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ABSTRACT

Entrepreneurship becomes more important nowadays in the strategic management process, in
particular, in the company’s ability to increase profitability over time. From the view of
entrepreneurship, entrepreneurs notice opportunities from where they act and create new
hierarchies or ventures to organize transactions. If the entrepreneur happens to be the firm's
manager and when the management function is distinguished from the entrepreneurial function,
agency problems arise in the new hierarchy. The firm’s manager could act against corporate
entrepreneurship if he decides to explore the innovation concept for his own benefits to setup his
own business. This paper sought to explore the feasibility of corporate entrepreneurship in large
corporations under the consideration of conflict of interest, the characteristics of the manager,
and the moral consideration of the manager. This is an explanatory research which used three
case studies through semi-structured interviews. The results of the three case studies and the
cross cases analysis support the existence of the conflict of interest in determining whether to
explore the innovation concept for the corporation or his own benefits. It also confirms the
importance of the characteristics of the manager and the moral consideration of the manager in
the decision-making process on how to explore the innovation concept. All the cases confirmed
that the likelihood of corporate entrepreneurship in large corporations is low as the manager is
likely to explore the innovation concept for his own benefits.

Keywords: Entrepreneurship, opportunities, agency problems, corporate entrepreneurship,
conflict of interest, characteristics of manager, moral consideration, innovation concept.

1. INTRODUCTION

Recent research shows that entrepreneurship is taking on an increasingly important role in the
strategic management process. Corporate growth and development, as well as the company’s
ability to increase profitability over time, have increasingly relied on the entrepreneurship function
for many a year (Jones & Butler, 1992) [9]. From the view of entrepreneurship, entrepreneurs
notice opportunities, act, and create new hierarchies or ventures to organize transactions. If
successful, they reap the profit from their actions. However, if the entrepreneur happens to be the
firm’s manager, when the management function is distinguished from the entrepreneurial
function, agency problem arises in the new hierarchy. In general, the manager has two choices. If
the manager decides to share the innovation concept with his senior management of the
company and the company continues to develop the innovation concept, it would be a typical
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case of corporate entrepreneurship. However, if the firm’s manager decides to keep the
innovation concept to himself and to develop the innovation concept for his own benefits, he
would become an individual entrepreneurship.

For innovation, it is the new combinations of capabilities and market needs (Schumpeter, 1934)
[16]. Innovation could exist in a large corporation in different forms, such as new product, new
services, new market, or new business. Either one of the form could be treated by the employee
as company assets or as personal ideas.

For the concept of principal-agency relationship

, it emanates from a
division of labor where one party (the principal) delegates decision-making authority or control
over resources to another (the agent). Risk preferences account for the agency problem in the
entrepreneurial context because the principal and the agent have different risk preferences. The
reward of the principal is the entrepreneurial profit for undertaking uncertainty; the reward of the
agent is the salary for normal risk-taking. Thus, given this reward structure, agents have no
incentive to be entrepreneurial, other things being equal. The agents will prefer a low level of risk
to keep them employed. This misalignment of the interests of principals or entrepreneurs and
agents or managers results in a loss in a company’s entrepreneurial ability (Jones & Butler, 1992)

9.

For a large corporation, the situation of principals and agents would be obvious as the function of
entrepreneurship has become separate from the management. Any entrepreneurial spirit of the
manager or employee could conflict with his personal interest as the agent. Furthermore, with the
imbalance of the reward system, the manager or employee could decide to develop the
entrepreneurial idea outside the corporation for a higher return than the salary. It would be
interesting to look into the factors that lead a manager or employee to explore the entrepreneurial
opportunity within the corporation or outside it.

, the characteristics of the manager and the moral consideration of the management
could impact the manager on his decision-making process on how to explore the entrepreneurial
opportunity. Shane (2003) [17] suggested the non-psychological and psychological factors which
affect the characteristics of the entrepreneur.

Studying
ethics in entrepreneurial setting may offer more clarity regarding ethical issues, such as a
potential explanation for the differences observed in the levels of cognitive moral development
(CMD) between entrepreneurs and others. As per Solymossy & Masters, 2002, [18], the
individual level of cognitive moral development should influence ethical behaviors with higher
levels of cognitive moral development should behave more ethically. Also, the findings that
membership in hierarchical firms may actually retard moral development.

With the possible existence of conflict of interest in the principal-agent relationship, this paper
sought to explore the feasibility of corporate entrepreneurship in a large corporation. From the
vantage point of decision-making, specifically on how to explore the entrepreneurial opportunity,
this paper explored the possible relationship between the likelihood of corporate entrepreneurship
and the characteristics of the manager, as well as his moral consideration.

Being the key statement of the issue, this paper explored the likelihood of corporate
entrepreneurship existing in the large corporation. By reviewing the literature and analyzing the
results from the structured interviews, this paper sought the following:

1) To identify the existence of conflict of interest in the decision making process of how
to develop the innovation concept.
2) To define the relationship between the likelihood of corporate entrepreneurship and

the characteristics of the manager.
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3) To draw the link between the likelihood of corporate entrepreneurship and the moral
consideration of the manager.
4) To determine the likelihood of corporate entrepreneurship in large corporations.

To explore the likelihood of corporate entrepreneurship in large corporations, there should first be
an attempt to link the relationships on the key issues, such as corporate entrepreneurship,
individual entrepreneurship, innovation, conflict of interest as predicted by the agency theory, and
the ethical issue. But it must be remembered that the key factor on the decision is the manager
himself.

To put the issues together in the framework, innovation should be considered as the starting point
for the manager to make a decision as to the best way to implement the innovation. The decision
is whether to develop the innovative concept himself or not. If the manager decides to develop
the innovative concept himself, it would result to individual entrepreneurship. If the manager
decides not to develop the innovative concept himself, it would result to corporate
entrepreneurship. There are three factors which could affect the decision-making of the manager.
The three factors are conflict of interest as predicted by agency theory, the characteristics of the
manager and the ethical consideration. Figure 1 below depicts the conceptual framework.

Agency Theory
(Spremann, 1987 —
[13]; Eisendhart, No
1989 [3]; Adams, »| Corporate
1994 [1]) Entrepreneurship
?gﬁziiegom) [11] Should I develop the

’ innovation concept myself?

Yes

.| Individual
"| Entrepreneurship

Moral Factors
(Solymossy & —
Masters, 2002) [12]

INNOVATTIOR]

Figure I Conceptual Framework

2. RESEARCH DESIGN

This an explanatory research design using a multiple case study method. A case study

an empirical inquiry that a contemporary phenomenon within its real-life context and
that with the technically distinctive situation in which there be many more variables
of interest than data points and on multiple sources of evidence (Yin, 2003) [22].
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1 Semi-structured interviews (Saunders, 2009) [15] were conducted to the entrepreneur and
2 managers of large corporations. To ensure validity and reliability of the measurement, the
3 personal background and the executive profile were examined to reconcile the opinions of the
4 respondents from the semi-structured interviews. The sampling logic of the unit of analysis (Yin,
5 2003) [22] was based on the likelihood of the respondents to explore the innovative concept for
6 their own interests. Data analysis was carried out based on the results of the semi-structured
7 interviews to assess the existence and the degree of seriousness of using the innovative concept.
8 This was also to explore the opportunities for personal benefits instead of considering it as
9  company assets.
10
11 To review the relationships of the key issues and to develop the propositions of this study on the
12 likelihood of corporate entrepreneurship in large corporations, the independent variables of the
13 study Conflict of Interest, Characteristics of Manager, and Moral Consideration, while the
14 dependent variable the likelihood of corporate entrepreneurship in large corporations.
15 Propositions set based on the relationship between the independent variables and the

16 dependent variable. The questionnaires were designed to cover the respective proposition for
17 each of the relationship between independent and the dependent variables. The visual view of
18  the operational framework is shown in Figure 2 below.

19
Independent Variables Dependent Variable
DECISION-MAKING FACTORS THAT GO INTO THE
DECISION ON HOW TO IMPLEMENT INNOVATION
Conlflict of Interest
(To show the existence of
conflict of interest on decision
making process)
Characteristics of the The Likelihood
Manager (To measure the of Corporate
degree of individual, .| Entrepreneurship
psychological and "| in Large
environmental factors) Corporations
Moral Consideration
(To measure the importance
and the degree of moral
factors)
20

21  Figure 2 Operational Framework
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In order to evaluate the existence of literal replications (Yin, 2003) [22] of the developed theories,
this research used three case studies. The key questions in the case studies were focused on the
reasoning and the processes of each of the answer to the respective question. The comments on
each case study were analyzed and utilized to update the case and the theory before conducting
the next case study. In addition to the verbal comments obtained during the interviews, two other
sources of evidence were carried out during the course of the case study for analysis purposes.
They direct observations and review of personal background by going through the personal
executive profile.

According to Yin (2003) [22], each individual case considered a whole study on its own, in
which convergent evidence sought regarding the facts and conclusions for each case. Each
case’s conclusions considered to be the information which needs replication by other
individual cases. If there any important discovery found during the conduct of one of the
individual case studies, the previously developed theories be redesigned before
proceeding further to the next individual case. An overall conclusion was drawn based on proper
analysis and interpretation on the results of the three case studies.

Since this a case study approach, the analysis on the comments from the respondents was
carried out for each question, in addition to the evidence obtained during the interview (Yin, 2003)
[22]. The answer for each question were reviewed and analyzed to draw conclusion for each case
from the various piece of evidence. An overall conclusion was drawn to explain the results of the
three studies against the propositions

Data analysis was carried to test the results of the study. Emphasis was placed on the reasoning
and the selection process of the answers. In other words, the case study was focused in
answering “how” and “why” questions. On the questionnaire design, the response from each
question was weighed using a 5-point Likert's scale to show strongly agree to strongly disagree.
The overall questionnaire divided into four parts: Conflict of Interest, Characteristics of
Manager, Moral Consideration and the Likelihood of Corporate Entrepreneurship. On the
Characteristics of Manager, the questions focused on education level, career experience,
age, personality and motivation and economic environment as per Shane 2003 [17]. On the Moral
Consideration, the questions focused on characteristic of moral issue and situational
characteristics as per Solymossy & Masters 2002 [18].

The population and the respondents the entrepreneurs and employees of large corporations
in the Philippines. The three cases were:
1) A manager of a large corporation in the Philippines with over 10 years working
experience in managerial position.
2) A manager of a large corporation in the Philippines with less than five years working
experience in managerial position.
3) An existing entrepreneur with previous working experience in a large corporation in

the Philippines.

The sampling logic (Yin, 2003 [22]; Nicholson & Kiel, 2007 [12]) for the three case studies was
based on the likelihood of the respondents to explore the innovative concept for their own
interests, which the key proposition of this research. For the first case, the respondent
an experienced manager with over 10 years experience in a large corporation. Based on his long
working experience in the large corporation, the likelihood of exploring the innovation concept for
his own interests would be low. For the second case, the respondent a relatively new
management staff of a large corporation. The likelihood of exploring the innovation concept for his
own interests would be medium, about 50-50 percent chance. For the third case, the respondent
the experience of working in a large corporation and currently engaged in his own
business. There a high likelihood for the third respondent to explore the innovation concept
for his own interest. As such, the sampling logic was to cover the three cases with low, medium,
and high likelihood of exploring the innovation concept for own interests.

3. RESULTS
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In general, the results of the three cases support the proposition and literal replication (Yin, 2003)
[22] is expected. Figure 3 below shows the summary of the results.

Results Summary

Conclusion ~ [First Case Conclusion  |Second Case | {Conclusion  |Third Case
from First ~ [supports from Second [supports from Third ~ [supports (Conclusion from Cross [Support the Literal
Proposition Case propposition | [Case propposition | [Case propposition | |Case Analysis Replication
1- Conflict of Interest exists Agree Yes Agree Yes Agree Yes AIIcasg;supportthe Yes
proposition
' . All cases support the
2(a) - Good education supports entrepreneurship Agree Yes Agree Yes Agree Yes " Yes
proposition
2(b)-Strongcgreerexpenencesupports Strongly Ves gee Yes e Yes AIIcasg;supportthe Yes
entrepreneurship Agree proposition
. ' Show opposite results
2(c) - Young age supports entrepreneurship Agree Yes Disagree  |No Agree Yes o thecases. No
2(d) - Strong pgrsonahtyandmotwaﬂonssupport gee Ves Strongly Yes Strongly Yes Allcas§§supponthe Yes
entrepreneurship Agree Agree proposition
2(e) - Good ecqnommenwronmentsupports Strongly Yes Strongly Ves Dissgee  |No Show opposite results No
entrepreneurship Agree Agree from the cases.
2(0vera||?-.Str0ng relationship between the . Strongly Ves e Yes Strongly Yes Allcas§§supponthe Yes
characteristics of manager and enirepreneurship Agree Agree proposition
3(a) - Itis a weak moral issue to use the innovation Agee Yes Agree Yes hgree Yes AIIcasg;supportthe Yes
concept for personal benefits proposttion
?(b)-Tlherelsweaksnuanonalcharagter\st|cstousethe agee Ves e Yes e Yes Allcas§§supponthe Yes
innovation concept for personal benefits proposition
3(0vera||)-.The§><|stenceofre\atlonshp befween the gee Ves e Yes e Yes Allcas§§supponthe Yes
moral consideration and entrepreneurship proposition
4-LowlllkehhloodofcorpoTateevntrepreneurshlpbased Agee Yes Agee Yes Agee Yes AIIcas§§supponthe Yes
on conflict of interest consideration. proposttion
4-Low||ke\|hopdofcorporateentrgprengurshmbased gee Yes e Yes e Yes AIIcasgyupportthe Yes
Jon characteristics of manager consideration. roposition
4-LowI|ke\|hqodof‘corporateentrepreneursmpbased Agee Yes Agee Yes Agee Yes AIIcasg;supportthe Yes
lon moral consideration. proposition
4-LowIlkehhoodQfcorporateentrepreneursmpbased Agee Yes Agee Yes agee Yes AIIcasg;supportthe Yes
on all factors considerations. proposition

Figure 3 Results Summary

All of the three cases agree that the situation constitutes a conflict of interest. All the three cases
agree on the existence of self-seeking motives of a manager in general and that the manager is
likely to take the opportunity of acting against the interest of the company. This indicates that all
the three cases agree with the concept of the agency theory and the conflict of interest. People
will favor personal interest of pursuing their own entrepreneurship by exploring the innovation
concept themselves. This supported the arguments of the agency theory and the self-interest by
Eisenhardt (1989) [7].

Although not all of the factors, as shown by Shane (2003) [17], were agreed by the three
respondents, they still agreed with most of the measured factors in this research. Furthermore,
all the three cases support that the characteristics of a manager are strongly associated with the
decision-making process in terms of exploring the innovation concept. This could be the main
supporting factor because a literal replication is expected (Yin, 2003) [22].

The three cases support the idea that a good education, a strong career experience, and a strong
personality and motivations are strong factors to support entrepreneurship. In contrast, the three
cases do not support the idea that a young age and a good economic environment are factors to
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support entrepreneurship. From the perspective of the individual factors (Shane, 2003) [17], the
three cases support two out of the three measured individual factors. From the perspective of
psychological factors and environmental factors, the three cases support the measured factors.

With respect to the Philippine culture, all of the three respondents mentioned that the people in
the Philippines supported the decision of exploring the innovation concept to pursue their own
entrepreneurship. This is in fact a strong support to the high socio-cultural environment as
mentioned by Shane (2003) [17]. From the comments of the three cases, there is a social
desirability of entrepreneurship in the Philippines culture. It would be a good area for further
research on how to enhance and develop this culture for better economic growth of the country.

The three respondents agree that a moral issue exists and that the moral judgment of the
manager is the key factor for moral consideration. Also, the three respondents agree that the
innovation concept may be used for personal benefits since it is a weak characteristic of the
moral issue and there are weak situational characteristics for the moral judgment.

A review of the situational characteristics shows that the respondents view that the Philippine
culture does not place much concern on the innovation concept for own benefits. On the other
hand, the manager is willing to explore the innovation concept for personal benefits instead of
passing the concept to the company. Apparently, the culture in the Philippines promotes the
concept of exploring the innovation concept on one’s own.

In terms of the ethical decision-making model of Solymossy and Masters (2002) [18], all of the
three cases supported the general processes in the ethical decision-making model, namely;
recognizing the moral issue, making moral judgments, and engaging in moral behavior.

The innovation concept can either be work related or can have a direct conflict with the business
of the large corporation. These will affect some degree of conflict of interest under the agency
theory and the degree of moral judgment under the moral consideration. These were supported
by the comments of the respondents. The impact on the conflict of interest could be reduced or
eliminated if the innovation concept is not work related. Similarly, the impact on the moral issue
could be reduced or eliminated if the innovation concept is not in direct conflict with the business
of the large corporation.

From the results, all the three cases support the idea that the innovation concept needs to be
explored to pursue their own entrepreneurship. Furthermore, all of the three cases show the
same consistent conclusions for the individual consideration of the conflict of interest, the
characteristics of managers, and the moral issue, as well as the overall combined consideration
of all the other issues. This confirms the idea of this research that the likelihood of corporate
entrepreneurship in a large corporation is low.

4. CONCLUSIONS

The conflict of interest, the characteristics of the
managers to support entrepreneurship, and the moral consideration are the three factors of the
likelihood of corporate entrepreneurship in large corporations.

the likelihood of corporate entrepreneurship in a large corporation is low.

The results support
that the existence conflict of interest in determining how to develop the innovation concept. The
likelihood of corporate entrepreneurship is strongly associated with the characteristics of the
manager although not all the individual measured factors supported the literal replication. The
age and the good economic environment are the two factors which did not support the literal
replication. The factors of good education, strong career experience, and strong personality and
motivations are strongly associated and supported the literal replication as well as the agreement
of strong association between the characteristics of manager and the entrepreneurship.

the results also support the existence of the moral consideration in determining how to
explore the innovation concept.
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With regard to the main objective of the research, which is, to determine if the manager will
explore the innovation concept himself for individual entrepreneurship, the results support the
theories and propositions.

In other words, the likelihood of corporate entrepreneurship in large corporations is low.
Manager will favor the development of individual entrepreneurship rather than sharing the
innovation idea with the large corporations.

This is an important finding in the theory of corporate entrepreneurship. From a traditional
approach, corporation entrepreneurship will resulted in the promotion of innovation in large
corporations. With the results of this study, promoting an innovation alone would not warrant
corporate entrepreneurship in the large corporations, as the managers with the innovation
concept could consider exploring it for themselves for their own interests.

The results of this study also claim that the managers would favor exploring the innovation
concept for their own benefits and for their individual entrepreneurship. In other words, the
likelihood of corporation entrepreneurship in a large corporation is low. The large corporations
need to reconsider their strategy in promoting corporate entrepreneurship in the company in order
to maintain their competitive strength and to increase their profitability over time. If the large
corporations still view that innovation is the important element to bring the company to be more
competitive in the market and to enable the company to have opportunity to increase its returns in
long run, the large corporations need to reposition their strategy in corporate entrepreneurship
covering how to raise the level of innovation, and, how to encourage the employees to share their
innovation concept, how to keep the employees to favor corporate entrepreneurship as compared
to individual entrepreneurship.

From the comments of the case study, the reward program to the managers with innovation
concept is one of the key factors to pursue corporate entrepreneurship in the long run. For
instance, some kind of ownership programs could be considered so as to attract the managers to
pursue corporate entrepreneurship.

From an individual’s perspective, this study confirms the likelihood of the managers to favor the
use of the innovation concept for own entrepreneurship. This is an important way to encourage
entrepreneurship in the country. Entrepreneurship could be one of the factors to secure economic
growth, especially in the advanced technology world. Accordingly, one of the concerns for
individual entrepreneurship in the Philippines is the start-up capital, as mentioned by some of the
respondents. The government could consider some programs to assist those potential
entrepreneurs to promote entrepreneurial spirit in the country.

In respect of limitation , this research is conducted in Manila,
Philippines. The research could be applied to the entire country and to the other countries,
including both Asian countries and outside of Asia. The other possible areas for further research
are the other factors mentioned by Shane (2003) [17] but not covered by this study, in particular,
opportunity cost, social position, industry factors, social-cultural environment and market
uncertainly, as well as the social relationship with others (Solymossy
& Masters, 2002) [18].
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