
V
enture capitalists have been portrayed by the

media as a breed apart, with little to te a ch

traditional companies about their specula-

t i ve investments. This isn’t true. In fact, the smarte s t

b r i ck- a n d - m o rtar companies are using the disci-

plines of ve n t u re capital to build their own busi-

nesses and expand pro f i ta b ly in an adapted ve r s i o n

of betting high risk for high rewa rd .

The approach is called corporate venturing, and

it enables existing corporations to build new busi-

nesses from the ground up, based on new ideas

from within the company, with venture-capital dis-

ciplines. These businesses should be re l a ted to th e

p a rent comp a ny’s core offerings, but with the lee-

way and auto n o my to comp e te with and re d e f i n e

the core if the new business merits, and with each

phase of funding pegged to demonstrated achieve-

ment of specific business milestones. 

T wo circ u m s tances in particular are incre a s i n g

a t te mpts at business-building: The first is the on-

going th reat of successful sta rt-ups that spring fro m

n ew te chnologies and business models, funda-

m e n ta l ly re s t ructuring industries.

This impetus for business-build-

ing is unlikely to disappear. The

past decade is replete with ex-

a mples of stre e t - l evel sta rt - u p s

that might have been founded by traditional industry

leaders. Witness Extended Stay America’s staking of

unclaimed te r r i to ry in longe r- term hotel lodgings,

w h i ch could have been done by Marriott; or Home

Depot’s capture of do-it-yourself customer te r r i to ry,

w h i ch could have been annexed by Ace Hard wa re

or Sears; or Dell Comp u ter’s direct channel ch a l-

l e n ge to Compaq and IBM. 

I ndeed, the new economy’s wa ke-up call to

c o r p o r a te venturing came with Amazon’s land

grab of online book re tail, right out from under

b o o k s to re giants Barnes & Noble and Bord e r s .

As promising newcomers nibble, then ch o mp ,

away at re l a ted markets, established firms fe e l

the urge to build new businesses themselves. They

want to leve r a ge corporate assets—brands, cus-

tomers, suppliers, or capabilities—to secure a piece

of the action. 

The second force was the high valuations that

m a ny sta rt-ups, part i c u l a r ly in the e-commerc e

space, initially received. Not wanting to miss out,

e s tablished firms have sta rted businesses with th e

i n tention of later spinning th e m

o ff and reaping the rewa rds. The

Nasdaq’s plunge has damp e n e d

some enthusiasm for spin-outs

and increased risks. Neve rth e l e s s ,
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c o r p o r a te venturing remains an appro p r i a te to o l

for exploring new business models and harness-

ing new technologies for companies that have the

discipline. Corporate venturing re qu i res tightly

screening business ideas for profit potential; stag-

i n g —even drip-feeding—cash based on hard meas-

u res of pro g ress; deploying strong entre p re n e u r i a l

m a n a gement and governance with incentives fo r

results; and closely ch a rting pro g ress and manag-

ing the exit from the venture. Without these disci-

plines, ve n t u res can go off the rails. 

In fact, many have. While corporate - ve n t u re

i n vestments grew an eye-popping 158 percent per

year from 1996 to 2000, as traditional firms scram-

bled to get atop the Internet wave in product and

channel innovations, corporate venturing as a

m a n a gement tool rated lowest in user satisfa c t i o n

out of 25 tools queried in Bain & Co.’s Manage-

ment Tools 2001 survey. Almost half of all re s p o n-

dents who had tried corporate venturing had

s worn off it. 

So why do companies keep trying? And what’s

the diffe rence between successful corporate ve n-

t u re capitalists, like American Express (see “How

American Express Seeds Ve n t u res,” below) and

AOL Time Wa r n e r, and unsuccessful ones, like

Priceline and Amazon? 

When Bain & Co. analyzed 2,035 publicly held

c o mpanies with annual revenues of $500 million

or more in the Un i ted Sta tes, Canada, Britain, Fr a n c e ,

G e r m a ny, Ita ly, and Japan, we found that only 14 per-

cent had ach i eved sustained, pro f i table grow th

for a decade. And we defined sustained as post-

ing ye a r- o n - year real revenue and profit grow th

of at least 5.5 percent while re p aying their cost

of capital. 

What distinguished these performers fro m

the rest? A strong core business, or multiple core s ,

that dominated their industries. This rare, va l u-

able trait  primes a comp a ny to successfully

pursue a broad set of corporate - venturing op-

p o rtunities. For companies with a weak core ,

h oweve r, such opportunities are limited. The first

priority of these companies should be to stre n g th e n

their core, not dive rt people and capital into

n ew ve n t u re s .

Priceline leapt too far from its still-deve l o p i n g

c o re and landed hard. The dotcom built a mar-

ket-leadership position in reverse auctions in

industries with highly variable capacity and low

m a rginal costs—airline seats and hotel rooms. But

before it sufficiently strengthened its core, it moved

i n to entire ly diffe rent sales processes, launch i n g

ve n t u res in mort ga ge lending, groceries, and ga s-

oline sales. The result? In 2000, when TheStre e t . c o m

I n ternet Index lost 78 percent of its value, Price-

line’s market capitalization plummeted 98 per-

cent, and the comp a ny had to shut down newe r

businesses like groceries and gas. To make mat-

ters worse, while it had been building ta n ge n t i a l ly

re l a ted businesses, Priceline became vulnerable

to atta ck on its core air- t i cket auctions from air-

line consort i a .

How Am e ri can Ex p re s s
Seeds Ve nt u res 

C
o rpo rate ve nt u ring at Am e ri ca n
Ex p ress began info rm a l l y.
When Am e ri can Ex p ress wa s

assessing how the Inte rnet wo u l d
a f fe ct its business mod e l , it took a
small stake in a pre cocious start - u p,
f re e m a rke t s. com—an online business-
to-business (B2B) exc h a n g e. Ea rl y
re t u rns led to a second round of
i nve s t m e nt, and to Am e ri can Ex p re s s
l e a rning a lot about B2B e-co m m e rce
and making some money to boo t.

Am e ri can Ex p ress soon fo rmed 
a ve nt u re fund and established pri n c i-
ples to guide inve s t m e nts and man-
a g e m e nt part i c i p at i o n . When the 
ve nt u re group finds a viable part n e r
co m p a ny, it takes an ownership 
s t a ke. Wh e re that stake is 5 pe rce nt 

or more, it wa nts a bo a rd seat. In 
a d d i t i o n , the ve nt u re has to be a pro f-
it ce nte r. New ve nt u res stri ve to pro-
vide supe rior value to customers the 
co m p a ny chooses to serve, and do 
so in a way that achieves be s t - i n - c l a s s
e conomics and enhances the bra n d.

“These are simple rules . . . but they
a re incredibly hard to fo l l ow,” s ays 
Ken Ch e n a u l t, CEO of Am e ri ca n
Ex p re s s. “And you have to fo l l ow all 
of them; one isn’t enough.” The pri n c i-
ples allow Chenault to, as he puts it,
l i s ten and get out of the way. “Gre at
s t rategies are sometimes po s t - rat i o n-
a l i ze d,” he re m a rk s.“ But if you use 
p rinciples and cri te ria and have an
ove rriding vision, you can move fo r-
wa rd aggre s s i vely without a clearl y
defined and agre e d - u pon ove rri d i n g
s t rate gy.”

— J . D. , P. S . , and D. H .



On the other hand, Internet companies that lost

the least value in 2000 we re those that built busi-

nesses close to their cores. EBay, the most successful

online auction comp a ny, ve n t u red from its core con-

sumer auctions to business auctions, which built on

the comp a ny’s base te chnology and processes. It lost

58 percent of its market cap, bad but considerably

b e t ter than the industry ave r a ge .

E ven companies with strong core businesses

should clarify their strategic rationales before leap-

ing to launch ve n t u res. There are th ree s t r a te g i e s

that companies with strong cores should consider: 

Broaden or deepen the core. Publisher Ziff

Davis both broadened and deepened its existing

c o re of publications by moving into online

m e d i a — Z D Ne t .

Re i n f orce the core business by expanding

i n t o closely related businesses. T h rough its

ve n t u re in Hain Celestial, food maker Heinz ex-

panded into the highly re l a ted busi-

ness of health fo o d s .

Explore new business models

without distracting the core t e a m .

American Express managed to accom-

plish this with its recent joint ve n t u re ,

“ M a r ketMile,” a platform for online

trading of stationery, computers, office equipment,

and even te mp o r a ry sta ff. By investing alongside

ve n t u re - c a p i tal firm eVolution Global Pa rt n e r s ,

Amex hopes to get in on the ground floor of

n ew business markets for its core ch a rge card .

A n o ther example is LevelSeas, a joint ve n t u re in-

volving eVolution, commodity shipper Cargill, and

oil groups BP Amoco and Royal Dutch/Shell to

auction cargo space on seagoing ve s s e l s .

C o mpanies can explore a new model to test its

p o tential, and if the new model is successful, th e

c o mp a ny can filter it back th rough the core business,

e s s e n t i a l ly redefining it. This is part i c u l a r ly true if th e

n ew model is born of a market disruption that ulti-

m a te ly redefines the core’s economic enviro n m e n t ,

te ch n o l o g y, or customer demographics.

Remember the oft - told tale of Sch wa b . c o m ?

The company ventured online to launch an Internet

b ro ke r a ge unit, eSch wab, in 1996 to defend and

s t re n g then its core as dotcom sta rt-ups like E*Tr a d e

b e gan nibbling at its business. But by 19 9 7, Sch wa b

had to address inherent channel conflicts in pric-

ing and services. So the discount bro ker made a

bold decision: to allow the new ve n t u re to trans-

form the core. It priced trades of up to 1,000 share s

at $29.95, giving up revenue and margin in its offl i n e

accounts, and it melded its electronic services into

S ch wab.com, which became the firm’s cente r p i e c e .

H ow risky was this? Analysts had pre d i c ted th a t

S ch wab would lose as much as $125 million in

revenues in the first ye a r. But by January 1999, just

one year after Sch wab inte g r a ted its online unit with

the rest of the business, online assets nearly dou-

bled to $219 billion. 

Six months late r, the firm’s online custo m e r

base had nearly doubled, with online accounts

to taling nearly $350 billion. Indeed, such was th e

success of Sch wab’s redefined business model

that to d ay 70 percent of new assets come in

th rough stre e t - l evel branches, while about 85 per-

cent of trades take place online. Although Schwab,

l i ke other bro ke r a ge houses, was hit by slow i n g

i n ve s tor activity in 2001, both channels have now

become indispensable to sustaining Sch wa b ’ s

p ro f i table grow th .

C o mpanies that pursue business-building from a

weak core often do so in a desperate atte mpt to im-

p rove th e m s e lves. Un fo rt u n a te ly, expanding a we a k

c o re does not make it strong. Instead, such move s

u s u a l ly distract management’s time and attention. 

Amazon is a case in point: Is it just a seller of

books and information, or does its business exte n d

to all consumer re tail on the Web? The comp a ny

b e gan by defining its business as an online book-

seller that dispensed with a noto r i o u s ly ineff i c i e n t

multi-tier distribution channel that returned or dis-

c a rded 40 percent of inve n to ry. But Amazon pre m a-

t u re ly stre tched its definition to all re tail, aggre s s i ve ly

building new businesses in power tools, cosmetics,

and consumer electronics. In these new arenas, th e

c o mp a ny found tougher comp e t i tors. The sale of

tools pitted Amazon against Home Depot; the sale

of electronics put it up against Best Buy and Circuit

C i t y. The result: $41 million in losses for the second

quarter of 2001.

By Octo b e r, Amazon had ch a n ged its tune.

CEO Jeff Bezos commented: “We want to be th e

place for people to find and discover any th i n g

th ey want to buy online, but we ’ ve never said we

had to do it all.” By defining and manning fa r- fl u n g

c o mp e t i t i ve borders, Amazon has left its core un-

p ro te c ted. Rival Barnes & Noble is gaining in online

book sales.

A n o ther example of pre m a t u re ly veering fro m

the core is We b van, which atte mp ted to cre a te

an online gro c e ry sto re with direct delive ry to

the home. We b van bet that it could ove rc o m e



notoriously thin margins and tough regional com-

p e t i tors by re m oving the sto re f ront and expand-

ing the product shelf. But home delive ry is a

game that re qu i res customer density. We b van stru g-

gled with this, even in its core geographies, not

coming close to turning a profit any w h e re. In spite

of this, it deepened and broadened its focus. It

bought a rival, HomeGro c e r, in a sto ck transac-

tion valued at $1.2 billion, creating the added ch a l-

l e n ge of integrating two companies with huge

n e ga t i ve cash fl ows. Then, befo re the inte g r a t i o n

was comp l e te, We b van announced an inte r n a l

c o r p o r a te ve n t u re —a new site to sell eve ry th i n g

f rom personal electronics to pet supplies to books

to DVDs. The market re a c ted, driving down th e

We b van sto ck price to 6 cents in July 2001, fro m

a high of $34. That same month, the comp a ny filed

for Chapter 11.

One of the only successful rationales for ve n-

turing from a weak core is to replace it with a

n ew, stro n ger one. For example, Wo o l wo rth, a

va r i e t y- s to re chain in decline, in 19 74 built a ve n t u re

in athletic footwear, Foot Locker. In 1993, the com-

p a ny re s t ru c t u red around Foot Locker and a re l a te d

ve n t u re in sporting goods called Champs Sport s .

Shortly thereafter, it closed the variety stores and

renamed the comp a ny The Ve n a tor Group. The

n ew core now accounts for 60 percent of reve n u e .

S u ch successes at leapfrogging a weak core are

striking but re l a t i ve ly rare. 

Once a comp a ny determines that building a

business makes sense, it needs to make a host of

decisions re l a ted to process and a major decision

as to whether to build the venture inside or outside

the organization. Bain analyzed a cross-section of

successful, business-building ve n t u res dating back

to the 1970s to identify best practices in ove r a l l

i mp l e m e n tation. They include several of the exam-

ples cited above, as well as IBM’s investment in

the th e n - e m e rging personal-comp u ter market, circ a

1980; wire l e s s - te chnology leader Lucent’s New Ve n-

t u res Group; and EMC Corp.’s transition to its curre n t

core business, data storage. 

To optimize results, these ve n t u rers adopted th e

fo l l owing disciplines from ve n t u re capita l :

Ti g h t l y screen a broad swath of ideas.

Ve n t u re capital is large ly a numbers game. Exposure

to an enormous number of ve n t u re ideas means

encouraging ideas from diffe rent business units,

individual emp l oyees, and some external sourc e s .

Successful corporate ve n t u rers must care f u l ly

s c reen ideas, eliminating poor prospects and fun-

neling promising ones to the most appro p r i a te

team. For instance, ideas that fit closely with th e

c o re business should immediate ly go to new busi-

ness development. Other ideas that constitute a

n ew business opportunity can fl ow to a new

ve n t u res group. Ideas that seem more like licens-

ing opportunities can shift to an intellectual pro p-

e rty division. New ly formed Time Warner Digita l

is nurturing te chnologies that could evo lve to

c o mp e te with the parent. Its ve n t u res, such

as its sta ke in online magazine Synapse,

act as antennae, enabling the comp a ny to

think about setting up divisions for tomor-

row, not to d ay.

A p p l y venture-capital-style funding.

M a ny large companies mismanage ve n t u re

financing in two ways: They ove rfund it, insulat-

ing the new ve n t u re from the rigors of fiscal dis-

cipline, or th ey fail to cut their losses in a timely

fashion, prolonging an ailing ve n t u re. To avoid such

p i t falls, companies can install a deve l o p m e n t

p rocess for new ve n t u res. Continued funding de-

pends on meeting the objectives established fo r

e a ch sta ge. American Express rigoro u s ly analy z e s

a ta rget investment, wa tching to ensure that entre-

p reneurs stringe n t ly manage cash, nail their first

o b j e c t i ve befo re moving to their second, and offe r

a comp l e te, mature pro d u c t .

D e p l o y strong management and gov e r -

nance. To ove rcome the inertia that often th wa rt s

i n n ovation within a large organization, a new ve n-

t u res team should have effe c t i ve ch a mpions and

leaders, composed of a diverse group of senior

e xe c u t i ves who can provide cross-functional ex-

pertise and advocacy. The team’s president should

re p o rt dire c t ly to the chairman, putting the gro u p

on equal footing with other operating divisions.

American Express ta kes a board seat wheneve r

its sta ke in a new, external ve n t u re exceeds 5 per-

cent. Un i ted Pa rcel Service ve n t u res groups put

s t rong managers into new internal ve n t u res, like

its eLogistics business, and re l i eves those man-

a gers of their line jobs while the new ve n t u re s

incubate. “You can’t ask people to be functionally

s ch i z o p h renic,” says Mark Rhoney, president of

UPS e-ve n t u re s .

Establish the right incentive str u c t u r e . L i ke

a sta rt-up, companies can offer new ve n t u re man-

agers and employees equity and/or compensation

based on re a ching milestones at each sta ge of a

n ew business’s development. EMC Corp., the data

storage king, ties compensation and future funding

c l o s e ly to management goals, measuring success

re g u l a r ly and concre te ly.



C h a r t and closely manage the exit. B e s t - p r a c-

tice corporate ve n t u rers build value re a l i z a t i o n —

or exit—into their plans, often defining their exit

options while making this initial investment deci-

sion. Once a new ve n t u re has been commerc i a l i z e d ,

th ey ro u t i n e ly assess its future. The new ve n t u re

can either be inte g r a ted into the core, sold priva te ly,

ta ken public, or eliminated. For instance, Lucent,

w h i ch has re c e n t ly fallen on hard times, has re c e i ve d

kudos all around for its appro a ch to corporate ve n-

turing, including managing the exit. Lucent’s New

Ve n t u res Group has funded 31 projects within th re e

years, achieving a 70 percent annual rate of return.

T wo ve n t u res we re te r m i n a ted within this time and

several integrated into the core business including

Elemedia (voice IP soft wa re) and Lucent Digita l

Video (full videoconfe rencing solutions). 

When deciding where to locate the ve n t u re, th e

rationale, or “why,” should inform the “how.” The

s t r a tegic intent should help answer the fo l l ow i n g

questions: Is a given idea best incubated inte r-

nally, as a semiautonomous division? Or externally,

as a spin-off ?

A few rules of thumb: If the idea is askew to

the core business, like Wo o l wo rth’s Fo o tL o cker or

Amex’s Marke t M i l e —or is a defe n s i ve move th a t

would cannibalize the core, like Barnes & No b l e ’ s

online response to Amazon—it’s best built outside

the comp a ny to limit distraction, or worse, sabota ge .

P ro c ter & Gamble, for example, spun off its ve n t u re

in online customized cosmetics, Re fl e c t . c o m ,

which risked cannibalizing P&G’s customer

base at Max Factor. Likewise, AMR’s ticketing

unit, Sabre, spun out its online ticke t i n g

ve n t u re for consumers. The new ve n t u re ,

Tr ave l o c i t y, would cannibalize Sabre’s core

t r avel- and airline-agent customers. 

By these rules, Charles Sch wab’s decision to

build eSchwab in-house was courageous and con-

trarian. Yet even eSch wab was run like an inde-

pendent division, with its own P&L and its ow n

s ta ff, cordoned off in a separate part of the building

to sharpen management focus and insulate aga i n s t

n ays ayers. 

S ch wab’s subsequent moves more closely fo l-

lowed the rules. In June 2000, it began building an

internal business, related to its core, by purchasing

U.S. Trust. This extended the comp a ny’s bound-

aries into an adjacent service segment: full-service

b ro ke r a ge. And it moved the firm into a new

c u s tomer segment: we a l thy inve s tors. In yet anoth e r

effort to expand its core, this time into a less highly

re l a ted business, Sch wab cre a ted an external ve n-

ture in investment banking. It founded the invest-

ment bank Epoch Pa rtners, in partnership with

Ameritrade, TD Waterhouse, and venture capitalists

Kleiner Perkins Caufield & Byers. The jury is still

out on the full-service-bro ke r a ge ve n t u re, but it’s

re n d e red a ve rdict on investment banking: In June

2 0 01, Sch wab and its co-inve s tors made a disci-

plined exit from Epoch. They sold the inve s t m e n t -

banking ve n t u re to the Goldman Sachs Gro u p ,

concluding that investment banking was not going

to work as an online business. “It was just not going

to happen for us to re i n vent the inve s t m e n t - b a n k i n g

business,” Sch wab co-CEO David Po t t ru ck to l d

The New York Times. “ T h e re’s much too strong an

in-place stru c t u re to that industry. ”

T h e re are also pure ly tactical reasons to build

businesses exte r n a l ly. The scarcer a comp a ny ’ s

re s o u rces in cash and talent, the more like ly it will

h ave to build exte r n a l ly to cre a te sto ck options

that can attract investment partners and outside ex-

pertise. Wal-Mart, though flush with cash and retail

talent, gained Inte r n e t - s e c tor expertise by launch-

ing its online channel as a joint venture with Accel

Pa rtners. Venturing exte r n a l ly can also constitute

a tactic for insulating the parent’s earnings-per-

s h a re from any losses in the new ve n t u re, justify-

ing the appointment of a new board, or minimizing

sales ta x .

Depending on your comp a ny’s re s o u rces and

abilities to implement a ve n t u re, you’ll face a number

of key qu e s t i o n s :

• H ow closely is the opportunity re l a ted to th e

c o re ?

• Should you develop the idea inside or outside

of the current business? 

• Should you ta ke outside money or fully fund

it yourself? Do you have the currency required?

• Should you use internal managers or hire fro m

outside? Is the right talent available with i n

your ranks? 

C o r p o r a te venturing is a risky tool but a rewa rd-

ing one for those companies with the discipline

to build new businesses close to their core opera-

tions and apply lessons learned from venture capi-

tal. Corporate venturing’s rev i val may be the lasting

l e gacy of the dotcom era, but launching busi-

nesses safe ly and pro f i ta b ly re qu i res that corpora-

tions sta rt with robust strategy and vision fo r

expanding their businesses and clearly defined

plans for ach i eving their goals. To d ay, you need to

get both the “why” (rationale) and “how” (execu-

tion) right to successfully launch a new business

and keep it in orbit. ♦


