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Introduction

Corporate ventures have been acknowledged to be a key source of innovation, economic growth
and most especially in emerging economies such as Pakistan. These are enterprises, which have a
tendency to be driven by a new or risky technology or product, and they are necessary in an
economic growth as they bring in novel concepts and processes. One of the most important
factors to point out as indicators of innovation is the creation of patents which are concrete
representation of innovative solutions and technological inventions. Although we have identified
that patent output is significant, what is lacking, and is a critical but under-discussed point is the
role of investor vigilance in the determination of the toleration of failure of corporate ventures.
Another fundamental element of the entrepreneur ecosystem is failure tolerance; that is the ability
of a venture to absorb risk and loss with no impact on the long-term viability of the venture. But
in the case of corporate ventures, specifically in the case of emerging economies, investor
behavior and how they choose to scrutinize ventures, the level of scrutiny placed on ventures,
may bear major implications on the nature of innovation strategies, such as level of risk-taking

Rani 36 ISSN:



)\ M) INTERNATIONAL JOURNAL OF BUSINESS RESEARCH

\
\
\

\_ innovation strate

DIALOGUE (IJBRD)

Volume 02 Number 01
January — December, 2024

and patents created. The proposed research aims at fulfilling this literature gap by studying the
impact of different intensities of investor scrutiny on the capacity of a corporate venture to
tolerate failure and the level of successful patents registered in Pakistan.

There has been a paradox that corporate ventures have encountered in adjusting their internal
failure tolerance, and the expectations of the investor outside. Although tolerance to failure is
essential in enabling innovation (with the companies able to experiment and shift gears in case of
initial failures), the over-scrutiny of investors can hamper this effect. The tendency of investors is
to demand a concrete payout in their investments, thus it could be recorded as their tendency to be
drawn tpwards more low-risk investments and companies which are seen to be readily profitable.
Such # fogus oi-shost=term-achicvenent uftai illi s,roflf[t}i “edrporate] 10
take the ri sﬁ. hhovative brea Hﬂﬁﬁmmmé& g%ﬂm&
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Re§bz\lrcljl Hypotheses
Based\o < ioned problems, we have following proposi ent study:
The number of patents will have a positive relationship with the failure tolerance o venture
portfolio of corporations. The hypothesis avoids making any assumption regarding the size of the
venture based on its failure tolerance. The hypothesis approximates that the greater the failure
tolerability of a venture, the more it will venture into innovative and high-risk investments
resulting into several patent filings.

H2 Investor scrutiny moderates the relation between failure tolerance and patent output, the
greater the scrutiny, the less is the patent output. This hypothesis states that there will be a
tendency of the willingness to take risks to wane by the corporate ventures as a result of investor
scrutiny where the investor scrutiny is large, hence leading to few patents.

However, recent studies have clarified the individual investor behavior and its contribution to the
firm innovation especially when there are concerns of high risk. Sammarra et al. (2023)
investigated the ways that the preference of venture capitalists to make less risky investments
may diminish the innovative activity of firms in the emerging markets. On the same note,
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Johnson and Kovacic (2022) observed that although investors are a source of crucial funding in
terms of innovation, their ever-the-growing demands regarding oversight might create a conflict
between risk-taking and performance expectations, and ultimately result in reduced output of
innovation.

The theoretical frameworks of the study are resource orchestration (Sirmon et al., 2011) and
behavioral operations (Boudreau et al., 2021). The resource orchestration model indicates that
organizations harness their resources, such as financial capacity, human talents, and institutional
capacities to take care of risk and innovation. Resource orchestration in the context of corporate
Ventures v1s important to mediate the tension between the demands by the investors and risk taking
T A L S
used ffo m e mm Isﬂﬁm’lr

and the influence of the latter on the 1nternal innovation behavior of the firm.

parchiMalepy
ﬂgk,a[xﬁrnal resource and

ing C

¢hend the ﬂynamics f the SC]'lltl ntolerar i0s of
orpgrative ventuypes, the main|cons the s need to be d ilure
oletance and pdtent output that p mporta t rol¢/ in the the

no ation proeess in corporaté ven
\
\

Faﬁqre queranﬂe o

\ Failure, tolergmcc is the capacity oda corgérate venture to absorb the failures or hold up failures

“without compremising the long term 1 goals and sustainability of its venture. Failure tolerance, in
thQ case of corporate app11cat10n is important since it enables companies to explore new projects

usm\g\the/lnnovatlvene stinig_accordingly when need a | as utilizing the first
misses, . ¢sholds promote risk-taking habits that have uarantee
success in the long-term and the production of innovative solutions (Kuratko et al., 201+5). The

operationalization of failure tolerance is usually done using such measures as portfolio
diversification and risk-adapted returns. The spread portfolio offers a cushion against the risk on
certain projects, meaning that ventures have the advantage of indulging in risk in some areas
without risking the whole portfolio (Hitt et al., 2017).

Bhide (2000) adds that when an entrepreneur lets out failure as part of its strategy, innovation and
creativity usually come about. Failure tolerance hence can represent an item of tactical value of
companies that want to stretch the envelope of what is achievable and come up with market-
defining technologies. Low failure tolerance ventures, however, can eventually be too concerned
with stability over innovation by concentrating on short-term earnings and decreasing the chances
of developing breakthrough patent exclusive property (Zhang & Ma, 2020).

Patent Output:
The quantity of the patents that are registered by a firm in a particular time is called patent output.
It is the amount by which the innovation effort and ability of a company is quantified to generate
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new technology or patentable processes. The significance behind patents is that, they grant legal
security to the newborn concepts and technologies, therefore firms are free to exploit their
innovations (Laursen & Salter, 2006). In addition to this, patents serve as a proxy measure of
innovative capacity and thus are frequently utilized in research aimed at measuring performance
of corporate ventures in elite research and development (R\&D) area (Ahuja & Lampert, 2001).

Corporate success has been linked to patent output and this has been documented in literature
numerous times. They tend to be more innovative, and have a bigger competitive edge in the
market, when evaluated in terms of their patent outputs (Lippman & Rumelt, 2003). Patents are
also a saurce of diffusion of knowledge in the industries because they give other companies an
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\\l\{esourcé\ orc\hgs'tration theory argues that resource allotment of a firm with a high level of failure
t(\)lgrance jis more capable of controlling its assets or even compensating for losses. These firms
can ﬁprw%ws to the
new pro innovative and result into increased patent output: are also an
essential ingredient of this process because of the financial capital and governance frameéworks

that they must supply in order to enable the resource allocation decision framework, but excessive
investor scrutiny can make resource flexibility hampered (Sirmon et al., 2011).

The behavioral Operations theory.

Behavioral operations theory is concerned with how decision making is conducted by individuals
and teams when they are dealing with uncertainty when subjected to external pressures. Investor
scrutiny is also a crucial outside element that defines the decision making process in the case of
corporate ventures. Shareholders and investors tend to dictate state or governance styles, financial
and performance targets and limitations, which influences the actions of the corporate managers
when allotting their resources and innovative efforts. Due to the consistent scrutiny of investors,
there is a possibility of increased pressure to increase short-term profitability at the expense of
long-term innovation objectives, thus decreasing risk-taking capacity among ventures (Boudreau
et al., 2021).
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The theory assists in clarifying the behavioral elements of decision-making under investor
pressure and more especially so in the situations of corporate ventures that involve high risk
associated with innovation. According to the theory, the increased investor scrutiny can induce
the managers with a more risk-averse behavior in regards to innovative activity that may further
negatively affect the number of patents generated.

Hypothesis Derivation

The hypothetical statements that are going to be made include:

1. It is positive that the tolerance to failure influences the output in patent portfolio and it is
within g'corporate venture portfolio.

e N ) - W
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Figure 1: mini-path diagram displaying the postulated correlations of the investor scrutiny, failure
and the Output of patent.
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Alternative Explanations

As much as the failure tolerance and investor scrutiny are the main themes of the suggested
model, there are other aspects that may determine patent production in corporate ventures. These
include:

1. Firm Size: Larger firms can have more resources available and therefore embark on the

production of higher-risk projects and increase patent output. The advantage of economies of
scale talking with R&D efforts is that even larger companies may have such an effect (Hitt et al.,
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The venture capital market in Pakistan is steadily developing, and there are more and more

companies that are funded by both domestic and international venture capitalists. Nevertheless,
the market is in its developmental stage with moderate regulation by organisations like the
Securities and Exchange Commission of Pakistan (SECP). This is the background of the study
which is set in the backdrop of this developing institutional environment, with corporate
governance frameworks that are still in development stage. This regulatory structure also affects
the way the corporate ventures work especially in their decision making process as well as risk
management strategies.

i 1 ability,{can also have an impact on an ability o

South Africa

Data Sources

The data used in this study was mainly derived by tapping on various archival sources, such as
the Pakistan Patent Office, investors reports and corporate governance disclosures, as well. The
data were collected since the year 2016 and 2021, a time when there is the rising availability of
patents, corporate governance reforms, and emergence of new venture capital investments. The
data associated with the number of patent applications made are specifically necessary to
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quantifying the innovation output of corporate ventures whereas the data by the number of
investor reports as well as corporate governance disclosures provides an insight into the degree of
investor monitoring as well as the degree of firm level governance. The combination of these data
helps to give a complete picture of the relationship of venture tolerance and innovation output
with investor scrutiny in the corporate venturing environment in Pakistan in its context of
emerging market.

The number of corporate ventures selected as the sample in this research paper is 100; however,
information was retrieved on all corporate ventures registered in a database provided by the
National; Technology Fund in Pakistan. This database is a cross-section of technology and
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\ 11 lgpoh;fohos management of corporate vertures and degree ‘of inyestrhent dlvatm of their
X Ventures\T\he high diversification positive I‘ISk adjusted returns are signs of better ability to
\\\ suck in failures. There is a high rel?ablllty of failure tolerance measure since the alpha (a) is 0.85
\that 1nd1c\ateS\a, good correlation amo‘*"fﬁe items (Nunnally, 1978).

Pate‘nt Output Patent other indicator that 1s imporfaf tion among corporate
Venture ifi size by the amount of patents each venture filed. The
value of this measure is an indicator of the activities of the firm in terms of innovation, as-well as
capability of safeguarding intellectual property. High reliability has been observed in the
construct with a composite reliability (CR) value of 0.90 and an average variance extracted
(AVE) of 0.80 exceeding the recommended values called for and suggesting adequate reliability
and validity (Fornell & Larcker, 1981).

Investor Scrutiny: This has been determined through the assistance of governance reports and the
investor reviews. Governance disclosures can give an indication of how well firms are governed
and investor rating is used as a proxy of how much confidence investors may have in leadership
and risk management processes at the firm. Investor scrutiny measure also as well as classical
measure was high as the alpha coefficient (alpha) was 0.88.

Estimation Strategy

The main analytical method utilized in the current study is Ordinary Least Squares (OLS)
regression which would determine the direct impact which the concept of failure tolerance had on
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patent outputs. This is an appropriate method when it comes to estimating the relations between
these two continuous variables. The use of the LS regression will assist in managing the possible
confounding factors and estimation of the strength and direction of the relationships.

Also, moderation is performed by means of a hierarchical regression. This approach will help
research on whether the subject of investor scrutiny moderates the relationship between failure
tolerance and patent issue. The failure to include interaction terms in prior research means that
hierarchical regression was unable to assess the extent to which the magnitude of the direct
relationship between failure tolerance and patent output assumes different values at varying
degrees,of investor scrutiny.
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The averr:'}ge score on a 5-point Likert-type scale used to measure investor scrutiny lies at the 4.2
mafk\whjch denotes high Tevels of investor scrutiiiy -1 on the firms in the
samplg.. iy may be equated to the extent to which in eyed and
assessing the productivity and the decisions of the companies that they own. Increased oversight
may result in more demanding evaluations, and may also affect managerial actions, and in that
case, on risk taking and innovation (Jensen & Meckling, 1976).

Hypothesis Tests
The outcomes of the hypothesis tests will give an idea about the connections between failure
tolerance, investor scrutiny, and patent output.

The ability to withstand failure has a positive effect on patents. The result of this test provided a
0.45 coefficient, standard error (SE) of 0.12 and p-value of less than 0.05 (p < 0.05). This finding
lends credence to the hypothesis that patent output will be high among firms that have higher
tolerance to failures, which is a likely cause of engaging in innovative practices. The cultural
aspect that seems to benefit an innovation is referred to as failure tolerance, which is the capacity
of a company to accommodate losses or failed ventures without adversely affecting its long-term
goals. This concurs with what has been found earlier in effect that firms that can absorb failures

Rani 43 ISSN:



)\ hrd IRAL ERNATIONAL JOURNAL OF BUSINESS RESEARCH

\

\
\

\
\

DIALOGUE (IJBRD)

Volume 02 Number 01
January — December, 2024

will be able to invest in projects that are experimental and risky-laden (Amit & Schoemaker,
1993). The fact that there is a positive relation of failure tolerance to patent output reveals that the
greater the resilience of firms in the face of the setbacks the more likely the occurrence of new
technologies and intellectual property.

The degree to which failure tolerance is characterized by patent output is checked by the scrutiny
of investors. The second hypothesis test indicated an interaction term (failure tolerance x investor
scrutiny) where the coefficient is 0.32, SE is 0.14 and p is less than 0.05. With this finding, it
means that investor scrutiny shows a negative moderating effect between failure tolerance of
patent oytput. That is, the pos1t1ve influence that failure tolerance has on the volume of patents
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\To ascer{am ¢he extent of the relaﬁﬁﬁsTnp between the variables, post-hoc tests were used to
further determine the nature of the relationship between the failure tolerance, investor scrutiny
and\paterit outp_lrt/ﬂ;e,effeetr-ﬂmt the strength_of this connectio failure tolerance and
patent\q ¢ degree of investor scrutiny increased was ith the help
of interaction plots. The results of these plots gave the indication that the positive effect-failure
tolerance impacts on patent output gradually reduces with the increase of the investor scrutiny.
The failure tolerance in firms has a significant impact on patent production at the low levels of
scrutiny restriction and at the high levels of scrutiny, there is a very minimal effect of failure
tolerance, in the production of patent. This implies that failure tolerance is one of the most
important issues when it comes to promoting innovation yet the very existence of high investor
scrutiny will constrain the firm to only utilize its tolerance to risk to a given extent. The strength
of this correlation diminishes when the amount of scrutiny is increased, as is demonstrated in
Figure 2 where the intensity of correlation decreases as the scrutiny level increases.

Discussion

This research undertaking makes a number of significant contributions to the resource
orchestration and behavioral operations literature. Resource orchestration theory (Sirmon et al.,
2011) puts the weight on the role of managers in getting resources in position and re-positioning
them with the aim of attaining the company targets. This research paper builds on this theory by
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showing how external forces, viz., investor scrutiny, influence corporations to behave in certain
ways when it comes to corporate innovation. To be more precise, the results reveal that failure
tolerance, which enables companies to overcome failures and move on to the next innovation
project, has a positive effect on the number of patents. This aids in proving the point that resource
flexibility plays a critical role in innovation of corporate ventures.

Nevertheless, this relationship also has an interesting nuance: as people normally consider the
tolerance to failure to be advantageous to innovation, the investor scrutiny can negate the positive
effects of it. Such a revelation conforms with the behavioral operations theory, which addresses
the issue of how decision-making is affected by such aspects as external pressures and mental

e et e b T R

investors can indeed limit the propensity of ﬁrms to take risks thereby creating the

reliablé\locus of IHHOVTW sp Iy, appropriate when
in of corpdrate ventures, W % is 1nnovat1ve is a

at affeof corpor; novation.

—
w2
o
—
=
o

o
-
a
(€]
=
=3
w2
=
[
o
oo

nager| whe.works in.the fi

and-innovation-based companies. jor lgsson 1 that it\s important

re | very mental in o

echanisms that are needed tq facilitate inflovation{ but oh the |other side inyestofs may, put a lot

igilance re§tfaining risk and experimentation that are/vital/to the develgpment of ihnovative
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\_ Innovation and also establishing governanCe mechanisms that encourage risk taking in the well
\controlleq enV;ronment —

Mofeovelf the r_e_s_ga_rp,h;nd-&e&tesﬁat entrepreneurs should nu of failure within the
corporaﬂ 3 ake them a source of learning. Organizations tolerant of
failure will have more experimental activities which are the source of most technological and
product breakthroughs. Thus, an attitude that does not perceive failure as a failure itself, should
be proactively implemented by managers. This could include enhancing the resilience of
employees, making robust post failure processes, as well as provision of resources to come out of
losses.

The policy implications of the study are that policymakers should pay attention to the effects of
governance structures on corporate innovation, at least in developing economies. Regulatory
uncertainty or absence of adequate infrastructural facilities provides challenges that are unique to
many emerging markets hence hindering most firms when it comes to engaging in innovative
processes. With the realization of the importance of governance and scrutiny by investors, the
policymakers should know how to create more favourable atmospheres to allow corporate
ventures to flourish. This can consist of creation of incentives to impower investors to finance
hazardous innovation procedures, through taxations breakages or tax concession of research and
development (R\&D), in addition to a normative ambiance that promotes Ireland and adaptability.
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Although this research is revealing, the absence of some limitations, which may be considered
directions to future research, is also present. A future study that can be considered as a potentially
interesting extension of the current research would be the comparative study of the impacts of
practices of investor scrutiny on corporate innovation among countries. It would be of interest to
know how different governance structures and behaviours of investors can differ markedly across
different cultural and institutional settings to determine their impacts on innovation performance.
That is, in those economies where investors tend to exercise even greater levels of scrutiny, there
might be difference in what is perceived as a relationship between failure tolerance and
innovation, as compared to those situations observed in developing economies, where the
econom)\a:l governance may tend to be more fluid.
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\results Vglldate'the view that failure tolérance is important in promoting innovation by explaining
that failure tolerance is a case scenario where a company is capable of bearing losses without
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Gino y ith_the earlier
study pomtlng out that res1hent to failure organizations shall 1nvest more in innovative, high risk,
and high payoff innovation processes (Amit& Schoemaker, 1993).

But this study also unveils a moderation effect, with the results showing that an overabundance of
scrutiny by investors eliminates the positive effect of failure tolerance on patent production. As
much as we need investor oversight in order to ensure there is accountability and that the business
purpose serves the shareholders as well, the redundancy of business interest scrutiny can act as a
distraction to the franchise firms in terms of the capability to make risky yet sound business
decisions. This finding lends weight to earlier work, which contend that investors put so much
pressure that it can lead to a lack of creativity and unwillingness to be innovative (Eisenhardt,
1989).

In corporate ventures that deal with markets in emerging economies, such as Pakistan where these
factors as well as business conditions may not be similar to those of developed economies, it is
even more essential that a balance should be created between risk taking and investor control.
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Firms deal not only with excessive scrutiny but at times have to contend with other challenges as
well including regulatory uncertainty and inadequate capital, which further compounds the
challenges associated with excessive scrutiny. That is why managers and policymakers need to
provide an environment that will encourage innovation by developing a culture of risk taking at
the same time developing a healthy level of investor monitoring that does not frustrate inventive
creative procedure
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