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Praise for The Venture Mindset



“The Venture Mindset distills how we—as corporations and individuals—can apply tenets from venture capital to our own lives, transforming traditional organizations into hubs for innovation. The book is full of powerful, practical lessons on changing how we think and act. The authors share many of the lessons I learned the hard way over decades in technology. I found this a digestible, propulsive, and insightful read for those within and beyond the walls of Silicon Valley.”


Eric Schmidt, former CEO and Chairman of Google


“Many principles mentioned in the book helped us build Zoom and they will help you as well.”


Eric S. Yuan, founder & CEO of Zoom


“Strebulaev and Dang really know their stuff—and they deliver their insights and advice with remarkable clarity.”


Jerry Yang, founding Partner of AME Cloud Ventures, co-founder of Yahoo!


“A terrific insight into what business leaders can learn from the venture capital mindset. Strebulaev and Dang have deep knowledge of the way VCs and corporate innovators think and their impact on the modern economy. Their book is an invaluable guide.”


Lionel Barber, former Editor of the Financial Times


“The authors show how the VC playbook can bring new ideas, deeper clarity and increased momentum to every leader’s decision making. A must read for anyone facing a fast-changing business world.”


Lynda Gratton, Professor of Management Practice, London Business School


“Reserve a spot for this book next to Built to Last. Together they provide a powerful guide for a new generation of leaders.”


Jerry Porras, co-author of bestseller Built to Last


“THE book of the year if not the decade. My team is already brainstorming how to improve our processes from the 9 Key Principles.”


Nicolas Sauvage, President of TDK Ventures
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PREFACE



What is the next big thing that will transform industries, make established companies redundant, and change the world? This book is about the people who answer these questions for a living. They are venture capitalists (VCs), the masterminds behind the most innovative organizations surrounding us. Every day, VCs seek and find innovative ideas. And they do so with extraordinary success. They identify big ideas and amazing teams and help to turn them into Amazon, Apple, Google, Tesla, Netflix, Moderna, or SpaceX. VCs find and fund the future.


But this book is not about how to be a successful venture investor. It’s about how every decision maker— in any sector— can up their game and help their company reach new heights by learning from venture investors, those masters of innovation. This book teaches you to spot new opportunities, nurture the right talent, foster a culture of innovation, and take calculated risks in order to achieve extraordinary growth. How? By developing and using the Venture Mindset.


The Venture Mindset is a new mental model where failure is a must, due diligence is put on its head, dissent is encouraged, ideas are rejected in their myriads in search of a single winner, plugs are pulled, and time horizons are extended.


We, a Stanford professor and a technology executive, have studied the Venture Mindset for many years and have identified ways to apply it in organizations that want to leap forward and outrun the competition. Over the last decade we have developed the Nine Principles of the Venture Mindset and created a Playbook to introduce these principles to any organization.


We wrote this book in Silicon Valley, where the heartbeat of innovation is heard loud and clear, but it is intended for people far beyond this innovation epicenter. Disruptive innovation knows no borders and should not be limited to VC funds and VC-backed companies.


Now is the time for you to use the Venture Mindset to find and fund the next breakout success, no matter your industry or geography. In a small factory or an office tower. In marketing or in supply chain. What matters the most is the right mindset. The Venture Mindset.










INTRODUCTION



What is Saasbee and why does it matter?


It was November 2012, and three venture capitalists, Sachin Deshpande, Patrick Eggen, and Nagraj Kashyap, were facing a decision: Should they invest $500K in a small startup called Saasbee?


Earlier in the year, through the prolific Silicon Valley angel investor Bill Tai, Kashyap was introduced to the founder of Saasbee, who was promising to revolutionize the way people did videoconferencing in the post-PC era. The name Saasbee came from SaaS, which stands for “software as a service,” plus the hardworking insect. Kashyap led Qualcomm Ventures, the investment arm of a large semiconductor manufacturer, charged with putting money into promising startups. At Qualcomm’s headquarters in San Diego, Kashyap and his team invested in more than 300 startups all over the world. One day the team would evaluate nanotechnology in Korea; the next, they might be trying to make sense of a Brazilian software startup. Kashyap was accustomed to hearing extraordinary claims of guaranteed success from every single entrepreneur he met. Was this time different?


In 2012, the competition in video communications was already tough. WebEx, a unit of Cisco, a telecommunications giant, was a mighty incumbent with millions of registered users. Skype had been purchased by Microsoft the previous year. Google was working to improve the Hangout feature of Google Plus. The web- hosted service GoToMeeting had recently expanded to accommodate larger audiences. And there were recent startups such as the well- funded BlueJeans Network and Fuzebox to contend with.


Saasbee’s founder argued that his small startup would successfully outdo them all, even WebEx. But as of November 2012, Saasbee did not have a single paying customer. Besides, it was 2012 and people preferred in-person meetings or simply picking up a phone.


The founder of Saasbee, a Chinese- born engineer with imperfect English, had moved to Silicon Valley a dozen years earlier. After his arrival in the United States, WebEx recruited him, and he stayed on when Cisco acquired the company in 2007. But he left Cisco after management turned down his pitch to develop a smartphone- friendly videoconferencing tool.


Was Saasbee as good as the founder claimed it was? To learn more, Kashyap turned to his colleague Sachin Deshpande. “Could you look into this?” he said. “You’re our video guy. Have a good look.” Deshpande had cofounded a TikTok- style video startup that Qualcomm acquired in 2010, and he had devoted a lot of time and energy to understanding the burgeoning video space, which he was very passionate about.


“I was in love after the first call with the founder,” Deshpande told us in an interview. He flew to the San Francisco Bay Area to meet the founder two days after the call. With his experience in the video space, Deshpande could see how Saasbee differed from the competition. Video was the single hardest application to get working over a mobile interface, and yet as he clicked the button, the video stream was clear and without any interruption or delays. Deshpande then switched to his phone and voilà— the picture was smaller but it was of the same quality as the one on his laptop. The product worked wonderfully. Awed by the founder’s inside-out knowledge of the videoconferencing market, Deshpande flew back to San Diego. “This is beyond special,” he told Kashyap. “We have to put $5 million into Saasbee.”


Deshpande was joined in this meeting by his colleague Patrick Eggen. A liberal arts major with no knowledge of finance, Eggen underwent a baptism by fire working 100 hours a week in a large investment bank in London. Afterward, he went back to school for an MBA. Most of his job interviews were with hedge funds and classic investment management companies. Then he was invited to become a junior team member at Qualcomm Ventures, where he became, as Deshpande called him to us, “a creative seed financing whiz.”


Qualcomm was based in San Diego, but in 2010 Eggen moved to Silicon Valley, where he quickly became a deal junkie, sourcing startups for his colleagues’ due diligence. Eggen was impressed by the Saasbee founder’s obsession with building a superior product. After their second meeting at a Philz Coffee shop in downtown San Francisco’s SoMa district, Eggen thought the Saasbee founder was a pretty good salesman too. “What a technical virtuoso with natural sales chops,” Eggen exclaimed to us years later.


In early October 2012, Kashyap and the team flew in from San Diego to Qualcomm’s Silicon Valley office to meet with six startups in one day, Saasbee among them. According to some participants, as the demo was about to begin, the connectivity failed. The founder said, “Hey, I’m just down the road.” So they all went to Saasbee’s small office, where a seamless demo across many devices made Kashyap realize immediately that the total addressable market could be huge.


Now all three were pushing for Qualcomm Ventures to become the lead investor in Saasbee, with a sizable commitment of at least $3 million. Within a week, Deshpande and Kashyap presented the opportunity to the rest of the ventures team, its investment committee. There were no other takers. Every other team member felt uncomfortable investing in Saasbee. Kashyap, Deshpande, and Eggen were disappointed but not entirely surprised by their colleagues’ doubts. They saw too much uncertainty and too many red flags. Not only was the videoconferencing space already crowded, but Saasbee was trying to target small businesses, a tough market to break into. The technical differentiation from other players was not clear- cut. The founder’s imperfect command of English was a distraction. And the proposed valuation of $20 million seemed very high for a startup with one founder, a team of China- based engineers, and not one single customer. The skepticism was buttressed by the uncomfortable fact that at least eight other VC firms had passed on funding Saasbee. Why? They all had expensive Cisco TelePresence rooms with high- speed internet in their offices. If you have a private driver, it’s easy to underestimate the potential of Uber.


The rejection would have been the end of the story— if not for one distinctive feature of Qualcomm Ventures’ operation: there was a side pathway for unconventional deals of this kind. In 2010, an early- stage fund was created for smaller and often riskier investments. “Of course, it was not legally a real fund per se,” Kashyap recollected to us years later, “but conceptually it was.” The underlying idea was to invest small amounts of money at high velocity without much bureaucracy. Eggen was leading this early- stage fund and was therefore authorized to make investments of up to $500,000 from the preapproved capital pool, all by himself. Of course, this freedom came with greater responsibility should his selected investment fail.


Thus, the three of them had a backdoor way to pursue an unorthodox deal. They could put $500K of Qualcomm’s money into Saasbee despite the opposition from the rest of the team. But was the risk worth it?


Kashyap and Eggen ended up making the bet, supported by Deshpande. It has turned out to be by far the best investment, dollar for dollar, in the history of Qualcomm Ventures, and it helped to transform the daily routines of hundreds of millions of people worldwide. You’re probably one of those people.



Here’s Why You Haven’t Heard of Saasbee


You know this videoconferencing company, but by a different name. It was initially founded as Saasbee in 2011, but by the time Qualcomm got involved in late 2012, the company’s founder, Eric Yuan, had changed the name to Zoom Video Communications.


Yes, that Zoom. The Zoom that got millions of us through the gray days of COVID-19 lockdowns. The Zoom that— thanks to the trio of perceptive investors— Qualcomm owned 2 percent of when it went public in 2019 at a valuation of more than $9 billion, reaching a market capitalization of more than $150 billion at one point in 2020.


Zoom has since been touted as one of the greatest innovations of the modern era. Founder Eric Yuan has been glorified as an amazingly ambitious, forward- thinking, and visionary entrepreneur. How could Zoom, a young entrant with a very modest budget and workforce, achieve a series of revolutionary advances in video communications? How could it out-compete giants such as Cisco, Microsoft, and Google, with their huge budgets and hundreds and hundreds of talented engineers? How unique is Zoom’s story relative to other successful innovative companies? What makes them different? Did the Qualcomm VCs just get lucky?


Zoom was indeed a smashing success, but it hasn’t been the only one. Rather, it’s one of a slew of revolutionary young companies that have reached stratospheric heights and substantially transformed the world over the past fifty years. Think of Apple, Cisco, Facebook, Google, Netflix, Amazon, Uber, Tesla, SpaceX— or think of three of Qualcomm’s other investments, Noom, Cruise, and Ring. What Zoom has done to the way people interact and communicate online, these and many other companies have done in other fields, disrupting and revolutionizing industries and traditions around the globe. Many more remarkable companies are no doubt on the way— companies that nobody has heard of yet, but that have already been started in someone’s garage or bedroom.


All these now famous success stories have something in common. All are private entities created by small entrepreneurial teams. All are quite recent. Apple, the oldest of the companies mentioned thus far, was founded in 1976. And many of them were located in or connected to California’s Silicon Valley during the most sensitive part of their early growth cycle.


The most important feature of these companies’ trajectories, however, is how they were funded. Generally, entrepreneurs have great ideas and nowhere near enough money to implement them. Eric Yuan is a good illustration. When Yuan founded what would become Zoom, he was by no means a poor man. But to build a product that would have any chance of surviving in a crowded marketplace, much less one that could outcompete the likes of Cisco’s WebEx, he needed to raise far more funding than his personal wealth. That’s easier said than done.


The financial system offers many options for companies seeking capital. Some companies raise equity in public markets, but the stock market prefers more mature companies with existing cash flows and reasonable expectations of future profit. Zoom had none of this when Deshpande and Eggen first met Eric Yuan. In fact, Zoom didn’t get its first paying customer, Stanford Continuing Studies, a department within Stanford University, until December 2012— and that contract was worth just $2,000. With that kind of revenue (or lack thereof), it’s hard to pass the smell test of many investors. Companies do routinely raise debt from banks and debt markets, of course— and if you, as a bank loan officer, had been ready to sign off on a loan to Zoom, your supervisor would have fired you on the spot. And your supervisor would have been making a wise move. Not only did Zoom have no revenues at the time, but it also had no collateral should it go bankrupt. Banks just can’t lend to such companies without tangible physical assets, revenues, or guarantees. Other companies get grants, and many access initial capital from family, friends, and individual investors (they’re known as “angel investors” for a good reason), as Zoom did in 2011. That capital, though, is insufficient to fund companies through their scaling-up phase.


In short, very few people would have had both the available capital and the guts to bet on Zoom in 2012. But one type of investor did.


Enter Venture Capital


After Eggen negotiated a deal to put in $500,000 on behalf of Qualcomm Ventures, in 2014 another Silicon Valley– based firm, Emergence Capital, invested $20 million in Zoom. Two years later, when Zoom was prominent but not yet profitable, Sequoia Capital and others invested another $115 million.


Qualcomm Ventures, Emergence Capital, and Sequoia Capital are venture capital, or VC, funds. Until recently, VCs operated largely under the radar. Relatively small in dollar value compared to the gigantic size of the overall financial system, they are overwhelmingly located in California, primarily Silicon Valley. They specialize in investing in small, young, entrepreneurial companies. They are not household names.


To provide some perspective, in 2014, the year when it invested in Zoom, Emergence managed less than $600 million of capital. Sequoia, one of the largest VCs out there, invested in Zoom from a fund of around $2 billion. By comparison, Vanguard, a mutual fund family, managed more than $2 trillion in assets in 2012, or about 800 times as much as the value of the Emergence and Sequoia funds combined. Until a decade or so ago, many professionals and investors had barely even heard of VC funds, a niche sector hidden far away from the world’s financial centers.


Yet VC investors make companies such as Zoom, Uber, and SpaceX possible. They invest early money in seemingly crazy ideas, and sometimes these ideas succeed spectacularly, as did the VCs who backed Google, Cisco, Facebook, Netflix, Amazon, Tesla, and most of the other splashiest new American success stories of the past several decades. Moreover, VC is now a global phenomenon. It has made possible companies such as Canva and Atlassian from Australia, Alibaba and Tencent from China, Shopee from Singapore, Mercado Libre from Argentina, and Gojek from Indonesia. VCs find and fund startup companies that are completely unknown and often consist of just a small management team and a business plan scribbled on a paper napkin.


And yet even as awareness of VC and its importance, particularly in the tech industry, has grown, most people outside Silicon Valley— and many inside it as well— do not understand how VC firms actually function. Selecting what they consider the most promising startups out of the hundreds or even thousands vying for their money is only the first step. When VCs invest in a company, unlike Fidelity and many other investment firms, they become actively engaged in their investments and work to help the fledgling companies succeed. When Qualcomm Ventures invested in Zoom, Sachin Deshpande joined the Zoom board. In December 2014, Santi Subotovsky of Emergence Capital followed Deshpande onto the board after Emergence invested. In fact, the VCs making the largest investments in a company almost always demand a board seat as a condition of investing. They proceed to play a very active role in the life of those companies. Many attract other investors with even more capital to fuel growth.


Despite a few idiosyncrasies, Zoom’s story is not unique. In fact, it’s typical of startups that succeed. Think of Airbnb, Uber, Salesforce, or Tesla, all of which took on big, successful incumbents even though they initially had less funding, fewer resources, less support, and less experience than their mature, successful, cash- rich competitors.


So how important has VC been since it first emerged a little more than fifty years ago? Back in 2015, Ilya and one of his PhD students at Stanford, Will Gornall, explored the funding history of every single company that had been founded since the mid- 1970s and was publicly traded in the United States at the time of their research. They wanted to find out where each company got its money before its initial public offering (IPO) on the stock market.


As it turned out, out of every 100 publicly traded firms founded since the 1970s, 50 were backed by VC funds. And using the market capitalization of each firm as our measuring stick, we found that VC-backed companies accounted for three- quarters of the total market value of all these businesses. In this regard, on July 29, 2016, a seismic (though relatively unnoticed) event took place in the business world. On that date, as Facebook surpassed Berkshire Hathaway in total market value, the top five US companies by market capitalization were all VC-backed: Apple, Microsoft, Alphabet/Google, Amazon, and Facebook. Amid all the market gyrations in the years since 2016, these companies (more recently joined by two more VC-backed businesses, Nvidia and Tesla) were always close to the top.


Ilya and Will also made cross- national comparisons. Have you ever wondered why there are so many new, huge technology companies in the United States? Have you ever heard of a German Google, French Tesla, Japanese Amazon, Italian Facebook, British Apple, or Canadian Microsoft? No. The reason why not: venture capital. Even as the US VC industry has rapidly expanded since the late 1970s, other G7 countries did not have viable VC sectors until recently (and some arguably still don’t have them). After the rise of the US VC sector in the 1970s, the US produced twice as many new companies as all the other G7 countries combined. Ilya and Will’s research indicates that venture capitalists are causally responsible for the launch of one- fifth of the 300 largest US public companies in existence today. Moreover, they estimate that three- quarters of the largest US VC-backed companies would not have existed or achieved their current scale without VC support. This is one reason why the recent rise of global VC is so important to the future of global economies.


To us, the data suggest persuasively that the VC industry is the leading business growth engine in the United States (and we wish more people in Washington, DC, and Sacramento would take notice!). But this book is not about patting venture capitalists on the back. This book is about how today’s decision makers— including you— can understand and apply the skills that VCs have honed and applied with such world- changing results.


The world is changing. Before now, the protagonists at the heart of familiar stories— stories about the development of the personal computer, the commercial internet, the smartphone, social networks, plant- based meat, or privately built space rockets— have always been founders. Although we are fascinated by those unique individuals whose entrepreneurial spirit drove them to make their vision of the future a reality, they couldn’t have done it without the investors who funded their vision. VCs did more than fuel the rise of these world- changing companies with their money; they brought with them a unique approach to success and failure that has been baked into the DNA of every company they back. We call this unique way of thinking and working the Venture Mindset.


The Venture Mindset


Our experience has taught us how different this way of thinking is from the thinking found at large corporations all over the world. The differences run the gamut of almost every decision a business faces, from hiring processes and selection of investment projects to attitudes toward incubating ideas and decision making. The Venture Mindset approaches decision making in a distinct way from traditional business managers, government leaders, regulators, and nonprofits.


The Venture Mindset didn’t originate overnight; it evolved over several decades through trial and error by generations of decision makers, many of whom were based in Silicon Valley. VCs developed this mindset because they needed a different approach to adapt, survive, and thrive in an environment that requires extreme selectivity combined with extreme flexibility. In this book, we demonstrate the many subtle yet effective ways that VCs’ unique behaviors have flourished in an ecosystem of thousands of startups, some of which went on to disrupt or create entirely new industries. We observe the companies who have successfully adopted the Venture Mindset to find astronomical success and show you how your company can achieve extraordinary results by following in their path. We explain why the traditional mindset does not, and cannot, work in environments with the high levels of uncertainty we are now facing.


Historically, all around the world, from New York to London to Mumbai to Sydney, success has been built on continuity, conservatism, and tradition. Stable growth has been a corporate and political mantra for decades. In the world of small, incremental, step-by-step innovation, stability and continuity are great things. If that describes your business, you don’t need the Venture Mindset— or at least you don’t need it for those parts of your business where stability and continuity are the goals. But these can no longer be a business’s only goals. The rapid progress of technology (in large part coming from VC-backed companies) means that no industry can truly be stable any longer. No one is immune from the possibility of disruption.


Corporate leaders know this, of course. In fact, they now overwhelmingly expect disruption to occur in their industries. Their responses have, for the most part, been driven equally by fear and opportunity. Fear because the onslaught of disruption will make many business models and companies redundant; opportunity because people see an excellent chance to get ahead of the competition and cement their industry leadership. However, too often we encounter innovative ideas that have been pursued and built in the same way as any other business unit of a company. That is a recipe for failure. What today’s leaders too often fail to understand is that disruptive innovation must start with a different mindset.



Nine Principles of the Venture Mindset


In this book, we show modern decision makers how to apply the Venture Mindset effectively in any organization. In nine chapters, we present nine distinct ways in which the Venture Mindset succeeds where most people fail—or don’t even try (see Figure 1). In each chapter, we identify specific takeaways and practical actions that you can implement in a traditional environment with immediate impact (see the Appendix for the list of thirty mechanisms in the Venture Mindset Playbook). We also identify more fundamental approaches that may require rethinking how your organization’s pathways are structured. We’ll even point out ways in which the Venture Mindset is applicable to many of our individual life decisions.
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Figure 1.
Nine Principles of the Venture Mindset








Looking back at Zoom’s story, we can see these principles at work. For Zoom investors, the main concern was how big the company would become. The people betting on Eric Yuan’s company envisioned—and eventually enjoyed—enormous returns. VC investors know that, in their world, (1) home runs matter, strikeouts don’t. Most VC investments fail. It is the wildly successful ones you found (or missed!) that determine whether you are a successful venture investor. In many corporate settings, one failure can ruin a career. In direct contrast, venture investors insist forcefully that failure is an option. In fact, many VCs tell us they are worried if they don’t fail often enough. For them, failure is not just an option—it’s a must. We will discover how VCs put this striking principle into practice, and how you too can fail successfully so that you might innovate more.


Eggen and his fellow VC investors don’t spend much time in their offices. Eggen met Zoom’s cofounder in a coffee shop and then visited Yuan’s office half an hour away. Indeed, you are more likely to find a VC in a coffee shop than in their fancy offi ces. This illustrates another key principle, as powerful as it is simple, yet not easy to implement in a traditional corporate environment: VCs (2) get outside the four walls. We will see how the VC approach to sourcing ideas and meeting founders can be profitably transplanted into your environment.


Equally disturbing to many non-VC executives is the critical principle of (3) preparing your mind. Deshpande decided to push for investment in Zoom immediately after meeting Yuan in his shabby office due to his background in the video space. Another early investor in Zoom wrote a check even before Yuan had a chance to show the pitch deck.


Eggen got excited about Zoom early on, but he met dozens of founders of other promising startups (he was a deal junkie, after all) without getting excited. And as we saw, some of his colleagues also showed no excitement about Zoom! The VC business is all about saying no again and again. Venture investors walk away from seemingly good opportunities more often than one may expect and they (4) say no 100 times before they finally say yes to someone. Of course, they can become successful at saying no only because they have a particular method by which they decide to say yes. We will uncover that method for you.


From Zoom to SpaceX to Facebook, VC investors prefer to (5) bet on the jockey rather than the horse. Deshpande was taken by Yuan’s obsessive client focus and his knowledge of the videoconferencing space. As one legendary VC investor puts it, he would rather invest in an A team pursuing a B idea than back a B team pursuing an A idea. We will see how this approach can work in many other environments and how to implement it successfully.


In organizations driven by consensus, Zooms don’t happen. Qualcomm Ventures’ investment committee turned down Zoom’s investment. VC investors instead use many tricky mechanisms to help them (6) agree to disagree. You too can apply this principle in most of your decision-making group meetings.


Zoom prospered and its investors eagerly piled on more money. Similar to gardeners thinning the plants so that only the best and strongest ones are left, investors have to kill many of their darlings to reserve capital for promising ones like Zoom. This decision (7) to double down or quit is central to the Venture Mindset, and we will also see the successful application of this principle in a traditional setting.


One of the first decisions Eric Yuan made after Zoom became a large, successful company was to launch Zoom’s very own $100 million VC fund to invest in startups. In this way, Yuan began applying venture principles just as his own investors had done when deciding to invest in Zoom, and as he himself had applied them as Zoom’s leader. One might find Yuan, now a multibillionaire, pulling up a temporary desk and sitting right next to his team of engineers as they dive into a new project. Each one of them is not just an employee but a shareholder determined to make Zoom an even bigger and more valuable company. After all, (8) making the pie bigger is another invaluable part of the Venture Mindset.


As Eggen made the $500,000 investment in Zoom, he could not know how successful the company would eventually be, but he did know that any success would not be waiting just around the corner. The Venture Mindset understands that (9) great things take time. To force long- term thinking, VCs have developed various innovative mechanisms that you too can put to good use.


Some of the lessons offered by the Venture Mindset are easy to implement, with immediate results; others are less so. But each lesson offers a powerful opportunity to change how you think and act within your own organization.


Our Path to the Venture Mindset


The idea for this book originated with our common hobby and passion: not VCs, but wine. Ilya’s wine cellar holds quite a few bottles of precious wine and one day he called upon Alex, his former student and friend, to help him organize and categorize his wine in his chilly cellar. Discussions about different terroirs, famous winemakers, and excellent vintage years gave way to discussions about venture capital decision making and stories of launching innovation businesses from corporate trenches.


What started as a discussion about VCs soon expanded to other decision makers: angel investors, entrepreneurs, corporate innovators, executives in large technology companies, and even regulators. We both saw clear patterns. What particularly struck us was the many commonalties between successful venture investors and successful corporate innovators. Many of these corporate innovators came from companies that were themselves VC-backed. All of them broadly followed a very similar playbook. We also realized that in many other cases we could perceive which decisions deviated from that playbook— the disastrous outcomes often made it obvious. Successful VCs, we realized, follow a specific mindset. We call this mindset the Venture Mindset (or VC mindset). Successful corporate innovators use it too. Less successful ones generally don’t.


As a Stanford academic, founder of the Venture Capital Initiative at the Stanford Graduate School of Business, and adviser to many companies, Ilya speaks to executives around the world on a regular basis. Alex is an innovation practitioner. He’s been there and done that as an Amazon product leader, a partner at McKinsey & Company, and a CEO of a technology startup.


We have been presenting the Venture Mindset Playbook to our clients and students in lectures, workshops, meetings, and corporate off- site events. Our message immediately resonated with these audiences. Corporate executives’ faces would light up when we spoke about this idea. The more we talked with global executives, the more we found that they were surprised by the idiosyncratic and often counterintuitive nature of the way VCs think and make decisions. As one of our workshop participants summed it up well, “VCs do it differently. Whatever you have learned before, do not look back!”


We knew we were onto something and wanted to help more leaders step up their innovation game by applying the Venture Mindset. That’s what led us to writing this book, which we hope will become a movement within business. However, as Sherlock Holmes famously noted, theorizing without data is meaningless. Getting data is where many researchers and practitioners alike bump into an insurmountable challenge. The VC world is extremely secretive, with very little data available publicly. Venture investors prefer not to disclose the investment contracts they sign. They rarely discuss how they find and evaluate innovative ideas, some of which end up worth billions. The same holds true for corporate innovation initiatives within large companies, hidden behind closed company doors.


Despite this secretive VC culture, Ilya and his Stanford research team have pried these doors open after more than a decade of studying all aspects of the venture world— from startups to VC funds, from corporate venture capital investors to the impact of VC-backed companies on the economy. Combine this with Alex’s firsthand experience of designing and launching ideas in a corporate setting and you get a super collaboration that leads to unexpected insights and novel practical takeaways.


This book also draws from Ilya’s research about “unicorns”— successful VC-backed innovative companies with at least one private round of funding with a post- money valuation of $1 billion and above. Companies like Zoom, SpaceX, Instacart, Canva, OpenAI, DoorDash, and Moderna.


Since 2015, Ilya and a team of research assistants, PhD students, lawyers, and others have been keeping up with the herculean task of collecting information about every such US startup. The team left no stone unturned. For each unicorn, they investigated the founders’ background and age, as well as the time frame from birth to becoming a unicorn or a publicly traded company, and much more. We soon realized that recognizing characteristics of unicorns makes it easier to identify early on revolutionary ideas and companies destined for spectacular success.


Our research on unicorns attracted lots of attention not only from VCs and founders interested in reaching the Mount Olympus of the venture world, but also from leaders of traditional businesses and regulators who were intrigued at how innovative ideas worth of billions of dollars could be hatched and cultivated in just a few years.


Among corporations, the hunt for internal corporate unicorns also took off. It’s not easy to put a value tag on the unicorns that companies breed internally, but many new large- scale projects could easily have been on the list of unicorns if they were stand- alone businesses. Think of Zelle, an instant payment service founded by a consortium of large banks. Or the new South American business founded by the Asian e-commerce player Shopee. Or Azure, the cloud computing platform of Microsoft.


Alphabet, Amazon, and Apple are more than a search engine, an online bookseller, and a manufacturer of a PC alternative. They’re innovation factories. One does not need to start the company’s name with A to achieve this. Take Z. Zoom envisions itself not just as a videoconferencing tool but also as an innovative platform experimenting with hardware, AI-powered translation, and even call centers. And don’t forget Zoom Ventures, which has invested in a few dozen startups from chatbots to virtual working space solutions. It was clear to us that companies looking for big growth needed to harness the Venture Mindset.


To demystify the internal workings of VCs, Ilya and his colleagues surveyed more than a thousand of them and interviewed hundreds of them, looking under the hood to understand what happens in their offices (or, more often, outside their offices) and how they make decisions. As a result, we learned that there is a method to their seeming madness.


In this book, we share what we have learned, and we offer advice that is practical, accessible, and relevant. The farther you are away from the world of VC and Silicon Valley, and the less you think your industry is vulnerable to being affected by what is happening in the VC realm, the more you need this book. Because you’re probably wrong. Knowledge is power, and that has never been truer than today.
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Home Runs Matter, Strikeouts Don’t


Why VCs are failure champions and you’ve got to be too



1.1
Against All Odds


Let’s play a game called Would You Invest?


In early 2013, one of the most promising e-commerce startups knocked on the doors of top VC investors. Its founder was seeking to raise another round of funding. By this point, he had built a business he could brag about. One million members had joined the platform within just five months after its launch in 2011. To put that in perspective, it took Facebook ten months and Twitter two years to reach the same number. The startup didn’t stop there; it hit 10 million members a year later, in December 2012. It was also generating quite a bit of revenue: within the first eighteen months, sales exceeded $100 million. The founder was now raising money to scale that already astounding growth to even greater heights. Would you invest?


As a savvy investor, you might want to know who else was interested in the deal. Less than two years earlier, famous Silicon Valley VC firms including Andreessen Horowitz (also known as a16z) and Menlo Ventures had poured $40 million into the startup. By the time the company raised another funding round in July 2012, its reported valuation had reached $600 million.


What about the founder? He was a Stanford graduate and a serial entrepreneur who had started his first company in the early 2000s. The e-commerce company we are talking about was founded in 2010, focusing on unique designer products.


The startup’s mission was simple and ambitious: “to become the world’s #1 design store.” The company made its own line of products and partnered with designers to manufacture and sell exclusively through its own platform. The founder even coined the term “emotional commerce” to separate his company from the comparatively dry customer experiences offered by Alibaba, eBay, Amazon, and Rakuten. And customers all over the world loved the concept. By 2013, orders had come in from twenty-seven countries.


Investing in this company seems a no-brainer, right? That’s certainly what investors thought. In early 2013, they pumped another $150 million into the startup’s bank account.


Before you get upset about missing this great opportunity, there is one fact we left out. The startup’s name was Fab.com. In October 2013, just three months after founder and CEO Jason Goldberg raised $150 million, the company laid off most of its staff and went into a death spiral. A series of unsuccessful acquisitions in Europe and an extremely high cash burn rate proved to be Fab.com’s undoing. The company failed spectacularly and those famed VC investors lost their money. Fab.com is an example of a billion- dollar business going bust in just three years and burning up plenty of cash. It’s hard to find a more obvious failure.


What were these investors thinking? To solve the mystery, we take you to New York, the scene of the “crime.” Not to the abandoned Gramercy Park headquarters of Fab.com, but a museum. After a transcontinental flight, we were immersed in a world of clues and exhibits, fancying ourselves a modern- day Sherlock Holmes and Dr. Watson.


New York is famous for its museums. But you may never have heard of this one. Buried in a former industrial district of Brooklyn, its rich collection proudly displays more than 150 innovative products. Right next to the entrance, a red MoviePass card sits on the glass- protected shelf. The card, owned by someone named Joanna, is valid until October 2024 and allows its owner to watch one movie per day at a local cinema for only $9.95 a month. A few rooms further on, there is an all-in-one electronic card called Coin, designed to replace all other debit and credit cards. Nearby is a device combining a powerful game console with a phone, Nokia with its N-Gage. Next you see a device called Juicero that can produce a cup of freshly squeezed juice at the touch of a button. The museum also has a detergent named Persil Power with a special “accelerator” ingredient and a synthetic leather substitute known as Corfam from DuPont.


What do all these items have in common? They’re all failures. What else would you expect at the aptly named Museum of Failure? The Coin card was too bulky and buggy. Juicero lost its appeal when customers realized they could squeeze the juice from branded packets with their own hands. The detergent was so powerful that it destroyed not only dirt but also clothes. MoviePass turned out to be too popular as people watched far more movies than the company ever expected.


Many of the featured exhibits were funded by well- known VCs. Coin was backed by Y Combinator, Spark Capital, and Redpoint. MoviePass received capital from True Ventures and AOL Ventures. Juicero was backed by Google Ventures and Kleiner Perkins. As the museum’s guide app asks, “What were they thinking?”


We can guess that the investors were thinking about successful ideas that also could have failed. They thought about Fever (the app that led us to the museum), PayPal (which we used to pay for our tickets), and Uber (which got us there). Each of these inventions was created by a VC-backed company. Each became an extraordinary hit. And each could have ended up in the Museum of Failure. Failure is not an unusual outcome. In fact, it’s exactly what VCs expect. The failures are a feature of VC work, not a bug. Simply put, VCs don’t know in advance which ideas will fail.


The expectation of frequent failure defines the VC industry. Despite the Fab.com collapse, both major VC firms involved in the project, Menlo Ventures and a16z, attracted more funds from investors. And the founder, Jason Goldberg, successfully raised capital for his next startup, which might end up in the Museum of Failure— but it also might find its place in the VC hall of fame.



1.2
Swinging for the Fences


What makes VCs so resilient to failures and why don’t they sweat writing off investments? Your smartphone can help answer that question. Open your phone. Which ride- sharing app do you use? If you live in the US, it will likely be Uber or perhaps Lyft. If you are from other regions, the answer could be DiDi, Ola, or Careem. In our workshops for executives, we ask them to name the third most popular ride- sharing app in their region. Nobody can come up with an answer. The same holds for other categories. In each new vertical funded by VCs, one clear winner emerges, with a second player trailing, and nobody else in the running. This is not for want of trying. Dozens and dozens of ride- sharing startups were backed by VCs. Almost all failed. But a couple became home runs. Welcome to the land of the best and the rest.


In one industry after another, disruptive innovation and new business models separate home runs from afterthoughts. This holds true for more than technological industries. Starbucks has around 40 percent of all coffee shops in the US. Player number three? Twenty times fewer. VCs have always felt the pressure of the “best and the rest” principle, which is affecting larger and larger swaths of industries today. Including yours.


VCs have had more time to come up with mechanisms to survive and succeed in relentlessly competitive environments in which the winner takes everything (or almost everything). In Silicon Valley, the best startup is more successful than all the others in the same space combined, and the second best is more successful than all the rest combined. Since the fourth- ranked startup may not survive at all, the third could be infinitely better than all the remaining ones combined. Just look again at your smartphone apps.


Or look at the game of baseball, which gave us the concepts of home runs and strikeouts. Baseball fans expect home runs from their favorites, but the greatest home run hitters of all time, such as Alex Rodriguez and Reggie Jackson, were notorious for striking out. Since the live- ball era started in 1920, the ratio of strikeouts to home runs has remained stable at around 6.4. Interestingly, it took time for baseball pros to appreciate the importance of strikeouts. A generation ago, Eric Davis— viewed as one of baseball’s most talented players— had an initially tough time in the major leagues, all due to a strikeout rate of 24 percent, considered by experts as absurd. But in the 2019 season, when Pete Alonso broke a Mets rookie home run record, his strikeout rate of 26 percent, though higher than that of Davis, was not a concern. Strikeouts and home runs hit together.


VCs have adopted a home run approach. They expect to fail most of the time, but when they win, they win big. VC investors have come up with distinctive ways to manage failure, disruption, and uncertainty— the tricks that are becoming more useful to each of us with every passing day. In the unpredictable VC world, you simply can’t know who will win the race and who will lose. But you do know that only a select few will win. The rest will lose, sometimes spectacularly.


To truly appreciate the success-to-failure ratio VCs face, consider twenty typical early VC-backed startups, chosen at random. Of those twenty, most will fail, wiping out all investments. Investors often lose every penny in such hard landings, because startups tend to have very few if any tangible assets. Not much can be realized from selling offi ce chairs and desks. Occasionally, something of value is left over, such as patents, but more often, when the investment goes south, a very real possibility is losing one’s entire investment.


Some of those twenty startups will do well, though they won’t make the front page of the Wall Street Journal. On average, three or four of every twenty will return the original investment and perhaps produce a modest cherry on top. For example, Apple acquired Shazam, an application that can identify music, for about $400 million. The payoff provided a decent but not spectacular return to Shazam’s backers, who had infused $150 million prior to the acquisition.


Of every twenty startups, usually only one will become a runaway success story, providing a 10X or even a 100X return to VC investors (see Figure 2). This one 100X success will more than cover all the failures. VCs live and breathe for these home runs. This is why home runs matter for VCs and strikeouts don’t.
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Figure 2.
The impact of a 100X “home run” on the venture capital portfolio performance








The clearest way to see the “best and the rest” principle at work is to look at the most successful early-stage VC funds—those in the top 10 percent of all such funds. Suppose we remove from their portfolio the most successful investment each fund made. If you take out just one extremely successful startup, many of the funds that were outperforming nine out of every ten comparable VC funds suddenly become only a little better than the median. If we now go one step further and remove the second most successful startup in the portfolio, some of those top-performing VC funds start losing money for their investors.


To acquire the Venture Mindset, you first need to appreciate that VC success does not come from pure luck, as you might have thought. Successful VCs perform successfully again and again. Disruptive innovation is about outliers. It’s about outsized gains and asymmetric returns. In our everyday lives we are surrounded by averages: average returns, average performance, average ratings. But innovative ideas break the pattern. One day there is no Uber, WhatsApp, or Spotify, and just a few years later you can’t imagine your life without them. VCs systematically identify such breakthrough ideas and ignore the failed attempts. They care about the portfolio of ideas rather than individual bets. Corporations should do as well. How can one be persistently successful in a world full of failure? The first principle VCs employ is “home runs matter, strikeouts don’t.” Of course, VCs, like the rest of us, have sleepless nights. But their nightmares are different.



1.3
The Worst Nightmare of a Venture Capitalist


When we lead sessions on VC investments for people outside Silicon Valley, we often ask our audience this question: What do you think the biggest fear of VCs is? What is their most excruciating pain point? What gives them sleepless nights? Participants usually respond with an intuitive answer driven by their own experience: VCs fear making a bad decision by backing losers and losing their money. The traditional mindset prioritizes avoidance of failure.


For Silicon Valley VCs, it’s exactly the opposite. “If you invest in something that doesn’t work, you lose 1X your money. If you miss Google, you lose 10,000X your money,” said famed VC investor Bill Gurley, a partner at Benchmark Capital. As Alex Rampell, another highly successful VC at a16z, told us, “In the VC world, the errors of omission are much more damaging than errors of commission.”


If you back a lame horse, you lose your investment. As unfortunate as that is, the most you can lose is your investment. That’s the error of commission. However, if you walk away from a deal that could have landed you the best investment in your entire fund, or even your entire career, that is truly painful. Such a deal would have covered all your slowly accumulating losses in one brushstroke. “In the VC business model,” the founder of Floodgate VC firm Mike Maples tells us, “you have to think of risk not as chance of failure, but as a chance of an upside success.”


This asymmetric dynamic gives rise to a unique culture and mindset in the VC ecosystem that differs from most people’s approach to risk and failure. Many VC investors can recount with sadness an instance when they walked away from what turned out to be a once-in-a-decade success story. Many VCs even keep records of what they call their antiportfolio, or those companies they passed on that later became very successful. Bessemer Venture Partners, one of the oldest VC firms, even created a dedicated page on their website listing companies they decided not to invest in. Among their most notable misses are Apple, Airbnb, Google, FedEx, PayPal, and Zoom. But such a celebration of failures hasn’t prevented them from catching other big fish, such as Shopify, Twitch, LinkedIn, Pinterest, Yelp, and Skype.


David Cowan of Bessemer, who initiated the antiportfolio list, told us he was not proud of Bessemer’s failure to identify such great startups. But he is proud of being transparent about them. “If we can’t confess our mistakes,” Cowan told us, “how will we get better?” Of course, you have to have big enough hits to make up for such mistakes (or soon you won’t have a website on which to announce your failures!).


Mistakes are unavoidable and VCs admit they don’t know everything. “The blunders we profile in the antiportfolio,” Cowan explained, “help us not to repeat those same mistakes.” After a pause, he added, “Instead, we make new ones.”


So how do VCs hit the home runs? VCs do this by making relatively small bets and acknowledging up front that most of them will fail. Smart VCs know they cannot reliably pick winners. Instead, they spread their bets by diversifying. Diversification, of course, is nothing new; it’s a mantra for many investment advisers. But the diversification VCs pursue is of a different variety. VCs are betting on individual companies, not on the market as a whole. The VC strategy, then, is something we might call “meaningful diversification.” The bets are relatively small, but each bet, if successful, can meaningfully impact the return of the entire portfolio. But remember: to succeed with this strategy, you must accept many strikeouts before hitting a home run.


Most of us are trained to think that failure is not an option, and this mindset naturally restricts our willingness to take risks. VC investors think the opposite. They do more than diversify; they swing for the fences. They search for the deal with the 10X or 100X results that will compensate for the failures. When one is seeking incremental gains in a typical market— whether in the world of finance or a large corporation— this VC mindset is generally not useful and could even be dangerous. But when a company is seeking to achieve extraordinary growth and to leave its competition behind, when an industry is going through a disruption and new markets suddenly capture the old ones, the VC mindset is the only one that works. In this context, risk taking helps the early investor achieve a smashing success.



1.4
Innovate to Fail, or Fail to Innovate


The Venture Mindset has always been present in some corners of the corporate world, although its very existence can be fragile. In 2001, Dr. Geoff Nicholson, after thirty- eight years with the 3M company, decided to retire. You have almost certainly used one of his team’s inventions in your office or at home, even though it didn’t generate as much media buzz initially as the newly introduced iPhone did. We are referring to Post-it notes— those small, colorful pieces of paper that effortlessly stick to any surface but can be peeled off in a second. Today, the Post-it is a giant business for 3M, generating annual sales of more than $1 billion. To put that figure in perspective, it’s more than the monthly sales of Office Depot, the largest US brick- and- mortar seller of office supplies. It’s hard to believe that the success of the Post-it note could have been an accident. But it was.


It all started in 1968, when 3M was developing new ultrastrong adhesive at its central research laboratories for use in aircraft construction. A senior scientist accidentally created a weak, pressure- sensitive adhesive. To their chagrin, the scientists could find no practical use for their invention, so they filed it away in the “solutions without a problem” drawer.


Six years later, one of Nicholson’s colleagues, Art Fry, discovered a problem that this invention could resolve. When Fry was singing in his church’s choir, he bookmarked his hymnal with small pieces of paper, but they kept falling out. “Everybody else started singing and I’m still trying to find what page we’re on,” Fry explained. “So I’m looking over the guy’s shoulder next to me, trying to find the page.” Here was a situation where a sticky but removable piece of paper could solve a real problem. Fry decided to test sticky notes with some of his coworkers. To his surprise, everyone liked the product. His supervisor responded to Fry’s report about the invention by attaching a sticky note with comments on it! As Fry recalled, “It was a eureka, head- flapping moment!”


This story may lead you to conclude that the Post-it note represents invention-by-coincidence. And so it does, taken in isolation. But the Post-it was far from 3M’s only instance of developing innovative, out-of-the- box products. 3M started as a small mining venture (hence the name, Minnesota Mining and Manufacturing Company) and through success and failures became a global manufacturing giant. Its systemic management- level support and its culture of tolerance of failure certainly didn’t happen by pure luck. 3M director Richard Carlton even documented this corporate trait in an internal company manual in 1925: “Every idea evolved should have a chance to prove its worth,” he wrote. “If it is good, we want it. If it is not good, we will have purchased our insurance and peace of mind when we have proved it impractical.”


In this regard, Carlton (way back in 1925!) clearly had a Venture Mindset, and the company developed internal processes that applied it long before the modern VC era began. 3M explicitly encouraged risk and failure. This strategy paid great dividends— literally. The company has paid dividends to its investors for more than 100 years and has never reduced its dividends for more than 50 years. Wall Street calls such companies “dividend kings,” and only a few dozen companies qualify. Analysts have even called 3M an “invention machine.” 3M’s employees have come up with Scotch tape, Dobie cleaning pads, ACE bandages, and much more (3M has been granted more than 100,000 patents, in fact). Just as remarkably— perhaps even more so— the company has been enormously successful in commercializing these inventions. It used a revolutionary metric to measure “innovativeness” by setting a goal of earning 25 to 30 percent of all sales from products released in the preceding five years. Post-it notes themselves became widely used in brainstorming and design sessions, thereby becoming associated with the idea of innovation.


But eventually that tradition of innovation was abandoned. In December 2000, James McNerney, a General Electric veteran and a part of legendary GE CEO Jack Welch’s team, was appointed as 3M’s CEO, breaking the century- old company’s tradition of promoting from within. In his first days, he immediately focused on financial performance issues, bringing to 3M the cherished GE playbook, which mandates streamlining operations, trimming costs, and establishing financial discipline with an iron hand. McNerney immediately tightened controls, intensified the performance review process, and introduced the well- known Six Sigma program.


Six Sigma, which is lauded around the world for improving manufacturing processes and applied in a wide variety of industries, seeks to remove variability from a process. For example, if the number of defects or malfunctions in a manufacturing process is increasing, Six Sigma calls for addressing the problem immediately. It thereby achieves more predictable outcomes, because avoiding defects— which we might think of as failures— radically improves efficiency and thereby saves time and money. It’s not surprising that General Electric applied Six Sigma with great success in its manufacturing processes.


When 3M announced McNerney’s appointment, shareholders cheered the decision, believing that cost reduction should be an important goal for a new CEO. But does Six Sigma, squarely focused on reducing uncertainty and cost minimization, work in a creative, innovative environment? Some had doubts.


As Charles O’Reilly, Ilya’s colleague at Stanford, once noted, “If you take over a company that’s been living on innovation, clearly you can squeeze costs out.” In his first years as CEO at 3M, McNerney did exactly that. He cut capital expenses and started to control R&D expenses tightly. But that’s where the second part of Professor O’Reilly’s statement kicks in: “The question is, what’s the long- term damage to the company?”


Many stakeholders inside and outside 3M think the company lost its creative juices under McNerney’s leadership. Researchers Mary Benner and Michael Tushman concluded that 3M has not been the only casualty of such an approach. Their analysis of patents confirmed that programs such as Six Sigma, while leading to significant performance improvement, also create a radical shift from blue- sky work to incremental innovation.


This brings us to our critical observation: both the Venture Mindset and the Six Sigma approach have merits, but their usefulness in a particular setting depends on the goals. The cultural atmosphere and the organizational processes created by the VC mindset are productive when you need to encourage employees to come up with radically new products and ideas. Six Sigma, in contrast, works best in an environment of “known unknowns.” As Art Fry, who first came up with the idea of using the adhesive as a sticky bookmark, commented, “Innovation is a numbers game. You have to go through 5,000 raw ideas to find one successful business. Six Sigma would ask, why not eliminate all that waste and just come up with the right idea the first time?”


Perhaps tragically for the corporate world, the same word, “innovation,” is used to describe two types of processes: one that leads to the creation and smashing market success of the Post-it sticky note, and the other, like Six Sigma, that can achieve cost reductions in the manufacturing of existing products. Most of the time, the latter form of innovation works just fine. But there are times when this form of innovation can be detrimental.


The 3M story shows that the Venture Mindset in a large organization is not only fragile— it’s also exceedingly rare. When we look at a wide range of companies across an extended period of time, it’s obvious that 3M managed to survive for more than 100 years while pursuing a strategy starkly different from almost any other company. If we compare the list of Fortune 500 companies in 2022 and 1955 (the year when this famous list was published for the first time), we find that only about 10 percent of the original companies have been on the list every year, with 3M among the lucky ones. Today, companies are disappearing from this list faster than ever, usually replaced by much younger technology newbies. In 1958, the companies in the S&P index had been there for an average of 61 years; in 2012, the average was just 20 years. BlackBerry, Nokia, Sears— the list of recent disappearances is long.


There are plenty of reasons why well- established and successful companies tend to innovate less and launch fewer products as they grow older. One reason is that their processes and their culture become more similar to Six Sigma— designed to avoid failures, which are seen as defects to be eliminated. To reiterate, in many cases Six Sigma can be an exceptional management technique for driving costs down and efficiencies up, which often makes shareholders happy along the way. But in times of disruption and uncertainty, a company needs an openness to experimentation, which goes hand in hand with accepting failure.


One danger inherent in corporate life is that managers are incentivized to play it safe and avoid bold ideas. In the corporate environment, errors of commission loom much larger in the minds of decision makers than errors of omission. Executives are rarely fired for not pursuing promising initiatives, but they easily become scapegoats for failed projects. Failures are feared and remembered. Uninitiated projects that would have achieved a huge, asymmetric gain never show up on the balance sheet and are rarely retained in corporate memory. Therefore, managers would rather miss an opportunity by sticking with the status quo than take a risk and fail.


Here’s the lesson: set your organization goals thoughtfully. If the organization celebrates and pays bonuses only for successfully achieved targets, don’t be surprised by endless sandbagging and employees setting low- risk, easily achievable targets in the first place.


Let your people fail. Keep announcements of your successful and unsuccessful launches on the wall in your office. Set aside the budget for innovative bets like 3M sticky notes. Expect most of them to fail, but one or two may bring you a jackpot. Push your team members to come up with big ideas rather than business-as-usual ones. You can’t win big without placing bold bets.


The goal is not to win each time. The goal is not to miss the opportunity to win big at least once.


Once when Ilya was explaining the Venture Mindset to the CEO of a large company and some of his lieutenants, the CEO was suitably impressed by the VC failure statistics. Turning to the head of his corporate innovation unit, he asked, “And how many failures do we have?” He received this proud, somewhat patronizing reply: “Almost none. We are doing a really good job.” If the corporate innovation unit does not register or own up to a lot of failures, most likely its innovations are not very innovative. The sad truth is that many companies are intolerant of failure. To understand why, let’s become a fly on the wall and observe a typical corporate investment budgeting process.



1.5
For Everything There Is a Season


Traditional companies are typically well- oiled machines with planning processes that run as smoothly as a Swiss watch. This is especially true for approving new investments. The budgeting process normally requires submission of a detailed set of forward- looking financial metrics such as ROI (return on investment). Small projects are filtered out early on, as they are not considered large enough to merit discussion. Projects are then compared with one another, and the ones with the highest impact and the most impressive metrics are allocated a budget. The budgeting cycle typically occurs once a year, with quarterly updates. Once the budget is approved, it is rarely reshuffled during the year unless there are major external reasons to do so. Quarterly updates are often quiet meetings, with only minor deviations from the plan.


But aren’t the most experimental projects small fish at the time of their creation? Do the most innovative ideas even have metrics at the start? They tend to be rejected early on due to insufficient information, or they are easily criticized as not fully vetted. And they drive planning departments nuts with their unpredictable nature. A corporate budget allocation process is designed to protect companies from investing in projects that are too small or too unpredictable and that could become a complete flop in just a few months. Of course, for the VC mindset, these are exactly the opportunities to explore. This is why thinking like a VC is so unnatural for executives and managers at traditional companies. The projects are too small and risky, and they may require immediate and abrupt interventions to pivot quickly. Traditional corporate organizations are just not set up to do that.


Being risk- averse while carefully husbanding company assets is not a sin. And being diligent with capital and resources is a responsibility of senior management. Corporate mechanisms are designed to protect shareholders, and often protecting shareholders means avoiding failures, particularly costly ones. Consider, for example, how Procter & Gamble (P&G) persuades customers to buy its blades or detergent each year. Launching a new variation of a blade or detergent is a very systematic, organized process with laser- focused testing, pricing models, and focus groups. Or take Intel, a large chip manufacturer. Intel’s new $20 billion chip factory can’t be treated as a gamble; rather, it goes through a robust budgeting and investment process, as it should. What these examples have in common is that they face known unknowns: the market environment is predictable, the company knows its consumers, and each modification of a product is an incremental variation, even if it costs $20 billion.


This process presages serious trouble, however, during more turbulent times when tectonic industry shifts are happening. In this context, masterfully avoiding failures and minutely careful planning can become a curse, not an advantage. It’s difficult for traditional companies to shift gears. While they are playing it safe, smaller, more risk- tolerant players— often backed by venture capital, and not accountable to public shareholders— are developing new ways to seize emerging market opportunities. Many of their attempts fail— indeed, some of the companies themselves may fail— but some will succeed. The ones that do will begin to diminish the market power of an incumbent and disrupt its business model.


This is exactly the story of brick- and- mortar bookstore chains such as Borders, which was crushed by Amazon’s entry into online bookselling. Borders was the second- largest US bookstore chain around the turn of the millennium, and it didn’t expect such a dramatic punch from a small technology startup in Seattle. But that initially insignificant startup ultimately forced Borders to close all its stores and file for bankruptcy. The same story has been repeated again and again, in one industry after another. Google and Netflix disrupted traditional media and advertising titans. Skype and later Zoom challenged telecommunication incumbents. One reason corporate leaders should continue reading this book is that, sooner or later, there will be an Amazon in their industry. Maybe it’s already lurking in a Silicon Valley garage, or somewhere on the West Coast, or in a small office in Berlin or Shanghai.



1.6
Every Unhappy Firm Is Unhappy in Its Own Way


What does it take for a company to be set up for home runs and countless unavoidable failures? Often, when we speak to corporate leaders, we start with a few simple questions. Does your organization regularly make aspirational and bold bets to deliver an outsized impact? Does it have a portfolio of ideas to diversify risks? And does the company have mechanisms to regularly defund and close initiatives that don’t work? Each of these elements is crucial; leaving out any one of them may prevent a company from harnessing the power of failure. Here are three pitfalls to avoid:


Don’t play it too safe


What if you make bets, but only within your comfort zone? They are not risky and bold enough. Playing it too safe is one of the major flaws we observe. Many executives, on hearing the words “bets” or “experiments,” immediately point to A/B tests or to a few test locations where they are introducing new technology or devices. To be sure, A/B tests can be useful. When the New York Times A/B tests its headlines and discovers that one attracts three times as many readers for the same article as another, that’s a significant result editors can use going forward to optimize the delivery of the company’s product to its customers. But although A/B tests do qualify as experiments, they’re nonetheless examples of incremental innovation, analogous to P&G focus- grouping a new blade or 3M testing a new color of Post-it notes in a handful of select markets. You need to be making bolder, riskier plays than you think.


Don’t bet the farm


What if you make a bold bet, but it’s the only one the company is making? A second flaw we regularly observe is all-or-nothing behavior among large companies, in striking contrast to the VC principle of diversification with many small bets. In a typical scenario, a senior corporate leader searches for one big idea and finally, after long consideration, decides to go “all in,” placing all the chips on that idea and rolling the dice. But winning big does not always require betting big.


Business schools are full of case studies in which companies pursue a single, big, bold bet that makes it hard for them to pivot later. When Airbus committed itself to designing and building the world’s largest passenger airplane, the A380 superjumbo, its executives probably expected to win the jackpot. The A380 was supposed to become the eighth wonder of the world. Unfortunately, it instead became a textbook case of a company putting all its eggs in one basket, as well as a dramatic fiasco that cost the European consortium more than €25 billion (compared to the initial budget of less than €10 billion!). The aircraft faced multiple delays and significant cost overruns, and by the time it was finally ready, nearly twenty years later, almost no airline wanted to buy it. In the years since the project was undertaken, air travel had undergone a fundamental paradigm shift, as passengers preferred direct flights rather than going through large airport hubs. The airlines that Airbus had expected to become the A380’s customers instead turned to Boeing’s much smaller, more fuel-efficient, and budget- friendly 787 Dreamliner. Like at Airbus, quarter after quarter, executives often continue to throw good money after bad, driven by a “failure is not an option” mindset combined with an all-or-nothing mood.


In our daily lives, we subconsciously understand that making many small bets is a safer strategy than making a single big one. We can wait, see the results, then pick a potential winner and shift our chips toward a promising alternative. However, applying the same approach in a corporate setting is challenging, for many reasons. It is easier to focus on one initiative than to juggle multiple ones. It’s much easier to secure a budget for a single, shiny project than to allocate funding for a portfolio of smaller ideas. As a result, executives often bet their careers on a single idea. Companies do too, sometimes beyond the point of no return. Compare this to the VC mindset, where you are not pretending that you know the future winner, but you always remain in a “see and learn” mode.


Weed your garden of ideas regularly


What if you built a stream of ideas and had myriads of them floating around? Sadly, this won’t work either. A common flaw is to “let a thousand flowers bloom,” or simply to keep too many bets in the portfolio without killing unsuccessful ones and therefore not committing sufficiently to any one of them. This is almost the opposite of the all-or-nothing flaw, in which a single “Manhattan Project” sucks up all of a company’s resources and attention. In this case, innovative ideas get just enough funding to entertain their creators within a corporate environment, but not enough to have any impact.


Too many ideas may distract and disorient the management. Lego is now a well- studied example of a company that at some point had too much innovation going on. Ideas were launched one after another, from theme parks to digitalizing every single Lego element and a McDonald’s Happy Meals partnership, to TV shows and new characters and even a buildable action figure, Galidor. One thing was missing, though: the focus. By 2003 the company was in trouble, and the new leaders were brought in. Their first action was to establish a disciplined approach to innovation. Discipline was the first step that revitalized almost a century- old Lego that became known as “the Apple of toys.”


It’s easy for a startup founder with a bunch of recent grads in a garage to say, “Fail fast, fail often.” It’s not so easy if you lead a large, established organization. This is why avoiding these three pitfalls is critical. It’s important to know how to fail without wrecking yourself.


To become an innovation champion, you may have to become a failure champion first.



1.7
Failure Champions, Home Run Hunters


Fifty adults in their forties and fifties stand up and raise their hands. All are successful. Many are senior executives of large global companies. Then, one by one, with smiles on their faces, they shout, “I failed!” The whole room is filled with repeated exclamations of “I failed!” This is not a meeting of a religious sect or a self- blaming exercise. Rather, it’s the beginning of a famous Stanford improvisation class taught by Dan Klein. The exercise allows our bodies and minds to accept the notion of failure, even if in a childish way. Each human being is afraid of failure, as we are trained by our nature and society to avoid mistakes and danger. Additional effort is needed to unwind this logic and acknowledge that high risk (including failure) is a natural side effect of high rewards.


Changing the organization is much harder than making people raise hands in class. By now, you may have concluded that there are too many systemic hurdles preventing large, established organizations from being as flexible and innovative as smaller companies and VCs. However, with appropriately designed processes, companies should in fact have a much higher chance of success than startups. Startups are like small standalone experiments that may or may not succeed. Each startup team has limited resources, and there are many ways for a startup to fail. If it runs out of money before finding a fit between its product and the market, the startup will fail. If the product doesn’t make it to market, the startup will fail. If the founders can’t attract talented employees, the startup will fail. Startups bet everything on an often slim chance of success. Larger organizations, on the other hand, have enough resources to play the innovation game. They can run many startup experiments. They have the resources, talent, and customers to experiment, and they can survive many failures. As we’ve seen, most companies don’t use this paradigm, because it runs afoul of their corporate nature. But some do.
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