
A DYNAMIC PERSPECTIVE

OF INTERNAL FIT IN

CORPORATE VENTURING

STEWART THORNHILL
York University, Toronto, Ontario, Canada

RAPHAEL AMIT
The University of British Columbia, Vancouver, BC, Canada

EXECUTIVE
SUMMARY

Managers of corporate parents and their ventures have long been faced with
the question of how closely to tie the parent and venture. A close connection
may enable a venture to capitalize on the competencies and resources of the
parent. However, venture autonomy could prevent corporate inertia and bu-
reaucracy from constraining venture growth.

The lack of consensus on this issue leads us to the first of two comple-
mentary research questions that we address in this paper: “What is the effect of internal strategic fit between
a corporate parent and its venture on venture performance?” We suggest that a tight fit is positively associ-
ated with venture performance because of the venture’s access to its parent’s resources.

Managers and researchers alike have often observed that growing enterprises are dynamic entities.
In the case of corporate ventures, this implies that the relationship between parent and venture evolves
over time. Our second research question directly addresses this issue by asking: “Does the relationship
between a corporate parent and its venture(s) evolve over time, and if so, how?”

We identify two dimensions of the fit between corporate parents and their ventures: relational and
economic. A relational fit reflects organizational culture and structure, while an economic fit is a function
of the needs of the venture and the resources of the parent. We develop a series of hypotheses and test
them with survey data from 97 Canadian corporate ventures. For the purposes of this study, we define
success as the ability of a firm to meet internal milestones on schedule.

We find that the degree of fit between a corporate parent and its venture does affect the success of
a venture, and that success is associated with high levels of awareness, commitment, and connection.
Further, the relational dimension of the parent-venture interface appears to have a greater association
with venture success than does the economic dimension.

Our data support the idea that the parent-venture relationship is dynamic in nature as ventures in
our sample generally lessened their economic connections with their parents as they matured (or vice-
versa). We did find, however, that the relational bonds remained more or less intact. The exceptions to
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these general trends were an increasing emphasis on financial targets along with decreasing CEO involve-
ment as ventures matured. Both of these findings make intuitive sense. Greater financial independence
is accompanied by greater financial accountability. And, as a venture gains in both independence and
accountability, there is less need for the CEO to provide “air cover.” These two issues aside, the basic
model of enduring relational ties and diminishing economic ties was supported. As well, the increasing
accountability is consistent with our expectation that a close connection is preferable to high venture au-
tonomy.  2000 Elsevier Science Inc.

Firms with growth aspirations have several ways of reaching their goals. Mergers, acqui-
sitions, and joint ventures are a few of the better-known approaches to firm growth.
Another route, which is of interest to both managers and researchers, is corporate ven-
turing—growing a business from the inside out. The motives for launching a corporate
venture include improving corporate profitability, (Zahra 1991), generating strategic
renewal (Guth and Ginsberg 1990), fostering innovation (Baden-Fuller 1995) and gain-
ing knowledge that may be parlayed into future revenue streams (McGrath, Venkatara-
man, and MacMillan 1994).

Researchers have acknowledged the importance of the corporate venture (CV) as
a vehicle for firm growth (Arrow 1982; Burgelman 1983) and have addressed several
issues unique to this growth mechanism. The literature addresses the performance im-
plications of corporate ventures (Biggadike 1979), the relationship between CV perfor-
mance and environmental context (Covin and Slevin 1994; Tsai, MacMillan, and Low
1991; Zahra 1993), the role of compensation practices within corporate ventures (Block
and Ornati 1987), and the influence of CV champions (Day 1994). The relationship be-
tween a corporate parent (CP) and its corporate venture has also been studied (Miller,
Spann, and Lerner 1991; Sorrentino and Williams 1995). Little has been done, however,
to empirically test whether the connection, or fit, between parent and venture influences
CV performance. Although some authors have argued that high levels of relatedness
between CP and CV are desirable (Dougherty 1995; MacMillan, Block, and Narasimha
1986), others have contended that tight coupling is antithetical to venture success (Bur-
gelman 1983; Ginsberg and Hay 1994; Sykes and Block 1989). In his report on 37 ven-
tures at Exxon Enterprises, Sykes (1986) identified reasons both for and against the
practice of allowing venture autonomy.

The lack of consensus on this issue leads us to the first of two complementary re-
search questions that we address in this paper: “What is the effect of internal strategic
fit between a corporate parent and its venture on venture performance?” Following the
resource-based view of the firm (Penrose 1959; Wernerfelt 1984), which argues that
competitive advantage derives from idiosyncratic capabilities that firms develop inter-
nally, we suggest that a tight fit is positively associated with venture performance be-
cause of the venture’s access to its parent’s resources. This position, along with several
specific hypotheses, is developed in the sections that follow.

A number of studies have argued that corporate venturing is a dynamic process,
that is, one in which the relationship between parent and venture evolves as the venture
matures (Burgelman 1983; Garud and Van de Ven 1992; Schrader and Simon 1997; Sykes
1986). Our second research question addresses this issue by asking: “Does the relationship
between a corporate parent and its venture(s) evolve over time, and if so, how?”

In the following sections, we develop a model of the CP-CV relationship that incor-
porates the economic and relational dimensions of firm growth within a dynamic, evolu-
tionary framework. This perspective is anchored in both the extant literature and a series



INTERNAL FIT 27

of interviews with corporate venture managers. We formulate specific hypotheses from
the model and test them with survey data from a sample of 97 Canadian corporate ven-
tures. Finally, we present and discuss the results of the empirical tests.

CONCEPTUAL DEVELOPMENT

Corporate Venturing
Our review of the literature on the processes and outcomes of corporate venturing (sum-
marized in Table 1) reveals a few points of general agreement. First, it is generally agreed
that corporate venturing has a positive effect on firm performance (Biggadike 1979;
Zahra 1991, 1993; Zahra and Covin 1995), although such benefits are not guaranteed
and ventures may take several years to become profitable. Second, ventures go through
a series of stages as they mature (Garud and Van de Ven 1992; McGrath et al. 1994;
Schrader and Simon 1997). Though a number of classification schemes have been sug-
gested in the literature, there is general agreement that the nature of CVs is dynamic,
not static. Third, and in keeping with the evolutionary nature of the ventures themselves,
there is almost unanimous agreement that milestones are the best method for evaluating
CV performance (Block and MacMillan 1993; Block and Ornati 1987).

Although it is reassuring that there are some areas of convergence in the literature,
there are also several areas on which there is little or no agreement. Researchers dis-
agree, for example, about the desired tightness of coupling or fit between parent and
venture. The degree of fit may be thought of as a continuum, anchored at one end by
what Sykes (1986) refers to as “total congruence.” In this case, “the ‘venture’ is no more
than a new product extension by an existing operating division, and, even if innovative,
would probably not qualify as ‘internal venturing’” (Sykes 1986, p. 281). At the other
end of the continuum is an independent entrepreneurial enterprise (Miller et al. 1991;
Schrader and Simon 1997). The debate revolves around which point on this spectrum
is optimal for corporate venture performance.

The advantages of a close fit between parent and venture include resource sharing
(e.g., access by the venture to the parent’s suppliers and distributors) and the availability
of internal corporate capital. On the other hand, ventures with greater autonomy may
be free from the entrenched bureaucratic processes of the corporate parent and more
flexible in their response to changing internal and external demands. Effective corporate
venturing has been described as a balancing act with needs for creativity and change
on one side and demands for cohesiveness and complementarity on the other (Lengnick-
Hall 1992; Tushman and Nadler 1986).

The few studies that have directly addressed internal fit have yielded mixed results.
Ginsberg and Hay (1994), for example, argued that the flexibility associated with auton-
omy facilitates CV success. Similar conclusions were presented by Dougherty (1995)
and Block (1989), based on the premise that the pressures and rigidities emanating from
a corporate parent adversely affect venture performance. A similar argument contends
that management practices that work for large corporations are inappropriate for ven-
tures (Block 1983; Kanter 1985; Sykes and Block 1989).

A study of 88 industrial product corporate ventures from the PIMS STR4 database
found that relatedness between corporate parents and ventures does not affect venture
performance (Sorrentino and Williams 1995). This finding echoes the results of a similar
study, also using PIMS data, in which the reporting level for CVs was found to have
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no main effects on venture performance (Miller et al. 1991). However, Lengnick-Hall
(1992) presented evidence in favor of a close fit in her study of 86 firms sampled from
the Business Week 1000. Based on the results of discriminant analysis, she concluded
that “the price of neglecting organizational consistency is increased organizational prob-
lems” (Lengnick-Hall 1992, p. 147).

Internal Strategic Fit
Our model of the relationship between a firm and its corporate venture(s) borrows from
the grounded theory methodology of Glaser and Straus (1967). We conducted 17 semi-
structured interviews, 1 to 2 hours in length, with senior executives and venture manag-
ers of nine large Canadian corporations that had engaged in a wide range of corporate
ventures. Our analysis of the interview transcripts guided our construction of a model
in which the parent and venture interact on the basis of economic drivers (based on
the resources of the parents and needs of the venture) and relational drivers (flowing
from the structures and cultures of the parent and venture).

The economic aspect of the CP-CV relationship was expressed by one venture man-
ager in his observation that “Certainly the deep pockets of (the parent company) helped
because I had lost a lot of money.” The nature of the economic ties is complex and
often difficult to manage, a sentiment expressed by another senior executive who stated
that “We’re probably under-funding. . . . We’re hobbling our young entrepreneurs too
much.” Yet, the same executive was quick to qualify his remark: “. . . but, then again,
I’m not so sure that that doesn’t create innovation.”

Our interviews also revealed a relational dimension to the CP-CV structure. In the
words of one CEO, “I think that building a new business is very much about managing
relationships.” Two of our interviewees also drew analogies between child-rearing and
corporate venturing. This metaphor not only captures the relational issue; it also encom-
passes the evolving, dynamic nature of the relationship.

The economic dimension pertains to issues such as investment and compensation,
while the relational dimension involves issues such as the levels of support and trust
that exist between a venture and its corporate parent. These categories are similar to
the intrinsic and extrinsic dimensions proposed by Sykes (1986). Under his typology,
the extrinsic dimension captures the relationship between a venture and its corporate
sponsor and includes structural and procedural sub-dimensions. The intrinsic dimension
pertains to the characteristics of the venture itself and is divided into product-related
and managerial facets. Although Sykes’s dimensions are respectively parent-focused
and venture-focused, our dimensions portray the parent-venture relationship in distinct
economic and relational terms.

Economic Dimension

Our interviews revealed four aspects of the economic dimension of the parent-venture
relationship. The first stems from the parent’s reasons for launching a venture. Ventures
launched with the objective of earning a target return on investment may be run very
differently from ventures launched for defensive (responding to competitors’ initia-
tives) or developmental purposes. McGrath (1995) argued that ventures must be able
to demonstrate “market worth,” (i.e., economic viability) without which they will be
unlikely to survive. The prospect of turning a profit should also enhance support within
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corporate top management, further enhancing the likelihood of venture success. We
anticipated that ventures that are anchored in well-developed business plans with articu-
lated, profit-based objectives would experience greater success than those that are not.

This raises the issues of performance evaluation and accountability. There are
many ways to evaluate the success of a venture. For the purposes of this study, we define
success according to a venture’s ability to meet milestones on schedule (see Method
section below). While there are as many different types of milestones as there are new
ventures (e.g., target shipping dates, market share, ROI), profitability eventually enters
the discussion. Block and MacMillan (1993) observed that lax financial controls are
among the more common causes of corporate venture failure. We anticipated that firms
that evaluate their ventures on the basis of financial targets would be successful more
often than those that eschew financial benchmarks.

Another dimension of corporate venturing is the capital stake that the parent com-
mits to a venture. How much the parent invests, whether the funds are sunk and/or
restrict redeployment, and whether funds are delivered as promised all send signals to
the venture team and external stakeholders such as clients, competitors, and suppliers
about the level of commitment of the parent (Ghemawat 1991). We expected that eco-
nomic commitments in the form of large, specialized, non-recoverable investments
would be associated with venture success.

The fourth facet of the economic relationship concerns the degree of congruence
between the practices of a parent and its venture. This dimension speaks directly to
the issue of tight fit versus autonomy. Are venture managers compensated differently
than the managers of the parent company? Are training budgets larger? Is the budgeting
process more flexible? Our preliminary interviews and subsequent theory development
led us to predict that firms that maintain consistency in the administration of compensa-
tion and budgeting practices between parent and venture would be more successful than
firms allowing autonomy among their ventures’ financial practices. In other words, we
expected to see greater success among firms that treat their ventures more like divisions
of the parent than like stand-alone entities. This reflects our belief that corporate ventures
that do not maintain close connection with the parent forego the resource-based com-
petitive advantages of the parent, and thus hinder their own prospects for success. We
thus have the following hypotheses:

H1: Ventures selected on the basis of economic decision making (e.g., rate of return)
are more successful than those that are not.

H2: Venture success is associated with the use of financial targets.

H3: Venture success is associated with large, specialized investments of capital by
the parent company.

H4: Venture success is associated with uniform financial practices between parent
and venture.

Relational Dimension

Ventures often have to compete with other CVs or with other corporate divisions for
a limited pool of resources. However, ventures can diminish the effects of competition
by operating under the mentorship of a chief executive. Champions are often critical
to the survival and success of internal ventures (Day 1994; Frost and Egri 1990). We
predict that ventures that obtain top management sponsorship, in the form of active
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support from the parent CEO and the CEO running interference for the venture, experi-
ence greater success than those that lack such support.

Another element of the relational dimension involves the visibility or preeminence
of the venture within the parent company. Hornsby, Naffziger, Kuratko, and Montagno
(1993) identified both management support and time availability as factors that contrib-
ute to the success of a corporate venture. Venkataraman, MacMillan, and McGrath
(1992) emphasized the need to manage both the hierarchical processes and the institu-
tional context within which corporate venturing activities take place. Preeminence may
flow from efforts on the part of the venture manager to secure buy-in at the senior man-
agement levels of the parent company. Preeminence will also be indicated by the posi-
tion of the venture on the parent’s business agenda.

A third element of the relational dimension is confidence, or trust. Barney and Han-
sen (1994) have identified trustworthiness as a potential source of competitive advan-
tage. Ventures that have faith that the parent will not abandon them when the going
gets tough, and whose parents have solid track records of meeting commitments, should
be more likely to succeed than ventures without such qualities.

A final aspect of the parent-venture relationship mirrors the issue of economic con-
nection and consistency. We predict that autonomy, as indicated by empowerment of
venture employees and managers and a strong culture within the venture, is negatively
related to venture success. We thus have the following hypotheses:

H5: Venture success is associated with active protection and support by the par-
ent CEO.

H6: Venture success is associated with preeminence in the eyes of the parent.

H7: Venture success is associated with high levels of commitment and trust between
parent and venture.

H8: Venture success is associated with low levels of venture autonomy.

Parent-Venture Dynamics

Because of the dynamic nature of the parent-venture relationship, longitudinal studies
of venture performance are highly valued and in high demand. Yet they tend to be the
exception rather than the norm in entrepreneurship and strategy research. Those studies
that have taken a longitudinal approach tend to be characterized by small sample sizes
that limit their scope and generalizability. Although our survey is fundamentally cross-
sectional, we capture some of the dynamic nature of the CP-CV relationship by asking
respondents about parent and venture practices in progressive stages of venture growth
and maturity. Our approach is exploratory and the following propositions are tentative,
yet we believe that our research is a step in the direction of capturing the dynamic pro-
cesses underlying the growth of corporate ventures.

We propose that the relationship between a CP and CV evolves as a venture ma-
tures but that the economic and relational dimensions of the CP-CV fit evolve in differ-
ent ways. When a corporate parent launches a venture, the venture is critically depen-
dent on the economic resources of the parent. As the venture begins to grow, this
dimension may become less important. The relational ties between parent and venture,
on the other hand, do not necessarily diminish in importance as a function of venture
maturity. Returning to our original position that the connection between CP and CV
enables a venture to capitalize on the idiosyncratic, distinctive competencies of the parent,
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we contend that maintaining close relational fit serves a venture well, regardless of its
stage of development. This view of the evolution of the economic and relational ties
between parent and venture is captured in the following propositions:

P1: Economic ties tend to diminish between parent and venture as a venture matures.

P2: Relational ties tend to remain consistently strong between parent and venture
as a venture matures.

METHODS

Sample
Our initial sample frame comprised 2,614 of Canada’s largest companies. We sent a
screening letter to these firms asking if they had developed any new business units as
part of their growth strategy. A business was considered “new” if it had developed any
three of the following: new markets, new methods of distribution, new products/ser-
vices, and/or new technology. A total of 448 firms responded, 261 in the affirmative.

The interview phase of our research project, supported by an extensive review of
the corporate venturing and strategic management literature, served as the foundation
for a detailed survey of practices and processes. The survey, which we pilot tested with
senior managers of parent corporations and their ventures, was sent to the CEOs of
the 261 firms that had responded positively to our initial mailing. One follow up letter
and a phone call to initial non-respondents yielded a total of 102 completed surveys.

Our rationale for using a mail survey as our method of data collection is consistent
with Schrader and Simon (1997), who noted that “A survey was the most appropriate
means of collecting data, because secondary sources did not contain detailed informa-
tion regarding companies’ resources, strategies, and performance. . . . Privately owned
IVs (independent ventures) do not publish annual reports, and data on CVs are often
subsumed into the sponsors’ reports.” (1997, p. 54).

Of the 102 responses that we received, one firm was excluded because we felt that
its reported venture age (38 years) made it inappropriate to include that firm with a
group of relatively young corporate ventures. Four other firms were excluded due to
non-response to an item on milestone attainment which we use as the dependent vari-
able of our study (see Measures below). The 97 remaining ventures have a mean age
of 3.4 years (with a standard deviation of 3.4 years). The majority of the ventures (82%)
are 5 years old or younger. Of the 448 firms that responded to our initial screening letter,
we were able to obtain information about industry membership, revenue, and assets
for 312 firms. Within the smaller sample of 97 firms that responded to our survey and
were retained for analysis, this data is available for 56 firms. Table 2 contains summary
information about the population frame, the initial response subset, and the final sam-
ple. There appears to be some over-representation in our sample in construction, manu-
facturing, and trade, and under-representation in agriculture and natural resources.
However, it is not clear whether this is an artifact of our sample or representative of
less corporate venturing in agriculture and natural resources. The mean values for assets
and revenues of firms in the population frame, the initial response set, and the final
sample do not differ significantly when compared by t-test. Thus, while not perfectly
representative in terms of industry affiliation, our sample appears to be representative
for size and revenue characteristics.
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TABLE 2 Sample and Population Frame Characteristics

Sector Final Sample Initial Respondents Population Frame

# of firms in total 97 448 2,614
# of firms with asset & revenue data 56 312 2,367

Assets ($M) 1,268 (2,930) 1,127 (6,418) 1,198 (9,136)
Revenues ($M) 546 (1,419) 430 (1,090) 391 (1,407)

Agriculture and natural resources 19 % 34 % 36 %
Construction, manufacturing, and

trade 27 % 20 % 18 %
T.C.U. and F.I.R.E 28 % 31 % 29 %
Accommodation and consumer goods 7 % 9 % 12 %
Other 19 % 6 % 4 %

Most of the firms (80%) had prior venturing experience. Of those, 77% described
their previous ventures as positive experiences. The reasons most often cited for launch-
ing corporate ventures were to complement existing products/services and develop new
competencies. Other, less common reasons cited for venturing include the utilization
of idle resources, and offensive or defensive moves relative to competitors’ actions. The
firms in our sample all chose to launch ventures in the same industry as the parent’s
primary business. We were thus unable to evaluate the potential influence of line-of-
business similarity with this data.

Measures

Performance Criteria

Measuring the performance of corporate ventures shares many of the difficulties associ-
ated with evaluating the performance of small, entrepreneurial firms. The complexity
of the issue has been addressed in the literature (Covin and Slevin 1989; Naman and
Slevin 1993; Sandberg and Hofer 1987; Sapienza, Smith, and Gannon 1988) although
it remains far from being resolved. Covin and Slevin (1989) identified three reasons for
using subjective performance measures of small-firm performance over more objective,
hard numerical data: (1) the inability and/or unwillingness of firms to provide financial
data (Fiorito and LaForge 1986), (2) the difficulty of interpretation and comparison of
data due to differing firm objectives (Cooper 1979), and (3) the influence of industry
effects (Miller and Toulouse 1986). Their solution to the problem of performance evalu-
ation was to create a weighted average performance index for firms based upon the
product of ‘importance’ scores and ‘satisfaction’ scores on a series of questions about
various financial criteria (e.g., sales, cash flow, profit margin).

A similar approach was used by Venkatraman (1990) who operationalized perfor-
mance with three indicators, two of which reflect managerial satisfaction and a third
that evaluates the performance of the competition. He argued that such measures are
reasonable proxies for often unobtainable secondary-source data.

Respondents to our survey were asked to indicate on a scale of one to seven the
degree to which they agreed or disagreed (1 5 strongly disagree, 7 5 strongly agree)
with the statement that their venture had been able to meet milestones on schedule.
We then categorized firms as either High or Low performers on the basis of their re-
sponses to this question. Fifty-two ventures, which gave responses of 5 or higher, were
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classified as High performers while 45 ventures (with responses of 4 or less) were Low
performers. Milestones included such measures as profit, revenue, market share, cus-
tomer satisfaction, and technical objectives. Roughly half of the ventures (52%) relied
primarily on measures of profitability such as ROI and ROA.1 The milestones were
typically established with input from both the parent company and the venture.

Economic Measures

Eleven items on the survey addressed the economic interaction between parent and
venture. The first of these asked what proportion of the parent’s capital budget had
been invested in the venture to date. This item was designed to capture the level of
financial commitment of the parent. Another item asked if the venture offered the best
potential rate of return among alternative growth opportunities. The remaining nine
items were designed to capture the dynamic processes of a growing business unit. Re-
spondents were asked to answer questions categorized by the stage of development of
the venture: Early, Middle, and Established. The Early stage was defined in the survey
as commencing with financial investment in the venture and continuing until the venture
began to generate revenue. The Middle stage begins with the beginning of a revenue
stream and continues until the venture realizes a profit. At this point, the venture has
become Established. Nineteen of the ventures in our sample described themselves as
early stage entities and, consequently, responded only to the early stage portion of multi-
stage survey items. Forty-nine firms were in the middle stage and 29 classified them-
selves as established. Samples of the multi-stage question format are included in
the Appendix.

Our decision to adopt this unique format in our questionnaire stemmed from the
preliminary interviews in which managers consistently noted that many aspects of the
parent-venture relationship evolve as the venture itself matures. Pilot testing of our sur-
vey indicated that managers easily grasped the intent of the multi-stage questions and
were receptive to describing the dynamic process of venture management.

The multi-stage, economic survey items asked whether funds promised to the ven-
ture are ever diverted, whether they are sunk, whether the investment restricts alterna-
tive venturing activities, and whether the investments in the venture are highly special-
ized. They also inquired into the relative budgets and compensation systems of parent
and venture, the use by the venture of the parent’s systems, and whether the venture
is accountable to financial targets.

Relational Measures

The relational measures included one single-stage question that asked if the parent
would withdraw support if the venture were to experience adverse conditions. The re-
maining eight items in this category were of the multi-stage format described above.
Items included the level of support provided by the CEO, whether the venture manager
works to obtain buy-in, the importance of venture culture, the venture’s position on

1 Many of the respondents indicated that they used multiple milestones, including both financial and
non-financial measures of performance. As such, we were not able to control for the specific type of mile-
stone(s) used.
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TABLE 4 Composite Mean Score Comparisons between High and Low Performing Ventures

Early Middle Established

# Vara Fb Probc # Var F Prob # Var F Prob

Economic
H3: Large, specialized investments 5 1.69 0.15 5 1.22 0.32 5 1.08 0.40
H4: Uniform financial practices 4 1.92 0.12 4 1.02 0.40 4 0.91 0.47

Relational
H5: CEO protection and support 2 1.70 0.19 2 1.96 0.15 2 1.99 0.15
H6: Venture preeminence 2 3.57 0.03 2 3.39 0.04 2 3.30 0.05
H8: Low venture autonomy 6 3.99 0.00 6 1.75 0.13 6 1.20 0.34

a # Var indicates the number of dynamic survey items used to evaluate the hypothesis (e.g., H3 evaluates restriction of
alternate venturing, specialization of investments, sunk funds, diversion of funds, and importance of parent resources; a
total of 5 dynamic variables. The level of investment by the parent is not multi-stage and is not included in the calculation
of Hotelling’s T2).

b The F-test satistic is derived from Hotelling’s T2 by the formula F 5 (N-p-1)/(N-2)*p))*T2. In this equation, N 5 n1

1 n2 5 the total number of observations; p indicates the total number o variables being evaluated (e.g., p 5 5 for H3)
(Stevens 1996).

c P-values are based on a null hypothesis that the mean vectors of the hgh and low performers are equal. (H0: Hi 5 Lo).

the parent’s business agenda, whether the venture is protected from politics, and the
parent’s track record of meeting commitments to the venture.

Analysis
The mean scores to the survey items, for the high and low performers, respectively, in
each of the three stages of venture development are presented in Table 3. Simple means
tests allowed us to evaluate hypotheses 1, 2, and 7, but the remaining hypotheses were
operationalized by several multi-stage variables that should be tested concurrently. For
this, we employed two tests, one on the mean scores themselves and the other on com-
posite factor scores. In the first test, we used Hotelling’s T-squared in each of the three
stages of venture maturity. Results of this procedure for Hypotheses 3, 4, 5, 6, and 8
are presented in Table 4. For these multi-item hypotheses, we also used principal com-
ponents analysis to derive factor scores for the combined variables associated with each
hypothesis (the item regarding venture autonomy was reverse coded for consistency
with the other variables in H4). Eigenvalues and alpha values for the factors are included
in the Appendix (Table A.1). Once factor scores were derived, we ran logistic regression
analyses for each of the three stages of venture development. The results of the logistic
analyses are presented in Table 5.

We also used Hotelling’s T-squared in our evaluation of the dynamic propositions
of our model (P1, P2). Table 6 contains results of our within-firm comparisons of re-
sponses to the multi-stage survey items. First, the difference scores for each venture
were calculated between the early and middle stages and between the middle and estab-
lished stages. Only middle and established firms could be evaluated on their evolution
from early-to-middle stage and only for established firms could these results be com-
pared with the middle-to-established stage transition phase. The means of the difference
scores, for all ventures in each transition phase, are presented in the columns labeled
“Diff.” in Table 6. Two separate tests were then performed for each variable. First, the
mean difference was evaluated against a null hypothesis that the mean is equal to zero.
If we could reject the null hypotheses, then we could conclude that the item varies with
increasing venture maturity. Second, we compared the relative change between stages
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TABLE 5 Logistic Regression of Factor Scores

Earlya Middle Established

H3: Large, specialized investments 20.16 0.26 20.35
H4: Uniform financial practices 20.47 20.34 20.96
H5: CEO protection and support 20.49† 20.68† 21.40
H6: Venture preeminence 0.92** 1.14* 1.02
H8: Low venture autonomy 20.13 20.30 0.78

Constant 0.33 0.44 1.88*
Observations 61 48 27
Chi-squared 13.81* 11.63* 5.74
Pseudo R2 17 0.18 0.22
Log Likelihood 234.71 226.40 210.07

a Superscripts indicate p-values: † , 0.10; * , 0.05; ** , 0.01.

across the groups of high and low performing ventures. In this case, the null hypothesis
was that the change among the high-performers is the same as the change among the
low-performers. F-statistics and p-values are provided for each test.

In addition to testing the changes of individual variables as the ventures matured,
we were also interested in the aggregate changes of the variables that jointly formed
our multivariate hypotheses. Tests were performed for the joint changes of the variables
which represent Hypotheses 3, 4, 5, 6, and 8 (i.e., the vectors of mean difference scores
are compared). Finally, we combined all economic variables and all relational variables,
respectively, to evaluate the net change of the economic and relational dimensions in
the parent-venture relationship.

RESULTS

Parent/Venture Strategic Fit
Although firms have numerous reasons for engaging in corporate venturing, our results
indicate that a venture’s anticipated rate of return significantly distinguishes the high
performers in our sample from the low performers, as predicted by H1 (Table 3).

Our hypothesis regarding the use of financial targets (H2), however, is not sup-
ported by the data. The differences in mean scores indicate a greater use of financial
targets by low performers in all three stages, although the results are not statistically
significant. We observe, however, that the use of financial targets increases among all
firms as the ventures mature.

Our expectation that venture success would be associated with significant, financial
resource commitments by the corporate parent (H3) is not supported by the data. In
fact, an inspection of the mean responses among high and low performers (Table 2)
indicates that, contrary to our predictions, the low-performers reported sunk funds and
non-diversion of funds to a greater extent than did the high-performers. The logistic
regression also fails to support H3—none of the coefficients for the three stages of ven-
ture maturity is significant for the factor variable on investment (Table 5). One other
noteworthy finding is that high-performers relied less on parent resources as they ma-
tured, while the opposite is evident for the low-performers, although this finding is not
statistically significant when tested for within-venture mean differences.

Our prediction that successful ventures would be distinguished by uniform financial
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practices between parent and venture (H4) is partially supported by the data. Use of
the parent’s systems is positively and significantly associated with high performance in
all three stages. Differences between parent and venture in their budgeting, compensa-
tion, and training practices are associated with low performance, as predicted, yet the
differences are statistically significant only in the case of training budgets in the early
and middle stages. Tests of the combined mean vectors of the H4 variables indicated
a low level of statistical significance in the early stage and virtually no significant differ-
ences between high and low performers in the middle and established stages, although
the sign of the differences does correspond to our hypothesis. The logistic regression
coefficients are not statistically significant for the H4 factor variables.

The items regarding protection and support of the venture at the CEO level (H5)
yield mixed results. Active CEO support is significant in the established stage of success-
ful ventures. However, having the CEO run interference for the venture is more pro-
nounced for the less successful ventures. The combined test of the two variables yields
results of weak statistical significance, yet because the two variables are quite different
in nature (CEO support predominates among high performers while having the CEO
run interference is more characteristic of the low performers), the meaning of this result
is not clear. The factor variables in the logistic analysis produce negative coefficients
of weak statistical significance, consistent with the influence of the CEO interference
item among the sub-sample of low performers.

Venture preeminence in the eyes of the parent (H6) does, however, distinguish
firms that met milestones on schedule from those that did not. Ventures that were near
the top of the parent’s business agenda and whose managers worked to obtain buy-in
of the parent are among the success stories of our sample. The univariate results are
confirmed by Hotelling’s T-squared, yielding significance at the 0.05 level in all three
stages. As well, the logistic analysis indicates significant, positive coefficients in the early
and middle stages and a non-significant positive coefficient in the established stage.

Our expectation that successful firms would believe that the parent would not with-
draw support if the venture experienced adverse conditions (H7) is supported by a sin-
gle-stage survey item. As well, the direction of the difference between high and low
performers on a multi-stage assessment of the parent’s track record of meeting commit-
ments is consistent with our prediction, although the difference is statistically significant
only in the established stage.

Finally, our hypothesis regarding the level of autonomy of the venture (H8) is par-
tially supported by the data. Indications of high venture autonomy are characteristic
of the low performers, although the degree of statistical significance varies across the
individual items. The strongest differences are evident in the items pertaining to relative
decision making authority of venture managers and employees, the level of identifica-
tion of employees relative to parent or venture, and the perceived sense of autonomy
of the venture from the parent. In these instances, the data strongly and significantly
support the notion that close ties are associated with venture success. The combined
tests of mean differences indicate a strong difference between high and low performers
in the early stage, and moderate to weak differences in the middle and established
stages, respectively. The combined factor variables run in the logistic analysis are not
significant predictors of venture performance.

Our proposition that the economic ties between parent and venture would diminish
with venture maturity (P1) is strongly supported (Table 6). In the early-to-middle stage
transition phase, the combined test of H3 and H4 variables (Hotelling’s T2) indicate
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decreasing mean responses with significance at the 0.01 level. The combined test of all
multi-stage economic variables is also negative (as predicted) and significant at the 0.01
level. These results are also found across the middle-to-late transition phase. The sole
exception to the pattern of decreasing economic connection between parent and ven-
ture is found in the H2 variable—use of financial targets—which is strongly and signifi-
cantly negative (significant at the 0.001 level). It appears that although economic depen-
dence decreases with increasing venture maturity, accountability increases. The level
of economic change across the phases of venture maturity is not significantly different
between the high and low performers.

The predicted stability of relational ties (P2) is also generally supported although,
as is the case for P1, there is one important exception. The individual and combined
significance tests for the relational, multi-stage variables for H6, H7, and H8 do not
allow us to reject the null hypothesis of no change from the early-to-middle stage. The
same is true of the middle-to-late stage transition. We infer from this that the relational
ties do not differ across stages. The one relational aspect that does evolve across the
stages of venture maturity is H5—CEO interference and support. In this case, the mean
scores of both variables decrease with increasing venture maturity. The relational differ-
ence scores across the transition phases do not differ significantly when we compare
the high and low performing ventures.

DISCUSSION
The hypotheses developed in this paper address the effects of the economic and rela-
tional dimensions of parent-venture strategic fit on venture performance. The eight
hypotheses fall into 3 general categories: H1, H2, H5, and H6 pertain to characteristics
of a specific venture; H3 and H7 address the level of parent-venture commitment; and
H4 and H8 speak directly to the level of connection or autonomy that exists between
parent and venture. The hypotheses and the results of our empirical investigation are
summarized in Table 7.

Of the four hypotheses related to venture-specific characteristics, two are sup-
ported by the data, one gives mixed results, and one—use of economic performance
criteria—is not supported. The hypotheses on commitment and connection are fully or
partially supported in the relational dimension, yet they receive only partial support
or no support when evaluated in economic terms. In fact, sunk funds are significantly
associated with low performance, contrary to our expectations.

From these findings, we conclude that the degree of fit between a corporate parent
and venture does affect the success of a venture, and that success is associated with high
levels of awareness, commitment, and connection. Further, the relational dimension of
the parent-venture interface appears to have a greater association with venture success
than does the economic dimension.

Our second research question, regarding the dynamic nature of the parent-venture
relationship (P1 and P2) is also addressed in Table 5. Support is found for our model
in that ventures generally lessened their economic connections with their parents as
they mature (or vice-versa) while the relational bonds remain more or less intact. The
exceptions to these general trends are an increasing emphasis on financial targets and
decreasing CEO involvement as ventures mature. Both of these findings make intuitive
sense. Greater financial independence (the defining characteristic of the stages in our
model) is accompanied by greater financial accountability. And, as a venture gains in
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both independence and accountability, there is less need for the CEO to provide “air
cover.” These two issues aside, the basic model of enduring relational ties and diminish-
ing economic ties is supported most notably in the areas of commitment and connection.
As well, the increasing accountability is consistent with our expectation that close con-
nection is preferable to high venture autonomy.

Our finding that the degree of change in the parent-venture relationship does not
differ between high and low performers may be due to a number of factors. The simplest
of these is that there is no difference. However, it may be that our relatively crude mea-
surement instrument, coupled with a fairly small sample size, is not sensitive enough
to allow us to detect differences that may be quite subtle. Larger-scale studies of a truly
longitudinal design may address this issue with greater power and precision. Another
area that may prove to be of value in future research is the possible interaction of the
relational and economic aspects of the CP-CV interface. Although beyond the scope
of this paper, it is an issue that may yield interesting insights into the dynamic processes
of corporate venture development.

Two aspects of this research that differ from other studies are our use of a multi-
stage questionnaire format and our criteria for venture success. With respect to the first
issue, the dynamic trends within the parent-venture managerial processes support our
use of the multi-stage format. Although our survey is strictly a cross-sectional method
of data collection, containing all of the weaknesses of retrospective, self-reported data,
the format was well received and allowed respondents to indicate which practices
changed over time and whether they had improved or degraded. Future development
of this data collection method may yield additional insights into the evolutionary nature
of management and decision processes.

The issue of how to define “success” is still unresolved (see Miller, Wilson, and
Adams 1988). Any method or measure of venture performance has both strengths and
weaknesses and an “ideal” criterion is yet to be defined. The prevalent use of milestones
by corporations, and the near unanimous support for this method of performance evalu-
ation in the academic and practitioner press, convinced us that this was a useful way
to categorize corporate ventures.

CONCLUSION
We have taken a dynamic, multi-dimensional approach in our investigation of corporate
venturing. We have identified distinct relational and economic dimensions of the parent-
venture relationship. Contrary to conventional wisdom, our data indicate that a close
fit between a corporate parent and its venture is positively associated with venture per-
formance. Further, our multi-stage survey instrument allows us to confirm that the rela-
tionship between parent and venture evolves as the venture matures, and that the nature
of the changes are consistent with consistently strong relational ties, low venture auton-
omy, and decreasing economic connection.

Although there is still a pressing need for longitudinal studies of corporate ven-
tures, this paper hints at the type of findings that may result as we move from static,
cross-sectional research designs to those that can capture the dynamic processes under-
lying the growth of corporate ventures. Like any organization, corporate ventures have
the potential to grow and flourish or contract and wither away. As we improve our ability
to identify and measure dynamic elements within organizations, we will improve our
ability to understand the dimensions that underlie the processes of venture growth.
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Given the prevalence of corporate venturing as a growth mechanism, it is important
to continue to explore these dimensions, their components, and the way they interact
during venture growth and development.
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APPENDIX

Sample items from corporate venturing survey
Many of the following questions ask for a response in three time periods. Please indicate,
for your venture, approximately when each stage as defined below occurred. If your
venture has not reached the Established Stage, for example, respond only for the stages
appropriate to your venture.

Early Stage—First financial investment in the venture: 19
Middle Stage: The Venture has begun to generate revenue: 19
Established Stage: The Venture has become profitable: 19
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28. Venture employees are empowered with 54. The budget for training venture personnel is
greater decisions making authority than are proportionally greater than the training budget
their counterparts in the parent company: of the parent company:

Strongly 7 s 7 s 7 s Strongly 7 s 7 s 7 s

Agree 6 s 6 s 6 s Agree 6 s 6 s 6 s

5 s 5 s 5 s 5 s 5 s 5 s

4 s 4 s 4 s 4 s 4 s 4 s

3 s 3 s 3 s 3 s 3 s 3 s

Strongly 2 s 2 s 2 s Strongly 2 s 2 s 2 s

Disagree 1 s 1 s 1 s Disagree 1 s 1 s 1 s

Early Middle Established Early Middle Established
Stage Stage Stage Stage Stage Stage

TABLE A.1 Alpha Scores and Eigenvalues for Composite Variables

Alpha Eigenvalue Eigenvalue Eigenvalue
Coefficient (Early) (Middle) (Established)

Economic
H3: Large, specialized investments 0.74 1.41 1.44 1.16
H4: Uniform financial practices 0.85 1.60 1.59 1.86
Relational
H5: CEO protection and support 0.80 1.27 1.09 1.09
H6: Venture preeminence 0.85 1.27 1.30 1.43
H8: Low venture autonomy 0.91 2.69 2.88 2.94


