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“

“We were using the strength
of a big company and
trying to run with the speed
of a small company.”
—
Jack Welch on his time as head
of the General Electric plastics unit


INTRODUCTION

___

A NEW
APPROACH TO VENTURE
GOVERNANCE

 

Have you ever noticed when walking in the woods that even in the shadow of big trees, where there’s little light, certain plants and mushrooms seem to grow very well? The reason for this phenomenon isn’t visible or obvious and is found below the surface. Plants and mushrooms feed on the roots of trees and in return provide growth hormone to the trees.

In the corporate world there’s the potential for a similar symbiosis between two different “species”: the corporation and the corporate new business venture. In this case the corporation supplies resources and gets new growth, and the venture provides innovative new products and business opportunities, and gets the resources that small entrepreneurial units often lack.

New business creation as well as innovation in general are topics that are high on the corporate agenda.1 However, just like in nature, the relationship between the corporate “host” and the new business venture doesn’t always work well. Micromanagement by the corporate host can kill the creativity and initiative of the venture, or corporate neglect and underfunding can leave the venture without resources to move forward. Such relational problems often lead to venture results that don’t satisfy corporate executives. They also leave executives wondering how to design and manage this relationship.

Looking for the answers to this question, I studied three corporations that have been practicing new business creation, also termed corporate venturing or corporate entrepreneurship,2 for decades and have managed to build significant new businesses. These businesses mostly relied on innovative ideas, distinguishing them in the markets as well as internally within the corporation producing a higher return as well as risk than the existing core businesses. My research showed that in these successful companies, a process of cultivation takes place whereby key persons facilitate the symbiosis between corporation and venture, resulting in a two-way exchange of value.

I use the word cultivation because it builds on the idea of cultivating crops and plants. I want you to think the same way about cultivating new businesses. You need to prepare the ground, to constantly stimulate and nourish the plant, and at times to trim it judiciously.

This book explores various aspects of cultivation and how to practice it. This new approach to venture governance can help you if you’re involved in new business creation or thinking about becoming involved as a corporate officer or as a corporate entrepreneur and new business creator.

CULTIVATION: KEY TO NEW BUSINESS CREATION

—

Literature on new business creation and corporate venturing generally suggests that the corporation provide its ventures with autonomy and avoid micromanaging them. In contrast, my research suggests that active involvement by the people governing the ventures, which I call cultivation, is critical to venture success.

Cultivation adds value to the venture and enables it to benefit from corporate ownership – not be burdened by it. The value added through, or aided by, cultivation can be viewed as a justification for corporate venture ownership, because the venture through cultivation is better off with corporate ownership than without it. This value-adding perspective makes this book different from others on new business creation and provides a fresh look at venture governance.

This book extends the understanding of new business creation, and especially of cultivation, based on the following key findings:

•     Cultivation consists of both formal and “visible” value-adding activities and informal and less visible activities like coaching and shielding; all are critical to venture success.

•     Cultivation serves as both a protection against venture failure and an accelerator toward venture success.

•     Cultivation in its full extent can’t be achieved simply through the use of systems and resources; it must build upon widely shared knowledge and capabilities as well as deeply rooted personal values.

•     Cultivation is based on interpersonal relationships that are characterized by trust, confidence, and aligned interests.

•     As a venture grows, the corporation changes its cultivation format, generally in the direction of less intensive cultivation; however, leveraging of corporate resources might lead to more involvement rather than less.

Through discussing and testing my findings with practitioners I’ve formulated four key components of implementing cultivation. These four components form the backbone of this book. Here are brief descriptions of each:

1. Discover cultivation opportunities.

There are eight ways you can add value to ventures – to the business of the venture as well as to its people – through cultivation. These correspond with the eight key challenges of new business creation and are discussed in Chapter 2.

2. Develop a cultivation asset.

In order to add value you need to start developing the mental model, knowledge, resources, and capabilities to do so. I call these components a corporation’s cultivation asset. Mental models and expectations need to be shared among key decision makers if venturing and ventures are to avoid dying prematurely. How to do this is covered in Chapter 4.

3. Devise cultivation formats.

When implementing cultivation you need to consider the cultivation structure, the cultivation mode through which value is created, the cultivation role you undertake, as well as the way you perform this role, called the cultivation style. Chapter 5 tells how to devise cultivation formats.

4. Maintain a cultivation partnership with the venture.

Finally, for cultivation to be a beneficial activity, it must be based on a partnership between corporation (division) and venture. You must develop a professional attitude toward venturing to maintain the mutual respect and trust that the cultivation partnership is based on. This topic is taken up in Chapter 6.

Each of these four components of cultivation needs attention for cultivation to work, so the numbers don’t suggest any ranking or order.

THE RESEARCH THIS BOOK IS BASED ON

—

This book’s insights on cultivation are based on my study of three corporations that are serial new business creators.3 I expected that the more experienced new business creators like these, as opposed to the many corporations that don’t create new businesses on a regular basis, probably had learned from mistakes that newcomers are more prone to make. For similar reasons, I steered away from corporations with venture programs that hadn’t lasted more than three to four years,4 since most of these companies hadn’t seen ventures through all life cycles.

I reasoned that a study of corporations that had been involved in venturing for many years and had managed to build significant new businesses might provide much more useful information than studying the average corporation engaged in venturing. I wanted to study corporations that had found a way to develop venturing programs and ventures beyond the threeto-four-year crisis point, yielding results motivating them to continue their venturing involvement. To my knowledge this kind of study comparing companies experienced in corporate venturing hadn’t been done before.

I looked for companies that had more than ten years of experience with continuous new business creation and had started more than ten new businesses. I also wanted the companies to have built new core businesses out of their efforts, thereby having had experience with all stages in the life cycle of new business creation.

The three corporations I studied over a three-year period5 met these criteria. In my research I conducted interviews with more than fifty executives and analyzed thirty-seven different ventures launched by these firms. In addition, I spent one day a week over a two-year period at one of the case companies to get a richer understanding of the informal aspects of new business creation often not visible to the outsider.

The three companies I studied are as follows:

•     NKT, a Danish technological conglomerate with activities in power cables, optical components, and industrial vacuum cleaners, and with a turnover at the time in excess of US$1 billion. NKT is the most experienced company in corporate venturing in Denmark, with some significant success stories as well as some less successful ventures over a twenty-five-year period.

•     BIG, an anonymous U.S. high-tech and Fortune 500 company. BIG is one of the most admired U.S. corporations, very successful in general and within corporate venturing. The corporation outsources innovation through corporate venturing and insources it again when and if it fits the company’s powerful sales and distribution network.

•     Barco, a Belgian company that provides professional electronic displays and visualization solutions, with a turnover of about US$1 billion. For more than seventy years (!), Barco has built new core businesses using a corporate venturing format in markets often dominated by electronic giants and shifting technologies.

You can read more about the case companies in Appendix 2.

The four components of cultivation listed earlier represent conceptualizations of what the companies do. In some instances they weren’t collectively aware of what they actually knew and were doing to support new business creation. I coined the term cultivation as a name for what they were trying to achieve, and this term was well received.

THE BOOK’S PURPOSE AND ORGANIZATION

—

This book aims to help you understand cultivation as a management concept in the context of new business creation and corporate venturing. Furthermore, the book should enable you to devise a way to apply cultivation in your particular setting.

If you’re a corporate executive who is or might be responsible for overseeing one or more ventures, reading this book should give you answers to the question: How do I best support venture management, thereby increasing the chance of venture success? If you’re a venture manager, this book should give you insights into how you can benefit from corporate ownership in your management role.

The book is organized into seven chapters:

Chapter 1. The cultivators and new business creation – Examines basic concepts of new business creation and introduces cultivation as one of the ways to improve the return from investment in a new business.

Chapter 2. Understanding the opportunities offered by cultivation – Introduces the concept of cultivation opportunities and presents eight ways you can add value to the business and the personnel of a new venture.

Chapter 3. Cultivation tools: The key value-adding activities – Describes the cultivation tools used by experienced and successful corporate venturers to take advantage of cultivation opportunities. Examples from practice show how these tools are used. Even more details can be found in Appendix 1.

Chapter 4. Developing a cultivation asset – Introduces the need for a venturing mental model. Discusses the depth of cultivation and what’s required to perform the value-adding activities.

Chapter 5. Devising cultivation formats – Explains how to implement the ideas presented earlier by devising the cultivation structure, the cultivation mode through which value is created, the cultivation role you undertake, and the way you perform this role, called the cultivation style.

Chapter 6. Maintaining a cultivation partnership – Expands on the critical success factor for succeeding with cultivation, which is recognizing that this must build on a partnership between the manager of the new business and the person(s) governing it.

Chapter 7. Adapting cultivation to your context – Provides suggestions on how to adapt cultivation to your own context in order to obtain the best results.

THE BOOK’S FOCUS

—

To further clarify your expectations about what you’ll find here, I want to contrast what’s included with what’s not included. The book covers:

•     Organizational management and leadership issues rather than product, market, and financial issues. Our focus is the organizational, management, and leadership issues involved in venturing rather than the specific content of venturing. The book doesn’t deal with market or product issues involving the new venture, and deals only marginally with capital and finance issues.

•     Developing a venture rather than starting it. Much research has focused on how corporations become more entrepreneurial, and on how to start ventures. But developing a venture into a new core business for the corporation might be much more difficult, and this is the primary focus of my research and the book.

•     Value adding rather than controlling. This book focuses on cultivation as a value-adding way to govern a venture rather than as a control and monitoring tool. In its corporate format governance might be thought of as the mechanism – including incentives, structures, and contracts – that governs the behavior of executives, but that’s not the focus here. Corporate venture governance or cultivation, as will be demonstrated, is much more a question of a joint effort between corporation and venture, including many “soft” and informal activities.

•     Knowing how, not just what to do. There’s a big difference between knowing what to do and knowing how to do it, as you can see from a construction example. The drawings of a house show what to do but don’t provide much clue about how to build the house. A key focus of this book, therefore, is to provide suggestions on how to implement cultivation. Examples of how cultivation is practiced are sprinkled throughout, along with the chapter on how you can adapt cultivation to your context.

Although this book is based on research into some of the most experienced and best practitioners of new business creation, I ask you not to view the practices described as copy ready.

Rather, view these as examples of cultivation rooted in companies that are quite experienced in this field and have encountered many different situations over the life cycle of a new business. I believe that cultivation is a discipline that’s specific to the personnel, the project, and the company where it happens. What works for one person and one project in one company might not work equally well in another setting. Let these examples inspire you to devise a cultivation practice that makes the most sense in your specific context.

New business cultivators are often passionate people who assist new businesses without thinking about their own shortterm gain. I hope this book will help keep this passion alive. I also hope you’ll enter the field with a sound blend of optimism and respect for the difficult task of creating something that hasn’t been done before – a new business. Enjoy your reading and the reflection I hope it will stimulate.

 

Endnotes

—

1.   This is according to a 2010 survey on innovation by the Boston Consulting Group. The survey which polled 1590 executives from all over the world, found that 72% of executives considered innovation a top three strategic priority; for 26% it was the top priority. James P. Andrew et al: Innovation 2010 (Boston, MA: Boston Consulting group, 2010) Available at BCG.com

2.   For a discussion of the terms corporate venturing and corporate entrepreneurship see P. Sharma and J.J. Chrisman, “Toward a reconciliation of the definitional issues in the field of corporate entrepreneurship.” Entrepreneurship: Theory and practice 23 (1999): 11-27

3.   This idea builds on I. C. MacMillan, “To really learn about entrepreneurship, let’s study habitual entrepreneurs,” Journal of Business Venturing 1 (1986): 241–43.

4.N. D. Fast, “The future of industrial new venture…
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