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Abstract

The issues studied by the corporate governance research stream, such as control
and ownership structure, board composition, monitoring mechanisms and
shareholders’ protection, among others, seem not to relate to further matters
examined by other research streams in the fields of innovation and regional
studies, despite they all can fit in the business and economics subject and,
furthermore, they all make part of the social science discipline. Phenomena such
as regional innovation systems and university-firm collaboration, which innovation
studies have taken care of so far, are influenced by the governance and control of
firms and institutions; additionally, the dynamics among different stakeholders
(firm managers, investors, institutions, etc.), in terms of corporate governance and
innovation, have a relevant impact on firms and regions. This paper attempts to
explore the links between these two research streams, considering a more holistic
view of their interest matters, in order to better understand how they jointly
influence firm performance and regional development. This is an exploratory and
introductory piece of research that aims to discuss the links between corporate
governance and innovation, exploring valuable ideas and matters to be more
deeply studied in future research.
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1. Introduction

The over-examination of traditional issues, as well as the hunt of contrasting results
and different methods based analyses, have been accompanied by severe criticism
on the reliability and validity of social science research. Bias on methods and
analysis, omission of results and low data transparency, among others, make part
of the criticised matters that have caused the introduction of new policies for data
accessibility, replication and transparency in the submission and review processes
of top journals (Tsui, 2013). This is a relevant issue for future research, which must
find a way to generate credible knowledge responsibly, through the search of
unexamined and novel issues rather than the application of different methods and
techniques on sufficiently studied topics, which can lead to low explanatory power,
non-replicable findings and lack of useful ideas and discussions. Unlike natural
science research, which can have strong, replicable and persistent findings based
on empirical evidence, social science research counts with a big dose of non-
deterministic factors which must be taken care of when analysing its results and
discussing its findings. In business studies, for instance, there is not a unique
equation or set of explanatory variables for determining the performance and
competitiveness of a firm, even in each specific context; however, research on
business and management can lead to better understand the behaviour of firms
and industries and to reveal the determinants of their past performance; and this
information can be used to shape more suitable future strategies. This situation
can also be observed in other disciplines within social science, such as regional
studies with the study of economic growth and social development at regions, or
microeconomics with the study of supply and demand in markets.

With the evolution of the European Union, the integration of economic practices
has influenced the dynamics of firms and regions at both micro and macro levels,
and this has affected the development of corporate governance and innovation in
businesses. The cohesion policy of European Commission aims to reduce economic
and social gaps among EU member states, promoting a more balanced and more
sustainable territorial development; in practice, this has translated into hundreds
of thousands of projects all over Europe, with several governments, firms and
universities, among others, receiving funding in order to enhance the cohesion and

integration of regions and countries in Europe. The corporate governance systems
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have also evolved in terms of unified schemes of board composition and
shareholders’ protection, for instance, at both national and regional levels. At the
same time, innovation at the firm level has lost relevance in comparison to the
conception of regional innovation systems and its impact on development.

A suitable option for achieving useful ideas and discussions from responsible
research is to explore the connections among different fields and disciplines,
generating links among different research streams, such as corporate governance
and innovation. The corporate governance research stream has traditionally
examined issues such as control and ownership structure, board composition,
monitoring mechanisms and shareholders’ protection, among others, which seem
not to relate to further matters examined by other research streams in the fields of
innovation and regional studies, despite they all can fit in the business and
economics subject and, furthermore, they all make part of the social science
discipline. On the other hand, phenomena such as regional innovation systems and
university-firm collaboration, which innovation studies have approached so far, are
influenced by the governance and control of firms and institutions; additionally,
the dynamics among different stakeholders (firm managers, investors, institutions,
etc.), in terms of corporate governance and innovation, have a relevant impact on
firms and regions.

This work attempts to explore the connections between these two research
streams, generating links that could be potentially studied in future research.
Additionally, it seeks to examine the possible determinants of firm performance
and regional development from a more holistic view that integrates corporate
governance and innovation issues. This is an exploratory and introductory study
indeed, whose goal is to discuss future research opportunities which can be
interesting and useful for practitioners and policy makers. This paper is structured
as follows: Next section (2) presents the most visited issues of research on
corporate governance and innovation individually; then, (3) possible matters
connecting these two research streams are discussed; after that, a section is
dedicated to (4) the role of European integration in the link of corporate
governance and innovation studies; finally, (5) some final remarks are presented,
including an overview of future research opportunities.
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2. Traditional research overview

A first necessary step before exploring more novel issues is taking a general look
at the traditionally researched issues in the streams of corporate governance and
innovation. This section also presents an overview of the typically visited topics in
the past attempts to link these two fields.

2.1. Corporate governance

The corporate governance research stream generally studies the relations and
processes by which firms are controlled and governed; the governance of
businesses/firms, apart from seeking productivity and maximizing profits, must
take care of the interests of firm stakeholders and deal with principal-agent
conflicts present at corporate level (shareholders-CEO, manager-employees, etc.).
As indicated by a very popular survey on corporate governance research (Shleifer
& Vishny, 1997), this research stream has traditionally visited issues such as legal
protection of investors and ownership concentration in corporate governance
systems around the world. Per the Cadbury Report and the Organization for
Economic Cooperation and Development, the corporate governance principles in
a firm could be synthetized in: 1) rights and equitable treatment of shareholders,
2) interests of other stakeholders, 3) role and responsibilities of the board, 4)
integrity and ethical behaviour and 5) disclosure and transparency (Cadbury, 1992;
OECD, 2004).

Additional to the legal rules covering protection of corporate shareholders and
creditors, corporate governance research stream has examined the origin of these
rules, and the quality of their reinforcement in different countries with different law
systems: common-law countries, French-civil-law countries, German- and
Scandinavian-law countries, in where the relationship between investor protection
and ownership concentration has been studied (La Porta et a/, 1998). Studies
commonly come up with conclusions indicating a stronger investor protection in
common-law countries and a weaker one in civil-law countries, as well as a negative
relationship between concentration of ownership of shares and investor
protection.
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The relationship between certain corporate governance characteristics and firm
performance (profitability) has also been widely examined, and the most supported
hypothesis established that firms with stronger shareholders’ rights tend to have
higher firm value and higher profits (Gompers et a/, 2003). Further matters of
corporate governance such as corporate control, regulation, behavioural issues,
the role of stakeholders (corporate social responsibility), board gender
composition and firm performance, among others, have also been widely studied
within this research stream (Goergen, 2012).

2.2. Innovation

At the firm level, innovation has been studied from different perspectives. One of
these relevant views considers the capacity of firms to learn, stating that “the ability
of a firm to recognize the value of new, external information, assimilate it and
apply it to commercial ends is critical to its innovative capabilities” (Cohen &
Levinthal, 1990). The innovative capabilities of a firm are expected to lead to better
performance, due to the development and improvement of processes and
products, however, this doesn’t necessarily happen this way as other more complex
factors such as market positioning and business strategy appear in scene (Teece,
1986). Going beyond the micro level, more importance has been given to
innovation when considering a regional perspective, as the innovative capabilities
of a region or country seem to be important for its development and economic
growth; that is why the concept of the so called regional innovation systems has
gained strength in regional studies (Cooke et al, 1997), considering the
institutional and organizational dimensions of innovation at regions.

A way of studying (modelling) an innovation system in any given region is through
the analysis of the interests and interaction among firms, universities, governments
and citizens (quadruple helix model of innovation), as the four key actors in the
innovation and development of regions (Arnkil et a/, 2010). The European Union
recognised the importance of research and innovation for economic growth and
social welfare with the introduction of the Horizon 2020 programme (European
Commission, 2017), in which the higher education institutions take a key role in
innovation and regional development (Charles, 2006). Consequently, the role of

universities in societies has evolved from a two-dimensional perspective (education
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& research) to a wider approach in which universities need to engage in activities
related to innovation and regional development (Géransson & Brundenius, 2011).
That is why many universities around Europe have started to dedicate strong
efforts to enhance their relationship with industry, which has transformed the
orientation and the agenda of research activities at higher education institutions
(Perkmann & Walsh, 2007). University-industry interaction, as a matter related to
both governance and innovation at firms and higher education institutions, can
serve as a tool for generating impact on the development of regions where the
interaction takes place (Manrique, 2017). University-firm collaboration seems to
matter to both universities and firms as relevant benefits can be gained by both
parts in a win-win relationship. Universities might enhance their third mission and
enhance their impact on industries and on the economics of regions by
collaborating with firms, which also leads to a better understanding of work market
and commercial world for the improvement of education and research, as well as
the dissemination of knowledge. Additionally, in the case of firms, apart from
accessing internships programs, knowledge transfer and industrial theses,
businesses would improve or create processes and products/services for gaining
an improved performance in a global and competitive market.

2.3. Traditional linkage

Despite highly unexplored, there has certainly been research linking corporate
governance and innovation. These studies have frequently focused on the role of
certain corporate governance features in the innovativeness of firms and regions,
as well as on the effects of some governance characteristics, such as ownership
structure or board composition, on firm performance/competitiveness. Hitt et a/.
(1996), for instance, analyses how acquisitions and divestitures, as corporate
control mechanisms at the market level, affect internal control mechanisms and,
together, influence internal and external innovation at firms. They found that
external and internal control mechanisms do affect innovation processes in
corporations, as firms engaging in acquisitions and divestitures, which also
emphasize financial controls, tend to produce less internal innovation and, in turn,
seek external innovation for gaining short term benefits. Moving to another
corporate governance spectrum, the impact of ownership concentration on the
innovation rates and economic growth of firms has also been examined (Morck et
al, 2005), finding that family firms, mostly common outside USA and UK, tend to

8
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suffer economic entrenchment and distorted property rights protection, which
leads to negative effects on firm innovativeness.

Innovation strategies at firms are affected by governance features like institutional
ownership heterogeneity (public vs private) and the profiles of boards’ directors
(outsiders vs insiders). In this sense, Hoskisson et a/. (2002) indicate that in the case
of funds, the acquisition of external innovation is more preferred in the case of
professional investment funds in opposition to the development of internal
innovation, more preferred by managers of public pension funds, which are also
more likely to have inside directors in their boards. As the different studies
mentioned represent, the relationships between governance characteristics and
innovation at corporations, and between corporate governance and corporate
performance, have been quite examined.

3. Building bridges between corporate governance and
innovation

Having covered the most relevant and studied issues that tried to link corporate
governance and innovation, it is time to move to more unexplored matters which
will allow to create new bridges between these two research streams.

3.1 The basics of connecting governance and innovation
Two basic issues also present in past research, but relatively much less studied, are
the governance of innovation itself, and innovation in governance.

A. The Governance of Innovation

As corporate processes, usually missional or strategic, innovation and R&D imply
decision-making, monitoring and dealing with stakeholders’ interests; therefore, it
should also be studied how innovation is governed and controlled at organizations.
Moreover, regional innovation systems and quadruple helix model, mentioned
before, have allowed to recognise the importance of governance in the innovation
processes at regional level (Heidenreich & Koschatzky, 2011). The design and
implementation of innovation policy in (entrepreneurial) regional innovation (eco)
systems might require a formal and flexible active ‘agency’ approach from different

9
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regional stakeholders (e.g. universities, local authorities, firms), expressed in terms
of a process of constructive dialogue that allows the development of adaptable
and realistic (regional) strategies aimed at boosting innovation and development
in regions (Nieth et a/, 2018). In this sense, higher education institutions, who have
to deal both with their missions (e.g. internationalisation, research excellence) and
with their relationship with external stakeholders, have become key stakeholders
in the process of decision-making and negotiation of matters related to innovation
and development at regions and firms (Manrique & Nguyen, 2017). This role is
especially relevant in peripheral and less-developed regions, where existing
universities, beyond acting as producers and disseminators of knowledge
(traditional missions), should engage in regional innovation systems in order to
strengthen these regions’ institutional landscape (Fonseca & Cinar, 2017). In brief,
universities ‘third mission’ includes engagement and active participation in the
governance of regional innovation at an institutional level.

Technological regimes in different sectors affect the demands of innovation on the
financial and corporate governance systems, which are faced differently among
countries and regions. “A country's finance and corporate governance system is a
key element of its national system of innovation” (Tylecote, 2007). In a context-
based perspective, matters such as property rights’ legal protection,
patenting/licencing rules and procedures and regional technology and
infrastructure might affect the innovation of firms and regions. On the other hand,
in a firm-based perspective, the board composition and ownership structure of a
company also might affect the innovation of firms. These two perspective are
governance-related and should be considered for analysing the drivers and
determinants of innovation at micro and macro levels.

B. Innovation in Governance

Research on innovations in governance practices, both theoretically and
empirically, deserves greater attention because it can generate useful knowledge
for firms and public institutions in terms of decision-making, financing and
production systems. So far, innovation literature has focused on the improvement
of organizational performance through the innovation of products and processes,
and the governance literature has focused on social coordination without drawing

10
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on innovation literature (Moore & Hartley, 2008). It would be a good idea to
examine innovations which seek to improve social performance through
reorganizations of cross-sector decision-making, financing and production
systems, especially in the case of the public sector. It would allow to tap new pools
of resources and exploit government’s capacity to shape private rights and
responsibilities. Political governance, as a dimension of social innovation, is a key
element for fostering inclusive development processes at societies because
innovative governance arrangements have emerged as pathways towards greater
equity among and within regions, challenging traditional state-centred forms of
policy design (Swyngedouw, 2005).

Furthermore, in the case of firms, the evolution of corporate governance models
at region and country level, in terms of changes in legal and institutional
frameworks, has raised a need for adaptation from firms. Corporate governance
reforms (an institutional innovation expression) have emerged in countries like
Japan, generating the possibility of hybrid corporate governance systems
(Yoshikawa et al, 2007). Changes and reforms in corporate governance systems, as
well as the development of new governance practices within firms, are worth
examination.

3.2 Corporate governance and entrepreneurship

A relevant issue that is worth considering is how can corporate governance
influence entrepreneurship and growth of new firms, as corporate
entrepreneurship is important for organizational survival, profitability, growth, and
renewal. Past research has come with interesting findings about the effect of
ownership features on corporate entrepreneurship (Zahra, 1996), indicating that
executive stock ownership and long-term institutional ownership are positively
associated with such entrepreneurship, however, short-term institutional
ownership is negatively associated with it. Additionally, it has been observed that
industry's technological opportunities moderate the relations observed between
corporate governance (ownership) and corporate entrepreneurship. Some
corporate governance mechanisms like board independence and institutional
ownership might be positively related with entrepreneurship (and with innovation)
(Albu & Mateescu, 2015).

11
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There seems to be an agreement on the positive effect of corporate
entrepreneurship and innovation on the economic growth and competitive
advantage of nations. Therefore, it is crucial “that public policy matters are able to
distinguish between supporting entrepreneurial activity versus merely supporting
small- and medium-sized enterprises” (Cumming & Chakrabarti, 2014).
Additionally, it is important to understand how public governance and corporate
governance efficiently work and intersect to enable entrepreneurial activity.

3.3 The governance of universities

As any corporation, a university also deals with decision-making, stakeholders’
interests, financing issues and other governance issues typical of a firm. Moreover,
the governance of universities has an impact on their third mission (Géransson &
Brundenius, 2011), related to innovation and regional development. On one side,
the governance of higher education institutions might be crucial to define its
orientation towards a third mission vision or a more traditional one, as well as to
identify the willingness to collaborate with external entities such as firms and public
institutions. In a previous section, the governance of innovation was mentioned in
the case of firms and regions and in the case of private and public institutions; it is
also very relevant at the university level. Knowledge transfer activities and
university-industry interaction have become a strategic issue for universities as
these are sources of funding and a policy tool for economic development (Geuna
& Muscio, 2009).

As for firms, universities’ performance and governance can be examined in useful
ways (Aghion et al, 2010). There are different governance features that can be
analysed in a university, such as ownership/control structure and concentration
(public vs private), board composition, autonomy and accountability, interests of
stakeholders (students, professors, employees, directors, investors, etc),
financing/funding issues and monitoring/auditing activities, among other matters
that are relevant for the performance of universities and their relationships with
firms and regions.

12
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4. Conclusion

This short paper is an attempt to generate bridges between corporate governance
and innovation for future research. Four general bridges have been mentioned: 1)
the governance of innovation, 2) innovation in governance, 3) corporate
governance and entrepreneurship and 4) the governance of universities. These
research opportunities have been presented in an exploratory and introductory
way, as this work is also an invitation to visit more novel and relevant/useful issues
rather than to go on revisiting sufficiently explored topics in social science.
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