellaccademia ltaliana di Ecoiia Aziendale), Pubblica

amministrazione. Prospettive di analisi e di inemq Milano Giuffré, 1984, and E. Borgonovi,
L'impresa Pubblica Milano, Giuffre, 1979, and G. BrunkLe imprese pubbliche in economia
d'azienda Verona, Libreria Dante Editrice, 1968. S. Sab¢2@07) wrote: “Le public utilities
sono passate nell’arco di un decennio dalla forn@ziénda municipalizzata alla societa per azioni
con crescente autonomia dall’ente locale, questmiambiente sempre piu competitivo e pertanto
imponendo un funzionamento sempre piu rassomigliatie imprese private. La contemporanea
quotazione alla borsa valori di molte di esse (AM@EM, ACEA, ASM, ecc.) ha comportato un
radicale cambiamento nei rapporti con I'ente lodaleorendo sia I'autonomia dall’ente che la
massimizzazione del valore del titolo azionaridermini sempre piu staccati da logiche politico-
sociali. Se la letteratura sostiene la necessitiddire la quota in forza degli azionisti pubbleci
disegnare sistemi di corporate governance che ampli margini di discrezionalita del
management al fine di ridurre l'influenza del pubb] tale risultato non & stato facilmente
raggiunto considerando anche il fallimento di akyrivatizzazioni dal punto di vista della
soddisfazione dell'interesse pubblico. E’ sortankcessita di porre in equilibrio una maggiore
autonomia ed esigenze di tutela dell'interesse ledyktale risultato lo si pud ottenere attraverso
un sistema di corporate governance che garantisasaccresciuta autonomia del management e
mantenendo contemporaneamente una presenza fofténtetesse pubblico nell’'assetto
proprietario. L'intervento di terzi nel capitale hsomportato una accresciuta complessita
gestionale a fronte di una aumentata concorrenaanancata autonomia del management nella
gestione viene a compromettere la sopravvivenz#lindgtesa in un contesto liberalizzato,
d’altronde gli attori pubblici non sono orientatifer sé alla massimizzazione del profitto. Analisi
hanno evidenziato che vi & una relazione positvd tivello di concentrazione della proprietaee |
performance di impresa, un’azionista di maggioradzafatti piu impegnato nella gestione che
nell’ ipotesi di una notevole dispersione azionatidtavia tale osservazione conduce a riflettere
sulle dinamiche di una forte concentrazione def@ppeta pubblica, con i propri obiettivi sociali,
senza un altrettanto forte correttivo sul sistemiagdvernance che favorisca I'autonomia
gestionale.
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differences can create conflicts of interest andlusmn that may have
consequences on firm performance and growth.

Furthermore, in this kind of firm, is the “publialgect” that nominates the
members of top management and not the final shitetso Thus, the typical
form of control over top management activity istl@s the interest of the agent is
not necessarily increasing firm performance andoreng managers who act
against the interests of the firm and the sharefsld

These considerations suggest that the board ofttdise may play an
important role in the protection and creation oargolders’ wealth. When the
state is a major owner, it is especially importéort the board of directors to
appear legitimate and accountable to the publia. thss reason, when the
government owns major stakes in the firm, the fiemds to have more outside
directors on the board. The more outside direatorshe boards, the more state-
owned firms appear to be legitimate and accountablthe public. Moreover,
from an agency theory perspective, because shaeisabf state-owned firms are
citizens, who are dispersed and have little ingerid monitor management, more
outside directors are needed to monitor manageraedt resolve the agency
problem (Li, 1994). Thus, the composition of theattbseems to influence how
the board can perform its role.

Considering the field of Corporate Entrepreneurshithin the firm, we
believe that state-controlled firms are not invalva innovative activities, in
terms of their political and social functions (Cay&990). However, as we have
argued above, the aim of these firms is the econaquilibrium (Giannessi,
1979), just as in other firms with a different owst@p structure. As innovation
and entrepreneurship are the main sources of nealttwand firm value, we can
argue that the involvement of these firms in Cosp®rEntrepreneurship activity
should be high. Indeed, some researchers have ddcos the relationship
between firm R&D investment and state-ownership rituet al, 2010). These
authors have suggested that R&D activities witldtescontrolled firms should be
oriented to the fulfillment of the general nationgbals of generating and
disseminating the public good of knowledge. (Md&aart and Tang, 2006
Munariet al, 2002). More precisely, it is possible to idenspecific interrelated
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targets for R&D activities within this kind of firffMunari and Sobrero2003.
First of all, R&D investments should be directedvand specific business
objectives, as in any other company, particularhemw government intervention
occurs in industries and areas of strategic relevam the countryMore generally
R&D can be leveraged into a second objective: gtreming the nation’s
scientific and human infrastructure on both thepbyand demand sides. At an
even more general level, a third goal for R&D atte within state controlled
firms might be to foster the production of the palgoods of basic research to
qualify and steer the national levels of investmeiR&D (Munariet al, 2010).

Thus, literature seems to suggest that entrepriaheuritiatives are
important for State-controlled firm. Thus, a boafddirectors should ensure that
the state and top management in this kind of fiohim the interest of the firm,
pursuing Corporate Entrepreneurship activities thatll improve firm
performance.
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Chapter 4. Empirical analysis

4.1. The method
The researcfl approach | used in this study is based on multiple

case studies. | selected this research method $®d¢tallows replication
logic and | treated the different cases as a sesfegxperiments. |
deliberately selected four different cases bec#usg offered contrasting
situations; |1 was not looking for a direct replicat (Eilbert and Lafronza,
2005; Yin, 2009). Indeed, our research question W&sw do board
attributes and major shareholder type influence thke of a board of
directors in promoting and enhancing Corporate Eptieneurship within
a firm?”. Moreover, Yin (2009) suggested that case studyaret should
be used when the research question has the fofhoafwhy” and when
the investigation concerns behavioral events. Bt¢ments are presented
in our research. Furthermore case study researahlemnus to describe
and illustrate a particular phenomenon that origidafrom a presumed

casual link that has yet to be explained.

7 Ferraris Franceschi wroteL4 metodologia & da considerare come una delleatdii chiave
della ricerca. Possiamo definirla una variabile ategica poiché & in grado di incidere
direttamente sulla qualita del processo di indagpmnendolo al passo con i tempi del sapere
scientifico e allineandolo con le circostanze sphz temporali con le quali si trova collegato
Moroiver, she has added\Naturalmente la metodologia nella ricerca ha undewaa analitica ed
euristica ed in questo aspetto pu0 essere intesaecd complesso delle procedure logiche
generalizzabili e delle componenti intuitive nondificabili che costellano un processo
d'indagin€ Ferraris Franceschi R.Problemi attuali del’economia aziendale in prodpet
metodologica Giuffré Editore, Milano, 1998, p. 3. She also terd'Se per metodologia s’intende,
secondo l'uso filosofico, esclusivamente l'indagiirea i metodi usati dalla scienza puo darsi che
ad un primo sguardo questa, che peraltro rifletiecbncezione ortodossa dell'indagine di cui ci
occupiamo, appaia esaurire in breve il suo compi¢d confronti dell’economia aziendaleAnd
also’A fondamento dell'impostazione che vede la metogial come teoria unitaria del metedo
sta la convinzione che per giungere alla conoscesentifica, qualunque sia il settore reale a
cui la stessa si rivolge, si percorrono le stesse.”vSembra importante evidenziare che
“considerando in assoluto quest'ultimo scopo pumbeare che il compito assegnato allindagine
metodologica si possa riassumere in un tentativongiorre un ordine al mondo delle idee.”
Ferraris Franceschi R.Introduzione all'indagine metodologica e conadseit in economia
aziendale Libreria scientifica Giordano Pellegrini, Pis&74, p. 80.

105



Thus, the research design used was descriptivexatpty, as it
allows, the use of case studies to explain theewdifft phenomena
investigated. Indeed, this approach enables theigitiqn of a great deal
of information, without limitation. Van Maanen, disssing this research
method, argued, “The label qualitative methodsrtaprecise meaning in
any of the social sciences. It is at best an urf@dbtetm covering an array
of interpretive techniques which seek to descriexode, translate and
otherwise” (Van Maanen; 1979: 520). Literature b highlighted the
fact that qualitative research allows the desaiptof a phenomenon
(Kidder, 1982), the testing of a theory (Pinfle@86) and the construction
of a new one (Harris and Sutton, 1986)

In the past, the qualitative research method ha® logiticized for
poor scientific and methodological rigor. In pauter some scholars have
argued that case study research does not followersgtic procedures,
provides little basis for scientific generalizatios too long and results in
massive and unreadable documents. Despite thisnttgc many authors
(Eisenhardt, 1989; Stake, 1995; Jensen and Rod2f#3§; Remenyet al,
2002) have attempted to highlight its principal itserand value.
Eisenhardt and Graebner (1989: 25) argued, “Buildhreory from case

studies is a research strategy that involves ueimg or more cases to

8 See also: Yin R., The case study crisis: some arssinAdministrative Science Quarterlg6,
1981; Turrini A., Lo studio di casi come metodokgii ricerca in economia aziendale Amienda
pubblica 1, 2, 2002; Ferraris Franceschi Rindagine metodologica in economia aziendale
Milano, Giuffré Editore, 1978; Lincoln Y. S., Eméng criteria for quality in qualitative and
interpretative researclQualitative inquiry n. 1, September 1995, pp. 275.289, Berg B. L.,
Qualitative research methods for the social scisn@d01; Gillham B.,Case study research
method Continuum, London, 2000; Price D. - Bannister Fhe creation of knowledge through
case study researchish Journal of Managementol. 23, n.2, 2002, pp. 1-17; Shavelson R. -
Townes L.,Scientific research in educatipiNational Academy Press, Washington DC, 2002;
Dubois A. — Gadde L.E., Systematic combining: aduative approach to case researtyrnal

of Business Researchol. 55, n. 7, 2002, pp. 53-560; Riege A.M., \dal and reliability tests in
case study research: a literature review with "saonl’ applications for each research phase,
Qualitative Market Research: An International Joaknvol. 6, n. 2, 2003, pp. 75-86; Stoner G. -
Holland J., “Using case studies in finance reseaioltHumphrey C. - Lee BThe real life guide

to accounting research: A behind-the-scenes vieusify qualitative research methoddsevier,
Oxford, 2004; Miles, M., Qualitative data as arrative nuisance: The problem of analysis.
Administrative Science Quarterlyol. 24, 1979; Miles, M., & Huberman, A. MQualitative data
analysis Beverly Hills, CA: Sage Publications, 1984.
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create theoretical constructs, propositions andiarange theory from
case-based, empirical evidence (Eisenhardt, 19€9e studies are rich,
empirical descriptions of particular instances opteenomenon that are
typically based on a variety of data sources (Mi994)". Moreover, the
gualitative approach allows strong interaction kestw data collection and
analysis.

One of the most popular frameworks for case stwhearch was
proposed by Yin (2009), who suggested that the &tep in empirical
research is to clarify theesearch designthe logical sequence that
connects the empirical data to a study’s initisdesrch questions and
ultimately to its conclusions. Thus, five comporseot research design are
especially important for case studies. The firahponent, as mentioned
above, is thestudy questiorand its form. The case study method is most
likely to be appropriate for “how” and “why” questis. The second
component isstudy propositions Propositions help direct attention to
something that should be examined within the scobestudy and, in
addition to reflecting an important theoreticalusssuggest where to look
for relevant evidence. The third componenuist of analysis which is
related to the problem of defining what the casand whether the case
selected are right for the scope of the study. dege the study question
and propositions can help identify the relevanvinfation to be collected
about the unit of analysis. In case study resedath can be qualitative
(e.g., words) and quantitative (e.g., numbers). Toherth and fifth
components are the logic linking the data with pmepositions and the
criteria for interpreting the findings, respectiyeffter data are collected,
they must be elaborated and formalized. Some schbkave highlighted
the need for tests to establish the quality ofaesebased on case studies.
These tests evaluate: (igonstruct validity identifying the correct
operational measures for the concepts being studigdnternal validity,
establishing a causal relationship; (igxternal validity defining the

domain to which a study’s findings can be geneealizand (ivyeliability,

107



demonstrating that the operations of a study carepeated with identical
results.

Indeed, our study began with a literature analybis,discovery of a
gap in the literature and the formalization of ae@ch question. As our
research question take the form of “how,” we degitte use a qualitative
research method that allows us to better explarmpttenomenon. The next
step was the selection of the units of analysis.néAe&e chosen four firms.
Each firm was selected considering our researclpescé\s we are
interested in understanding the role of boards itgctbrs in firm with
different ownership structures and thus, differerajor shareholders we
have identified firms that correspond to these atiaristics. Thus, we
have a firm in which the major shareholder is ailgnone in which the
major shareholder is a public entity, and two inickhthe major
shareholder is another corporation. For this catege selected two firms
because, in one the major shareholder is a corporatith a related
business, and in the other, the major shareho&lar corporation with a
non-related business. We decided to consider tbasditions separately
because in our literature review we supposed tmatdifferent aims that
drive corporate venture decisions can influence rifle of a board in
Corporate Entrepreneurship in different ways.

For each firm, we collected data from the invesesations section
of each firm’s web site, from the web site of thalidn Stock Exchange
and from each firm’s Balance Sheet and Sustaimaifeport. From the
Corporate Governance Report we selected membetheotboards of
directors for interviews in order to understandreboard’s involvement in
Corporate Entrepreneurship. In particular, for efioim, we chose one
inside director and one outside director. The dmecwere contacted by e-
mail and asked to collaborate with academic resebycparticipating in
interviews.

The interview is a typical instrument of qualit&iresearch because
it allows more specific and comprehensive infororatio be obtained
(Corbetta, 2003; Rubit, 1995). Interviews are ahhjgefficient way to
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gather rich, empirical data, especially when then@menon of interest is
highly episodic and infrequent (Eisenhardt, 200Mpreover, it can be
used to gather descriptions of the life-world dewiewees with respect to
the interpretation of the meaning of the descripbgnomena (Kvale,
1983).

Interview were conducted using a semi-structuregstjonnaire. The
guestionnaire is organized in two parts (see Attamtit 1). The first one
investigates the level of Corporate Entrepreneprstithin a firm. For
this, we used Miller and Friesen's (1982) index.isTICorporate
Entrepreneurship measure has been widely usedsinrgsearch because
of its reliability and validity (e.g., Jennings ahdimpkin 1989; Zahra
1991). The measure follows a seven-point scaleimgnfjom 1 = very
untrue to 7 = very true. Scores on the items wegegaged to produce an
overall Corporate Entrepreneurship index; a higbrescon the index
indicates high involvement in Corporate Entrepresieip activities, while
a low score indicates low involvement. The decidmmse this index can
be considered a variable for the control of the @anof the case studies
selected, as the level of Corporate Entreprenqusdiould be quite high in
each case considered. Indeed, the aim of this ssutyunderstand how a
board of directors can support and promote entnepmal activities
within a firm. If the level of Corporate Entrepremship in the case
selected is low, it becomes difficult to underst@oadrd involvement in the
entrepreneurial process. However, different typedaard involvement
can correspond to different high values for Corporfantrepreneurship.
Moreover, the literature has suggested that thegration of qualitative
sources with other quantitative information can adhllie to research (Yin,
2009).

The second part of questionnaire involves the amalpf board
involvement in strategic and entrepreneurial issMés have individuated
fourteen questions to help us understand, accorthngur literature
review, the structure and process that charactedaeh board of directors

and their involvement with innovation activities. particular, we focused
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on the proclivity of each board, on the level dbimation that they use to
evaluate top management activities, and on the roppites for different

directors, other key functional managers, and BassinUnits directors to
meet. These questions are also scored using a-peunscale ranging
from 1 = very untrue to 7 = very true. The attribatof an overall index
enables us to compare the firms in terms of theechmanisms of
governance and board involvement in Corporate Rrereurship

activities.

Once all the interviews were conducted, the dateevietegrated
with other information collected from each firm'sigished documents
(e.g. size of the board, number of insiders andidets, etc.). Finally we
summarized all interview transcripts and other data individual case
reports.

We believe that the findings from these case ssudi@nnot be
generalized to the whole population, even if thare different interest
considerations. Thus, while this study cannot benscered
comprehensive, it can offer a preliminary underditagn and the possibility

for future studies to deepen and extend the relsearc

4.2. Case studies and data

We used four different data sources: (1) interviewth two directors of

each firm, one insider and one outsider; (2) ahi\ata, including company web

sites, business publications, and other materraigigied by the informants; (3) e-

mail and phone calls; (4) attendance at conferemdaesre a business leader

presents the company and its business plan forefakevelopment.

The primary source was semi-structured interviewgh windividual

respondents, which were conducted over a periddv@fmonths. The interviews

were typically 50-80 minutes in length. We desdiittee topic and purpose of the

research to each informant prior to the intervi#Mle also provided some basic

information about the concept of Corporate Entrepuveship and board

involvement. Before each interview, we reviewedinfation about the company
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profile, ownership structure and corporate govetedrom published sources and

previous interviews.

Table 2. Type of information and relative sources

Type of Information Source

Company profile Web site, Company presentation in

academic Conference

Ownership structure Corporate Governance Report
Board composition Web site, Corporate Governance section
Board characteristics Web site, Corporate Governance section

and interviews with directors

Board process Interviews with directors

Board structure Interviews with directors and Corporate
Governance section

Corporate Entrepreneurship Interviews with directors

We now introduce each object of study, selectethexstioned above, based
on their ownership structure.

The first firm (firm A) is one world leader in thessue paper industry. With
more than 1 billion euro in sales in 2010, thisfiis the second largest company
in Europe and the fourth-largest in the world iroduction capacity in the
industry. This firm is characterized by the presernaf two large family
shareholders who are also the family founders. Banhilies are represented on
the board of directors; the CEO is from one faraigl chairman is from the other.
The other shareholders are on the board as nomtexes:

Based on the interviews, the level of Corporatedfreneurship in this firm
is quite high (4.99). The index was calculatedragwerage of the evaluation that
each interviewee provided in the first part of theestionnaire. We calculated the
average of the two evaluation and calculated thenmin this way we obtained a
value with which to estimate the level of Corporkt&repreneurship within the
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firm. Both the interviewees indicated that the fisrcharacterized by a high level
of continuous innovation and several investmenjgate to enter new markets.

The second firm (firm B) is a medical biotechnolagympany established
in 1996 that focuses on the research, developnamd, clinical validation of
innovative therapies to cure cancer. Since Mar@82the firm has been a public
company listed on the Milan Stock Exchange Standagiment, class | of the
MTA managed byBorsa lItaliana The company was created as a spin-off of an
Italian Hospital, and has became an establishedugtacompany with a primary
focus on new anti-cancer therapies. The major &loéder of this firm is another
corporation that operates a business unrelatedetdibtech industry. The major
shareholder does not have the control of the fifime directors of this firm
represent the first five shareholders because isblalers’ agreement signed in
2007.

The level of Corporate Entrepreneurship within thisn, calculated as
above, is quite high (4.14). If we consider a brtiate frame, the value of the
index would be higher. Indeed, the core businegbefirm, the development of
anti-cancer therapies, requires more time to intcednew product to the market.
One of the directors interviewed said that the vation is part of the firm’s
mission.

The third firm (firm C) is listed in the STAR segnteof the Milan Stock
Exchange and is an international leader in commaantl entertainment services
for web and mobile devices, domain and hostingisesy and advanced online
advertising solutions. Company sales in 2010 wdyeutn 150 million euro.
Moreover, in the last few months the firm has esdca refocusing strategy,
selling its consumer-oriented business, which itdetu the production and
distribution of digital music, entertainment andioa gaming via web and mobile
devices. Thus, the core business of the compangwvsprofessional services for
online presence and digital advertising. The maj@reholder of this company is
another corporation that operates in a relatednlessi In this firm the major
shareholder has also the control of the companystMeembers of the board of
directors belong to the network of the major shalddr, as indicated by the CV

of each member.
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The level of Corporate Entrepreneurship in thisafis the highest of all
firms studied (5.71). One of the directors maingdirthat this high value is due to
the recent refocusing process in which the firm walved and its strong
investment strategy in new geographic markets. Twel and number of
innovations introduced in terms of products andcesses are similar to those of
the firm’s industry competitors.

The fourth firm (firm D) was recently listed in th&lian Stock Exchange
(2007) and operates in the aviation industry. Tlagomshareholder of this firm is
a public entity. There is a shareholders’ agreermbetiveen the most important
public entities that own 55.31 percent of the fgnstocks. Two-thirds of board
members are nominated by these shareholders, thieilether third is nominated
by minority shareholders.

The level of Corporate Entrepreneurship within fims is high (4.28). The
board members indicated that over the last foursyethis company has been
involved in a substantial development process Iigas introduced several new
services and has invested in a number of impomanjects to reposition itself
nationally and internationally.

The following table summarizes these firms’ chaggstics.

Table 3. Firm characteristics

Firm  Location Industry Major Shareholder Level of Qrporate

Entrepreneurship

Firm A Lucca Tissue Family 4.99

Firm B Milano Biotech Another corporation 4.14
(unrelated business)
Firm C Firenze IT Another corporation 5.71
(related business)

Firm D Pisa Aviation Government 4.28

From the interviews and the analysis of the corgoreeports and
documents, we obtained other relevant informationcerning the corporate
governance mechanisms adopted by these firms.

113



To analyze the governance mechanisms adopted bg firens we follow
the framework proposed in the second chapter sfwhirk, focusing on the four
board attributes. The first attribute that we higihled is board composition. As
discussed in the chapter 2.2.1, the attribute ofpmsition mostly concerns the
size of the board and the mix of director types.

In terms of board composition, interviews and dsuggest that firms in
which the major shareholder is a firm have a lalggrds than the firms in which
the major shareholder is a family or a public gntilowever, for all case studies
considered, membership in the network of knowlealgdae major shareholders is
one of the dominant criteria for the selection oélividual board members.
Indeed, analysis of the CVs of the directors hgtts how the majority of a
board’s members have a professional or educatlmadground close to the large
shareholders of the firm. For example, considetirggprofessional experience of
the directors of firm C, more than 50 percent afecliors had professional
experience in either a corporation that owns aromant block of firm stock or in
one of its subsidiarié5 Considering the mix of types of directors, théadshows
that the number of outsiders is high in firms iniebhthe major shareholder is
another corporation or a public entity. These firane also listed in the Italian
Stock Exchange, although there are not legal pi@wssthat require the presence

of such a large number of outside directors faeticompanies.

Table 4. Board composition

Firm Number of Number of insiders Number of outsiders

board members

Firm A 6 3 3
Firm B 13 2 11
Firm C 14 2 12
Firm D 9 1 8

81 Evidently, the professional experience is refemie@ period prior to the three years set by the
law.
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The second attribute discussed in the chapter t&@.2) is board
characteristics. According to literature (Zahra aRearce, 1989), board
characteristics consists of two components: denpbgcacharacteristics of the
board and its personalffy We argued that both are important in terms ofrthoa
involvement on Corporate Entrepreneurship.

In terms of board characteristics, interviews anatadsuggest that
heterogeneity in a boardroom is typical when thgomahareholder is another
corporation. Indeed, in this type of firm, direcdend to have a variety of types
of professional experience and educational backgleuThe personality of the
board appears stronger in the family firm. Oneriieavee from the family firm
reported that more than once, the board of dirediave changed or refused an
entrepreneurial opportunity proposed by the CE@abse it was considered too
risky or unfitting for the historical period of thi@m. In the other firms, the
personality of the board seems weaker. Indeedjntieeviewees from the other
firms stated that often, their boards were involireéntrepreneurial opportunities
proposed by the management, but and did not refiog@roposal.

The third attribute introduced in chapter two (2)2is board structure.
Board structure concerns a board’s organizatiorhi@and Pearce, 1989) and
involves the rules that exist to make the board emefficiently (Huse, 1995;
Gabrielsson and Winlund, 2000). It covers the nunaloel types of committees as
well as committee membership (Zahra and Pearce9;1B8mb and Neubauer
1992; Huse 1995).

In terms of board structure, in addition to the cattees required by law,
firms A and B also have a Scientific Committee. léger, firm A’s is not a true
Scientific Committee, as it is composed only ofrfiexecutives and managers.
However, the aim of this committee is to challeagé create agreement for new

projects the firm would implement. The Scientifior@mittee of firm B is

® We remember that the heterogeneity or homogenditpoard’s cognitive frames and its
directors’ traits we believe affect how they workndividually and together. In terms of
personality, we refers to those norms — the boasd$al systems or “board culture” as Nadler
(2004) termed it — that come from the directorsarsil beliefs about active preparation and
participation, as well as from their shared valoescerning the directors’ respect for one another
and personal responsibility and accountability fiee company’s prosperity. These norms can
make the board more strong and indipendent.
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composed of the CEO and other skilled members wi@lale to provide specific
knowledge on the firm’s innovative projects. Thenadf this committee is to
evaluate and suggest development opportunitiesdarproducts and services.

The last attribut discussed in chapter two (2.2s4poard process. The
mechanisms that can help the board work more effilyi include the frequency
and length of meetings, CEO-board interface, thesll®f consensus among
directors on issues at hand, the formality of bgamateedings, and the extent to
which the board is involved in self-evaluation (Mae 1979; Vance, 1983). In
the chapter 2.2.4, we concentrated our attentiorfoamal board routines, the
existence of a formal evaluation of boardroom penence and the frequency of
board meetings (Demb and Neubauer, 1992; Hus®&,)199

In terms of board process, the number of board ingeets higher in the
firm in which the large shareholder is a family. Mover, the possibility of
having meetings between outsiders and key fundtimrapany managers is more
frequent in this firm, although there are not folimed meeting agendas. The
other firms have a different perpsective concermnsgders and outsiders. Indeed,
the outsiders interviewed underlined the need forenfrequent and formalized
meetings, while insiders belivied that this praetiould damage the effectiveness
of the board of directors, which should have trustthe CEO and other

executives.

Table 5. Board process

Firm Number of Timeliness of Completeness of
meetings information information
Firm A 30> 5 5
Firm B 9 6 6
Firm C 6 6 55
Firm D 5 5 5

# Concerning the high number of meeting in firm A mest highlight that the internal policy of
the firm sets that the board of directors have étibdrate on every corporate decision. The
outsiders interviewed suggest that the number atimg in which board evaluate and discuss the
entrepreneurial development of the firm are no ntoaa six.
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4.3. Discussion
How can a board of directors support and enhancepdtate

Entrepreneurship within a firm? Prior research $temvn that a board of directors
can ensure the existence of safeguards againstgergaaopportunism, evaluate
manager activity, and exploit entrepreneurial oppaties. At the same time, a
board of directors can serve as a provider of nessuthat are essential for a firm
to exploit new opportunities (Zahra and Pearce9188nall et al, 2003; Zahraet
al., 2009). According to the literature (Filatotchawdawright, 2005) we argued
that a board of directors has two main roles: totg and creating new wealth
for shareholders. As Corporate Entrepreneurshipb@aigonsidered a source of
wealth because it involves high risk/high returnivattes, a board of directors
should monitor executives to ensure the explorateomd exploitation of
entrepreneurial opportunities and should suggest ex@repreneurial innovation
activities (March, 1991). We also argued that baattdbutes can influence the
role of a board in Corporate Entrepreneurship, ngakimonitoring and
entrepreneurial roles easier (Uhlanetr,al, 2007). The case studies considered
support this argument, although with certain ddfeses that we have traced back
to major shareholder type. Indeed, on one handy ggholars have argued that
ownership structure can influence the levels of R&estment and innovation in
firms (Lee and O’Neill, 2003; Tribe@t al, 2007; Munariet al, 2010). On the
other hand, other scholars have found that onbeofrtost important antecedents
to board role is ownership structure and concantraZahra and Pearce, 1989;
Uhlaner,et al, 2007).

As described above, the role of a board in CorpoEattrepreneurship can
differ depending on whether the major shareholsgler family, a corporation or a
public entity. In particular analysis of the casmidges suggests that board
involvement in Corporate Entrepreneurship depemdthe network of the major
shareholder and his interest in the business ofitime The data and interviews
collected for firm A, in which the major sharehalde a family, seem to confirm
the theory that family firms last longer than namily firms (James, 1999). Thus,
firm A seems to have great incentive to monitor aggars and ensure that they are

working to protect and create new wealth (Filatetickt al, 2005), in large part
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because the CEO is a member of the founding farmlguch a firm, the CEO is

the main leader of business innovation. Althoughrdacomposition reflects the

network of the major shareholder, some boards refctbrs has altered or refused
innovation opportunities that the founder/CEO hagppsed. One of the directors
interviewed said:

“When board of directors has to discuss an ambitmogect, two different
board personalities emerge: one more entreprenéurgamd one more
conservative. Sometimes undertaking a bold progeapproved, but sometimes it
is refused because it is considered too riskyHerfirm.”

Moreover, concerning board structure and procdss, analysis seems
confirm the idea that family members view theinfis health as an extension of
their own interests (Gomez-Mejiet al, 2003). For this reason the board of
directors has frequent opportunities to met witly kenctional managers of the
firm, with Business Units directors and with the mimers of Board of yhe
Statutory Auditor®’. In this way, a firm can increase board involvemienthe
pursuit of Corporate Entrepreneurship activitiesl @neate commitment among
firm employees, managers and the CEO on new etreprial projects.

Firm B is representative of a situation in whicle timajor shareholder is
another corporation that operates in an unrelatadinbss. Literature has
maintained that in this kind of firm, the board slibhave broad influence over
top management to protect and create shareholteedth. This is because major
shareholder that lacks knowledge and expertise relysbn the board of directors
to evaluate decisions of the top management teaior. lsearch has shown that
the size of the board, the representation of oatsidectors, outside directors’
stock ownership, and the separation of the CEOthadchair position affect a

8 «“The Board of statutory auditors has a centraé iiol the supervisory system of an issuer. The
Committee believes that the supervisory dutiehefBoard of statutory auditors have to be carried
out in a preventive manner and not memstypost essentially verifying the procedures developed
and reporting findings to the directors, in order them to adopt the necessary remedies, if any.
The subsequent coordination with the managemenebpihcluding the delegated ones, shall be
deemed consistent with supervisory role on compéafwith the law, the by-laws, the internal
procedures) typically entrusted to the Board ofustaly auditors. Such a role distinguishes it
sharply from the Board of Directors and control arsgk committee, that basically assess, also
from a substantive viewpoint, the adequacy of thgaoization and the performance of the
management procesdhe Corporate Governance Cogmg. 37.
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board’s ability to monitor and evaluate managenmamd encourage Corporate
Entrepreneurship within the firm (Zahra 1996; Zaétal, 2000). The data and
interviewes for Firm B suggest that the presenceowiide directors in the
boardroom can help the board’s monitoring funciol ensure the protection of
shareholder wealth. However, this may not be geffic Outsiders should have
the right mix of competencies and skills to chajlerand evaluate management
activities. Indeed both members interviewed saidt tto ensure shareholder
wealth and propose other entrepreneurial opporéspithe board of directors
should be heterogenous. The outside directors said,

“We need a board that is more competent. The b@avdry active with the
monitoring function. However, the board’s servioeris still lacking”

To resolve this problem, the firm established aefic Committee to
evaluate and suggest development opportunitiesdéar products and services.
However, only recently has the board of direct@gan meeting with members of
this Committee, to involve directors in generattdmew ideas and projects.

Moreover, the interviewees said that a board witrang personality can
help directors perform their roles. Indeed, theréiture has suggested that a
strong, independent and collaborative board is mapb to promote and enhance
Corporate Entrepreneurship (Zahra and Pearce, 18&®ng directors can make
a board stronger and more collaborative.

In firm C, the major shareholder is another corporathat operates in a
related business. Literature has shown that thesidacof an established firm to
invest in another firm with a related business aflow the acquiring firm to
develop knowledge, skills and competencies thatognove its performance and
growth (Thomsen and Pedersen, 2000). However, ithee deing acquired may
regard the corporate investor with suspicion, asdim of the major shareholder
may be to appropriate the innovative ideas tham fideveloped internally
(Dushnitsky and Shaver, 2009). Thus, in this fidinectors play a crucial role in
coordinating and balancing the interests of theomahareholder and the top
management team. Analysis of this case study stgytjes the corporate investor
tends to have a large number of directors in threrdroom. Moreover, although

there is not a formalized focus group or task fotttat relates directly to the
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board, the firm usually organizes summits beforeheaeeting to discuss issues
with strategic relevance. At these summits, dinectan have discussion with key
functional managers and directors of Business Ugitgen the approval of the
CEO or another executive. Through these opporegjitiirectors can evaluate top
management’s pursuit of Corporate Entrepreneursupvities and provide
counsel on development opportunities. On this tomine of the directors
interviewed said:

“For outsider directorsit is important to have meetings with the top
management team. This can help us evaluate theityatif the project we have to
discuss and approve during the board meeting.”

In Firm D the major shareholder is a public entitigerature has suggested
that, although the state is a particular categbishareholder because it can use a
firm to pursue political objectives (Shleifer andshhy, 1994), a high level of
Corporate Entrepreneurship in this type of firniniportant. Munarket al. (2010)
highlighted three different situations in whichgthé particular important: (i) when
the firm operates in a business of strategic relesafor the country and
innovation can ensure superior performance; (ii) ewhentrepreneurial
opportunities can be used by the firm to strengttien nation’s scientific and
human infrastructure; (iii) when innovation can em@ge and support the
production of public goods. Thus, in this kind afirf, the board of directors
should ensure that shareholders and top managemséemh the interest of the
community. The analysis of this case study suppihitsidea. In particular, the
board of directors supports and enhances the inioov@rocess and strategic
renewal that the firm has been undergoing. Althotlnghboard’s composition and
characteristics reflect the network of the majaarsholder, the board’s structure
and process highlight the strong commitment of ibard of directors and top
management team to ensuring that entrepreneurnmdramities are exploited. In
particular, given the strategic importance of thissiness for the community,
Corporate Entrepreneurship activities can helpfitme in acquire national and
international assets and thus improve firm survigatl growth (Zahreet al,
2009).
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Our findings suggest that a board of directors parsue and enhance
Corporate Entrepreneurship within a firm by moniigrand encouraging the top
management team in the pursuit of high risk/higlurres project. The level of
information and the ability to meet with differemembers of the organization are
important elements that can help a board of dirsgberform its role. Moreover,
case studies suggest that the role of a board mpadCate Entrepreneurship can
differ in terms of attributes and means of perforgnits role depending on the
major shareholders of the firm. However, our cdadysresearch provides only a
preliminary explanation of this latter perspectiVe are aware that more specific
and broad empirical investigation is necessary molesstand how a major
shareholder can impact a board’s role in Corpor&strepreneurship.
Furthermore, it could be useful to replicate thaedgt considering firms that are
different in terms of major shareholders but operat the same industry to
eliminate any causal link from different industriésowever, we selected firms

operating in different industries to increase ttlebility of our findings.
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Conclusion

Corporate Entrepreneurship is important for compsunyival, profitability
and development. It refers to entrepreneurial behaand the pursuit of
entrepreneurial opportunities by existing firms. eTlmain traits generally
associated with entrepreneurship in start-up a,figrowth, profitability, and
innovation, have become desirable for large cotpora as well. Given these
important contributions to firm growth and performca, One of the most
important factors to support and enhance Corpdateepreneurship within firms
is the involvement of the board of directors. Wen daetter understand the
importance of a board’s contribution to the impmmesmt of entrepreneurship
within a firm if we consider the main charactedsti of Corporate
Entrepreneurship activities, which are characteribg high risk and uncertain
and which require a strong, supportive organizatiostructure. However,
careerism and short-term base reward systems rsagutage top management's
pursuit of Corporate Entrepreneurship. The highbabdlity of failure of some
entrepreneurial activities can depress a compastyst term performance and
damage executives’ reputation, increasing thek oslosing their employment.
As a result, top management may have strong rigsksaan and may be induced to
avoid entrepreneurial opportunities for developmeanhd growth. The
consequence is decrease in firm performance arsl ithishareholder wealth.
Agency theory has suggested that corporate owmeesiil governance systems
can affect managers’ willingness to take risks. s fauboard of directors, the apex
of corporate governance, can encourage managersupport and pursue
Corporate Entrepreneurship within the firm. In gatar, a board can ensure the
existence of safeguards against managerial oppsmuand evaluate managers'
exploitation of entrepreneurial opportunities. £osig and vigilant board is able to
monitor executives’ strategic decisions and aligm interests of top management
and shareholders. The board can also serve asvalgrof resources that are
essential for the firm to exploit new opportunitiB®ards are a potential source of

cognitive resources that may be valuable in stratégcision processes. Outside
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directors, because of their backgrounds in othendfiand industries, can bring
new knowledge, fresh perspectives, and differerdblem-solving styles to
decision-making tasks. Thus, a board can help tapagement gain access to
external resources, combine these resources woetlvithin the firm, and use
these new combinations to explore and exploit netrepreneurial opportunities.
The boardroom is a potential source of creativeking about new opportunities
for growth. We propose to encapsulate all thesetfons in two main board roles
the monitoring and the entrepreneurial roles, thaate how a board of directors
should support and enhance Corporate Entreprenpuwrghin a firm and protect
and create new shareholders’ wealth. A should pratbareholders’ wealth by
ensuring manager accountability and minimizing ageoost, andcreate new
wealth by providing new knowledge and resourcesngiadvice to executives to
promote innovative activities, aiding in strategyrrhulation, and focusing on
Corporate Entrepreneurship. Thus, a board of directhould achieve a balance
between wealth protection and wealth creation geoto assure, encourage and
promote Corporate Entrepreneurship within the fifirhis is the first theoretical
contribution of our dissertation.

However not all boards are structured in the samanar, and different
board attributes can influence the way a boardopes its monitoring and
entrepreneurial roles. Board attributes include paosition, characteristics,
structure and process. Board composition includessize of the board and the
mix of inside and outside directors; board chargties include the age,
educational background, value and experience oéctirs. Board structure
includes the number and types of committees, coteenihembership, the flow of
information among these committees and board IshgerProcess includes the
mode of operation that a board takes in making sitats, the frequency and
length of meetings, the formality of board routireesd the extent to which the
board evaluats itself. The capability of a boargéoform its roles depends on its
characteristics, structure, composition, and pmcdhe investigation of how
these different attributes can influence the rofe ao board in Corporate

Entrepreneurship is the second theoretical corttabwf this work.
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Executives’ support of Corporate Entrepreneurshgy mso be influenced
by the presence of a significant shareholder whareagates the value of long
term investment and who monitors and encouragesuéi¥xes to emphasize
Corporate Entrepreneurship activities. However mheans by which a major
shareholder can do this is the board of directbnsis, different shareholder types
can have different effects on the monitoring andregmeneurial functions of
boards, both directly and indirectly, and may dfféde board's composition or
characteristics. When the major shareholder isralyaanother corporation or the
government, the board's attributes can change, eanctan its influence on
Corporate Entrepreneurship. The investigation ef ridlationship between major
shareholders, boards of directors and Corporateepmneurship is the third
theoretical contribution of our thesis.

The case study analysis seems to confirm our pitipos. The four firms
investigated highlight how the level of Corporatetrfiépreneurship within a firm
depends on that firm's corporate governance mesmmamnd type of major
shareholder. The board of directors plays an ingmbrtole in pursuing and
enhancing Corporate Entrepreneurship within then fiand monitoring and
encouraging the top management team in its purduhigh risk/high return
projects. The level of information and the abilibymeet with different members
of the organization are important elements that lealp a board of directors in
performing these roles. Moreover, case studiesesigat the role of a board in
Corporate Entrepreneurship can differ, in termst®fattributes and the way it
performs its role according to the type of majoarsholder of the firm. For
instance, in terms of board composition, the fimmith an ownership structure in
which the major shareholder is a firm tend to hkarger boards than firms in
which the major shareholder is a family or a pulelntity. However, for all case
studies considered, membership in the network afwkedge of the major
shareholder is one of the dominant criteria for $k&ection of individual board
members. Thus, social network theory seems todentbst important perspective
from which to describe the influence of a majorrshalder on board attributes.

However, our findings suggest that agency theony, am particular, resource
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based theory, are also key in indicating how a dostimould be composed,
structured and characterized to best perform les ro

Future research may clarify the relationships betwsocial network theory,
agency theory and resource based theory to inagstigow major shareholder
type can influence board attributes. Moreover, reittesearch can repeat this
study considering firms in the same industry, tonglate possible industry
effects. Finally, future studies can investigatis tiesearch interest using a cross-
country approach, as there are many differenceselsblaer types, board
attributes and Corporate Entrepreneurship roles frountry to country.
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Appendix A

Firm

Interviewee

Role

Date

Corporate entrepreneurship

(1) Our company has introduced many new products or services over the past
three years.
Veryuntruel 2 3 4 5 6 7 Very true

Comments:

(2) Our company has made many dramatic changes in the mix of its products
and services over the past three years.
Veryuntruel 2 3 4 5 6 7 Very true

Comments:

(3) Our company has emphasized making major innovations in its products and
services over the past three years.
Veryuntruel 2 3 4 5 6 7 Very true

Comments:

(4) Over the past three years, this company has shown a strong proclivity for

high-risk projects (with chances of very high return).
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Veryuntruel 2 3 4 5 6 7 Very true

Comments:

(5) This company has emphasized taking bold, wide-ranging actions in
positioning itself and its products (services) over the past three years.
Veryuntruel 2 3 4 5 6 7 Very true

Comments:

(6) This company has shown a strong commitment to research and development
(R&D), technological leadership, and innovation.
Veryuntruel 2 3 4 5 6 7 Very true

Comments:

(7) This company has followed strategies that allow it to exploit opportunities in
its external environment.
Veryuntruel 2 3 4 5 6 7 Very true

Comments:

(8) Who were the leaders of the business ideas?

Comments:

(9) How the business ideas have been implemented?
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Comments:

(10) The business idea leader has been involved in the exploitation of
entrepreneurial idea? Which with role?

Comments:

(11) The leader of business idea has been rewarded? How?

Comments:

Board involvement

(1) The board has refused o has changed innovation opportunities proposed by
top management.

Veryuntruel 2 3 4 5 6 7 Very true

Comments:

(2) The board has accepted and enforced innovative ideas that have found their
origin in the mind or in the work of the firm’s employees.
Veryuntruel 2 3 4 5 6 7 Very true

Comments:

(3) There are focus groups or task forces composed of employees and managers
from different organizational functions, that relate directly to the board.

Veryuntruel 2 3 4 5 6 7 Very true
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Comments:

(4) In addition to board meeting, there are different opportunities for outsider

directors to have meetings.
Veryuntruel 2 3 4 5 6 7 Very true

Comments:

(5) In which occasion outside directors have the possibility to have a meeting
with other key function managers (e.g. HR manager, legal expert, CFO, etc.)?
0 Board meeting;
0 Committees meeting;
0 Other meeting:

Comments:

(6) Outside directors have meetings with Chairman or CEO YES NO

Comments:

(7) Outside directors have the right flow of information before board meeting, in
order to perform their role, i terms of:

» Timeliness

Veryuntruel 2 3 4 5 6 7 Very true
» Completeness

Veryuntruel 2 3 4 5 6 7 Very true
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Comments:

(8) Describe the position of executive directors in the firm:

Name Function
Name Function
Name Function

(9) Business Unites Directors are members of the board of directors YES NO

If they are not members, are they invited to attend to board meeting? YES NO

Comments:
(10) Which kind of board evaluation system does the board adopt?
Comments:
(11) Is there a Scientific or Ethics Committee? YES NO
If yes, can the committee relate to the board and suggest new initiatives or
provide counsels about issue under discussion? YES NO
Comments:
(12) Are there some mechanisms of incentives for employees, managers or

directors that suggest new entrepreneurial opportunities? YES NO
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Comments:

(13) Are shareholders with much more than 10% of capital represented
within the board of directors? YES NO
(14) Are minor shareholders represented within the board? YES ~ NO

Comments (e.g. number of directors that represent minor shareholders and who

have nominated these directors):
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