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Abstract

This article explores the organizational challenge faced by multinational corporations [MNCs] in
setting up corporate venture capital [CVC] initiatives to navigate the complex and dynamic
business environment. Recognizing the limitations of traditional innovation models, MNCs
increasingly turn to CVCs for strategic advantages. The proposed solution advocates a hybrid
model involving collaborations with institutional venture capital partners, aiming to overcome
challenges related to organizational alignment, risk management, and fostering collaboration
with external ventures. Drawing insights from case studies and a thorough literature review, the
article outlines the benefits and potential pitfalls of such a model. Anticipated challenges include
aligning objectives and managing communication barriers, while expected positive outcomes
encompass streamlined innovation pipelines, diversified portfolios, and increased deal flows.
The article underscores the importance of effective communication and collaboration

management in navigating the complexities of this hybrid CVC strategy.
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1. Introduction

1.1 Brief Background of Leadership Challenges

With the more challenging business environment given the increased volatility, uncertainty,
complex and ambiguous [VUCA] world, the need for new and disruptive business models
arises. However, due to the size of their organizations, multinational corporations [MNCs] may
not have the agility to innovate fast enough to keep up with the times. Therefore,
corporate-startup partnerships have become a key ingredient in innovation strategies within
MNCs. However, as most of these MNCs are listed on the public markets, management would
need to balance between long term growth and innovation with quarterly earnings (Ahmed et al.,
2022). This necessitates top management teams to exhibit adaptability and flexibility as they
transition between exploratory and exploitative behaviors, both at the individual level and as an
executive team. The effective performance of the top management team is also associated with
a considerable degree of versatility in balancing exploitation and exploration (Lawrence et al.,
2021).

1.2 Hypothesis

In this article, we aim to explore the hypothesis that the establishment and successful operation
of a corporate venture capital [CVC] initiative within a MNC will significantly contribute to positive
innovation impact, fostering a culture of adaptability, responsiveness to market changes, and the
integration of cutting-edge technologies. Through strategic engagements with startups, the CVC
will enhance the MNC's overall innovation pipeline, leading to the diversification of its product
and service portfolio, increased market competitiveness, and sustained long-term growth. The
positive outcomes are expected to manifest in improved corporate image, successful financial
returns, and the cultivation of an internal talent pool capable of driving innovation across the

organization. The hypothesis posits that, when effectively implemented, the CVC will not only
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align with the MNC's strategic goals but also serve as a catalyst for transformative innovation,

positioning the corporation as a leader in its industry.
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2. Background and Context of Organizational Challenge

CVCs have increasingly become a way for established MNCs to gain an edge in the VUCA
business environment of today (R6hm et al., 2019). This strategic shift reflects a broader trend
where MNCs are leveraging CVC units as a means to foster innovation, stay abreast of
emerging technologies, and secure a competitive advantage in the market. The decision to
establish a CVC arm within an MNC is rooted in the recognition that traditional approaches to
innovation may fall short in the face of rapid technological advancements and evolving market
landscapes. However, the implementation of a CVC is not without its organizational challenges,
necessitating a thorough understanding of the underlying complexities involved in aligning
venture capital activities with the overarching goals and structures of a large, established
multinational entity. This shift towards CVC signals a departure from conventional corporate
strategies, posing challenges related to organizational alignment, risk management, control
mechanisms, and the intricacies of fostering collaboration between the corporate entity and
external innovative ventures. As MNCs embark on this journey, navigating these challenges
becomes crucial to ensuring the successful integration of CVC initiatives into the broader
corporate framework and maximizing the potential benefits derived from external innovation.
This article aims to discuss about a proposal where institutional venture capital firms can work
with MNCs to create dedicated CVCs in order to power innovation and transformation within the
MNC'’s organization. It will also discuss the strengths and weaknesses of this proposal, as well

as ways to mitigate its downsides.
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3. Literature Review

3.1 Corporate Innovation Strategies

There are many different innovation strategies adopted by MNCs to create new and innovative
products and services (Weiss et al., 2023; Weiss & Kanbach, 2023; Weiss & Kanbach, 2021).
Some of these techniques include setting up open innovation programs with startups and
research institutions (Robaczewska et al., 2019), establishing corporate accelerators and
incubators or corporate venture capital outfits to accelerate and invest into startups that meet
certain strategic objectives of the MNC (Lee et al.,, 2022; Shuwaikh & Dubocage, 2021),
technology scouting to identify promising technologies and trends outside their immediate
industry, strategic alliances and partnerships to facilitate the exchange of knowledge, resources,
and capabilities (Gavrilenko & Wang, 2021) and intrapreneurship programs where employees
are encouraged to act as intrapreneurs—entrepreneurial individuals within the
organization—can foster a culture of innovation, with resources allocated to develop and test
new ideas (Moss et al., 2022; Roux, 2023). Of which, CVCs should usually act as standalone
units with their objective being for the organization to drive long term innovations typically not
pursued by its parent (Jeon & Maula, 2022).

3.2 Venture Capital as Fuel of Innovation

Venture capital stands as the dynamic force propelling the engine of innovation within the
business landscape, acting as a catalyst for transformative change (Birch, 2022). Its
significance lies not only in the infusion of essential financial resources but in its role as a driving
factor behind the evolution of industries (Yi et al., 2021). By providing funding to early-stage
companies and startups, venture capital becomes the lifeline that empowers visionary
entrepreneurs to turn their groundbreaking ideas into reality (Dimitrova & Eswar, 2022). This

financial backing serves as a crucial enabler, affording these innovative ventures the necessary
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runway to experiment, refine their concepts, and enter the market with newfound confidence
(Yang, Koo et al., 2023). Importantly, venture capital is not merely a transaction of funds; it
represents a strategic partnership where investors contribute valuable insights, industry
expertise, and expansive networks (Ewens & Sosyura, 2023; Bugl et al., 2022; Bugl & Kanbach,
2022). This collaborative relationship enhances the potential for success by guiding emerging
companies through the complexities of business growth. As such, venture capital is not just
about financial investment; it is a symbiotic ecosystem that nurtures and sustains innovation,
shaping the trajectory of industries and driving the continuous evolution of the global economy
(Cao et al., 2023).

3.3 Corporate Venture Capital and Open Innovation

Open Innovation [Ol] stands as a collaborative model that thrives on the exchange of
information and knowledge with external entities to foster value creation and propel innovation.
This approach, rooted in the philosophy of shared insights and collaboration beyond
organizational boundaries, has gained prominence in the modern business landscape. In the
realm of Ol, CVCs emerge as a pivotal strategy (Gutmann et al., 2023). These studies illuminate
the significant role played by venture capital in promoting and facilitating open innovation
initiatives (Yi et al., 2021; Yang, Huang et al., 2023). By actively engaging with external partners,
including startups, research institutions, and other industry players, CVCs contribute to the
diversification of ideas, technological advancements, and the acceleration of innovation cycles,
sometimes better than traditional venture capitalists (Piazza et al., 2023). This symbiotic
relationship between CVCs and Ol not only broadens the horizons of potential collaborations
but also reinforces the notion that strategic investments can serve as catalysts for driving
innovation within and beyond organizational boundaries. However, it is important to note that

such openness may result in a decrease in speed of innovation (Toroslu et al., 2023).
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4. Methods Used in Similar Situations
4.1 Introduction
The general consensus of corporate innovation. This can be summarized in Table 1.
Corporate Corporate
Corporate Corporate I Investment in
. ncubator / P
Venture Capital Venture Accelerator Institutional
Fund [CVC] Building [CVB] [CIA] Venture Funds
[CLP]
Investments into | Better alignment | Higher First layer of due
existing to corporate | probability of | diligence
companies that | objectives. getting startups | outsourced to
Ad are somewhat with strategic | institutional
vantages . .
proven. Larger equity | alignment to | venture  funds
stake and | core business who have
influence expertise in that
area.
May lack | May lack the | May lack scale | Limited
expertise in | ability to scale [and trust with |information and
venture capital | beyond the | startups due to | exposure rights
Disadvantages investments, enterprise corporate angle, | (can be
leading to costly | unless it is spun | in fears that the | mitigated
mistakes. off. MNC may copy | through
its ideas. co-investment
rights)
Qualcomm SC Ventures | ING  Ventures | The Digital
Ventures (Standard (ING) Entertainment
(Qualcomm), Chartered Group
NVentures Bank), Cisco (investment in
(Nvidia) Special Projects Jungle Ventures
Group  (under Fund V), Far

Examples

John Chambers)

East
Organization
(investment in
Draper
Associates \%
LP)

Table 1: Corporate innovation strategies used in similar situations
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4.2 Case Study of Wee Hur Holdings Ltd.

Wee Hur Holdings Ltd. [WHH] is a Singapore domiciled company listed on the Singapore
Exchange [SGX]. The company is primarily in the construction, property development and
engineering industries. In 2021, a subsidiary, KK39 Ventures Pte Ltd (Wee Hur Holdings Ltd.,
2021), was incorporated to act as WHH’s corporate venture capital arm. This allows WHH to
find new business opportunities, as well as to invest into startups that could potentially benefit
their existing businesses. In 2023, they proceeded to incorporate Nxtgen Capital VCC, which
was meant to invest into venture funds mainly in the United States (Sri, 2023; Wee Hur Holdings
Ltd., 2023). This allows them to better scout for innovations within their spaces, and allows them
to pivot into new opportunities if needed. In this scenario, WHH has adopted a combination
approach of the CLP and the CVC strategies.

4.3 Case Study of Singapore Telecommunications Ltd.

Singapore Telecommunications Ltd. [SingTel], a company based in Singapore and listed on the
SGX, is predominantly owned by Temasek Holdings, Singapore's sovereign wealth fund.
SingTel specializes in providing telecommunications services to a significant portion of
Singapore's population. In 2010, SingTel established its CVC arm, SingTel Innov8 Pte Ltd
[Innov8], endowed with a US$350 million fund and a global presence across Singapore, Tel
Aviv, Silicon Valley, and other emerging markets and innovation hubs (Cher, 2022). Innov8's
investment focus is on groundbreaking technologies and solutions that usher in transformative
changes in network capabilities, next-generation devices, digital content services, and customer
experience enhancers. Collaborating closely with a diverse ecosystem comprising leading
innovators, developers, government agencies, research and development entities, and capital

providers, Innov8 endeavors to introduce cutting-edge technologies and solutions to the various

10
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markets in which SingTel operates. This strategic initiative positions SingTel at the forefront of

technological advancements and fosters collaboration within the global innovation landscape.

11
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5. Proposed Solution Based on Evidence-Based Research

5.1 Introduction

Based on our literature review and analysis of previous case studies, we propose the following
solution for a hybrid CVC with institutional venture capital partners. This allows the MNC to
focus on their core objectives and maximize the impact of their CVC initiatives. Our proposed
hybrid model involves establishing strategic partnerships with institutional venture capital
partners, leveraging their specialized expertise and fund mandates. In this collaborative
framework, the MNC can delineate specific areas, industries, or geographies of interest, aligning
the venture capital firm with the MNC’s innovation focus. This targeted approach ensures a
more streamlined and effective investment strategy.

The institutional venture capital partner, with a dedicated mandate, can take the lead in scouting
and evaluating potential startups that align with the MNC's innovation goals. This division of
labor allows the MNC to concentrate on its core business activities while benefiting from the
venture partner's proficiency in sourcing and vetting promising opportunities (Lee et al., 2022).
Furthermore, the hybrid model ensures that both parties have a shared understanding of the
investment parameters, including the preferred stage of investments, time horizons, and deal
sizes. This alignment is crucial for optimizing resource allocation, managing expectations, and
fostering a mutually beneficial collaboration.

By adopting a hybrid CVC with institutional venture capital partners, the MNC gains access to a
curated pool of startups tailored to its strategic objectives. This model not only enhances the
efficiency of the innovation pipeline but also mitigates risks associated with navigating the
complex startup landscape independently. The result is a symbiotic relationship that leverages
the strengths of both the corporate entity and the venture capital partner, creating a formidable

force for driving innovation and achieving sustained success.

12
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5.2 Setting Up the Fund Mandate

This strategic solution involves the MNC proactively engaging with an institutional venture
capital firm that possesses a dedicated fund mandate tailored to a specific geography or
industry. This collaborative approach hinges on a shared understanding between the MNC and
the venture capital firm, ensuring alignment on critical factors such as the fund's investment time
horizon, preferred investment stages, and deal sizes within its scope. This mutual
understanding lays the foundation for a symbiotic partnership, where the MNC benefits from the
venture capital firm's specialized knowledge and network in the chosen domain. By strategically
selecting a venture capital partner with a tailored mandate, the MNC not only gains access to
targeted investment opportunities but also fosters a collaborative ecosystem that maximizes the
potential for successful ventures within the specified geographic or industry focus. The clear
delineation of investment parameters, including timeframes and deal structures, enhances the
efficiency and effectiveness of this collaborative venture. Ideally, the investment committee of
the fund should include members from both the MNC and the institutional venture capital firm to
maximize the ground covered during the due diligence phase prior to investment.

5.3 Incentive Structure

As with any partnership, it is important for both the MNC and the venture capital firm to align on
the incentive structure. Research has shown that a profit-based incentive structure would be
more beneficial in aligning the interests of the MNC and the institutional venture capital partner
compared to a fee-based compensation structure (Dushnitsky & Shapira, 2010). As venture
capital investing is also considered a high-risk endeavor, we propose that MNCs should have
the mindset of looking at the entire deal from a portfolio basis rather than an individual
investment basis, very similar to how institutional venture capital firms do it (Wang, 2023). It is

also important to note that for such a partnership to work out, CVCs need to allow their portfolio

13
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companies to grow and not use it as a vehicle for exploitative purposes as this will damage the
reputation of the CVC and cause it to lose its competitive edge in winning deals (Lee et al.,
2018).

5.4 Proposed Solution

We therefore propose a case where an institutional venture capital firm partners with the MNC
for due diligence, investment proposals and. The investment committee shall comprise of five
members, three from the MNC transformation team and two from the institutional venture capital
firm. The fund shall execute the investments in an institutional-like manner, and the team is
awarded based on profits generated by the investments known in private equity as carried
interest. This is to align both the institutional venture capital firm and the MNC in terms of
objectives. However, in the investment memo preparation, the institutional venture capital firm
needs to discuss on how the startup can be a strategic value add to the MNC'’s business.

5.5 Case Study of iTwin Ventures

iTwin Ventures, a partnership between Bentley Systems, Inc. [Bentley], an American corporation
listed on Nasdaq specializing in software and services for infrastructure design, construction,
and operation, and Touchdown Ventures, a company specializing in managing venture capital
programs for leading corporations, operates as a US$100 million initiative over a five-year
period. This venture concentrates on making investments from seed to Series B in startups that
offer transformative digital twin solutions, particularly those supporting design, simulation,
construction, or the operational aspects of physical infrastructure. Demonstrating its
commitment to fostering innovation, iTwin Ventures has already deployed investments into
twelve startups, each possessing direct relevance to Bentley's core business. This proactive
investment strategy not only aligns with the venture's mission but also signifies a strategic

synergy between iTwin Ventures and Bentley's objectives, fortifying the collaborative efforts to

14
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shape the future of infrastructure solutions through cutting-edge technologies and innovative

startups.

15
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6. Expected Challenges and Anticipated Results

6.1 Expected Challenges

Implementing a collaborative strategy between a MNC and institutional venture capital partners
presents a set of anticipated challenges. Aligning the diverse objectives of the MNC and venture
capital partners poses a hurdle, requiring careful consideration of long-term goals and strategic
priorities. Communication barriers may arise, hindering effective collaboration, particularly in
conveying expectations, strategies, and decision-making processes. Cultural differences
between the corporate entities may complicate matters, necessitating efforts to bridge gaps in
communication styles and approaches to decision-making. Managing risks associated with the
dynamic startup landscape demands a nuanced approach, considering uncertainties in market
dynamics, technological shifts, and unforeseen challenges. The integration of externally sourced
innovations into the existing business structure could encounter resistance from internal teams,
highlighting the need to address potential conflicts with established processes. Strategic
misalignment over time, regulatory and compliance complexities in diverse environments, talent
retention and acquisition challenges, scalability concerns, and the ongoing need for effective
monitoring and evaluation further contribute to the complexity of this collaborative endeavor.
Proactive management, open communication channels, and adaptive strategies are essential to
navigate these challenges and ensure the successful execution of the collaborative strategy.
Regular assessments and adjustments will be vital to maintaining alignment and maximizing the
benefits of this collaborative venture.

6.2 Anticipated Results

The establishment and successful operation of a CVC can potentially yield a range of positive

outcomes, contributing to the overall success and competitiveness of the company. We explore

16
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the various positive and negative impacts of setting up a CVC on the financial, cultural and
long-term prospects of a MNC.
.2.1 Potential Positiv tcom

Entering into a partnership with institutional venture capital firms holds several potential positive
outcomes for Multinational Corporations (MNCs). Collaborating with these firms brings a wealth
of specialized expertise in sourcing, evaluating, and nurturing startups within specific industries
or geographies. This heightened expertise enhances the MNC's ability to identify high-potential
opportunities and make informed investment decisions. Moreover, the partnership facilitates
efficient resource allocation as the MNC can concentrate on core business activities, leaving the
venture capital partner to handle the intricacies of scouting and managing investments. This
streamlined approach not only optimizes resource allocation but also leads to increased overall
productivity. The collaboration also opens avenues for diversification in the MNC's investment
portfolio, strategically exposing it to various startups aligned with its innovation goals and
mitigating risks associated with a concentrated investment approach. Furthermore, the
partnership accelerates the pace of innovation by leveraging the venture partner's established
network and processes, enabling the MNC to quickly adapt to emerging trends and
technologies. Lastly, the collaboration results in an enhanced deal flow, broadening the MNC's
access to innovative solutions and potential collaborations by tapping into the venture partner's
extensive network. This multifaceted approach positions the MNC to navigate the dynamic
landscape of startups and emerging technologies with agility and strategic foresight.

6.2.2 Potential Negative Outcomes

While the collaboration between MNCs and venture capital partners offers numerous
advantages, there are potential drawbacks that warrant careful consideration. Dependency risks

emerge as a concern, where heavy reliance on venture capital partners may expose the MNC to

17



Creation of a Corporate Venture Capital Arm of a Multinational Organization: The

Institutional - Corporate Partnership Playbook Page 18

challenges if the partner's priorities or strategies undergo changes over time. Moreover,
misalignment of objectives poses a risk, with differences in goals, investment horizons, or risk
tolerance potentially leading to conflicts that could impact the success of the collaboration. The
MNC may also grapple with **Limited Control** over the selection and management of
investments, potentially resulting in misaligned priorities or missed opportunities. Confidentiality
concerns arise from sharing strategic information with external partners, especially venture
capital firms, raising potential concerns about confidentiality, particularly when sensitive
business information is involved. Additionally, depending on the level of collaboration and
transparency, the MNC may inadvertently expose insights or strategies, providing competitors
with a potential **Competitive Disadvantage** in the market. The challenges in integration
further complicate matters, encompassing issues such as cultural differences, communication
barriers, and internal resistance to externally sourced innovations. Lastly, financial
dependencies underscore the vulnerability of the MNC's investment strategy to the financial
health and decisions of the venture capital partner, creating potential risks if the partner faces
financial difficulties or undergoes structural changes. Careful navigation of these potential pitfalls
is essential for the successful execution of collaborative ventures between MNCs and venture
capital partners.

6.2.3 Conclusion

It is noteworthy that achieving the positive outcomes while mitigating the negative ones requires
a well-executed CVC strategy, effective collaboration between the corporate and startup
cultures, and a commitment to ongoing innovation and learning within the organization. It is also
important for MNC and CVC management teams to undergo in-depth strategic planning, focus

on effective execution, and a commitment to learning from challenges. Successful CVC
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initiatives require ongoing evaluation, adaptation, and a proactive approach to addressing
potential pitfalls.

In this scenario, striking a balance and addressing potential challenges through effective
communication, clearly defined agreements, and ongoing collaboration management are crucial
for maximizing the positive outcomes while mitigating the negative aspects of this hybrid CVC

strategy.
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7. Conclusion

In summary, it is crucial for MNCs embarking on corporate innovation and venturing initiatives to
clearly define their objectives. One strategic approach for MNCs to mitigate risks in their
corporate innovation model involves early adoption of the CLP approach (Sykes, 2022). This
initial step allows MNCs to gain insights into the due diligence processes employed by
institutional venture funds.

Furthermore, to enhance their exposure and minimize risks, MNCs can seek collaboration with
institutional venture funds in which they have invested. This collaboration may involve securing
co-investment and pro-rata rights, leveraging the thorough due diligence already conducted by
these venture funds. Notably, for MNCs establishing their own CVC arms, establishing strong
relationships with startup founders and general partners in institutional venture funds is
paramount. This can be achieved by demonstrating non-capital value addition to the portfolio
companies, fostering trust, and aligning interests for mutual success in the dynamic landscape

of corporate innovation and venturing.
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