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The Future of 
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Early signs of disruption 

suggest how the industry 

may be reshaped 
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Innosight is a growth strategy firm co-founded by Harvard Business School Professor, Clayton Christensen. Since 2000, we have helped our clients harness the theory of

disruptive innovation to turn existential threats into compelling growth opportunities. We enable companies to imagine and build new ways to grow, both in their core

businesses and in markets that don’t yet exist.

The perspective shared on the following pages consists of an outside-in perspective on the changes in the venture capital industry. The viewpoints stated in the document

are highly directional and should not be construed as investment advice or an endorsement of any kind. These perspectives and viewpoints are as of the date of this

report and are subject to change; we assume no obligation to update or otherwise revise these materials.

This document is for general background purposes only and does not constitute an offer of, or an inducement for any person to enter into an agreement to acquire,

securities in any entity or to enter into any transaction. Observations and market analysis contained herein, including data provided by third party analysts and

independent researchers or consulting groups, should not be considered investment advice, or an endorsement of any investment strategy. To the extent that this

document or any attachment or appendix contains such references, or references to past performance of investment vehicles, investments or markets, or investment

strategies, we caution that past performance is not necessarily a guide to future performance. We further caution that any expectations of future returns or investment

models referred to in this document require us to make assumptions about future economic and operating conditions of markets and investments and are subject to risks

that those assumptions will not be met and the expected returns will not be achieved.

We obtained the industry, market and competitive position data used throughout these materials from surveys or studies conducted by third parties, industry or general

publications and our own internal estimates and research. Surveys and industry publications generally state that they have obtained information from sources believed to

be reliable, but do not guarantee the accuracy and completeness of such information. While we believe that each of these sources is reliable, we have not independently

verified such data, and we do not make any representations as to the accuracy or completeness of such information. Similarly, we believe that our internal estimates and

research are reliable, but they have not been verified by any independent sources.

We do not recommend or advise, nor do we intend to recommend or advise, any person to purchase or sell securities and no one should rely on any statements made in

this report to purchase or sell, or to consider purchasing or selling, securities. We do not assume any liability for any loss that may result from any reliance on the

information, ideas, analysis, projections, predictions or discussions that are presented in this report.

The underlying research was funded by Hatcher+, a data-driven VC firm, referenced within this report.

Disclaimers
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VCS PROVIDE CAPITAL RAISED FROM THEIR POOL OF INVESTORS TO ENTREPRENEURS WITH PROMISING IDEAS

INVESTORS Venture Capital Firms START-UPS
Provide capital for the venture fund

Gain investment returns after firm exit Issue equity or future rights in the firm

Provide required capital funding

The venture capital industry plays a critical role in the innovation ecosystem

$160B
Annual capital invested 
worldwide in 2019, 13x 

from 20102

$754B
Total funding into 

venture capital since 
20092

77,226
Venture Capital deals 

since 20092

$13M
Average deal size 

since 20092
Leading global VC 

investor by number of 
transactions in 20193

Vision fund is the 
largest venture capital 

fund4

RECENT INDUSTRY SNAPSHOT
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OBJECTIVE
“Achieve a higher investment return 

than the public market equivalent”

OBJECTIVE
“Access the necessary funding to 

develop promising new business ideas”

Venture capital firms act as an effective allocation mechanism

$72B
VC funding in N. America, 

Asia & Europe in Q3 
2020, a new record1

https://www.cbinsights.com/research/report/venture-capital-q3-2020/
https://www.cbinsights.com/research/report/what-is-venture-capital/
https://www.statista.com/topics/4724/venture-capital-worldwide/
https://www.wsj.com/articles/how-much-is-the-worlds-largest-tech-fund-worth-to-softbank-1525866666
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Powerful incumbents still control the vast amount of funds in VC
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74%

16%

14%

18%

12%

66%

<$250M >$500M$250M- $500M

12% OF VCS IN THE U.S. ACCOUNT FOR 66% OF THE TOTAL CAPITAL RAISED IN 20181

RECENT EXAMPLES

Raised $1.85B in 2018 for its 10th fund, its 
largest fund to date6

Raised $2.3B in capital commitments 
across three funds in March 20205

Raised $4.2B across 3 funds globally in 
April 20204

Raised $7.2B for new funds to deploy in 
China, India and the U.S in July 20203

% Breakdown of US 
Venture Firms 
(By Number)

% Breakdown of US 
Venture Firms 

(By AUM)

Sources: Crunchbase1, Techcrunch2, WSJ3, Forbes4 , Forbes5, WSJ6
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Raised $3.6B in March 2020 bringing its total 
capital under management to nearly $24 billion2

Raised $7.5B recently from two separate 
funds; one was raised in January 2021 and 
the other was closed a year before2

https://news.crunchbase.com/news/there-are-more-vc-funds-than-ever-but-capital-concentrates-at-the-top/
https://techcrunch.com/2021/01/14/tiger-global-is-raising-a-new-3-75-billion-venture-fund-one-year-after-closing-its-last/
https://www.wsj.com/articles/sequoia-capital-sails-through-fundraising-to-close-on-7-2-billion-11594076043
https://www.forbes.com/sites/alexkonrad/2020/04/09/vc-firm-lightspeed-raises-4-billion/#5d7b87213be0
https://www.forbes.com/sites/stevenbertoni/2020/03/30/venture-capital-firm-general-catalyst-raises-23-billion-amid-coronavirus-crisis/?sh=6f433a166ed4
https://www.wsj.com/articles/bessemer-venture-partners-raises-1-85-billion-fund-1540442339
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Several factors enable incumbents to maintain their position
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FUNDRAISING SUPPORTING

Getting quality 
deal flow

Negotiating 
terms

Strategic and 
operational advice

SOURCING

Fundraising from 
investors

EXITING

Finding a 
path to exit  

Choosing the 
startups to invest in

SELECTION NEGOTIATION

Conducting due diligence 
before disbursing capital

DILIGENCE

REASONS FOR TRADITIONAL VCs MAINTAINING THEIR STRONG POSITION

TRACK RECORD AND JUDGEMENT
Consistent top-tier returns allows these 
VCs to raise funds from more investors

SUPERIOR ADVICE AND EXPERIENCE
Ability to provide strategic and operational 
advice to help founders grow their business

NEEDLE-MOVING RESOURCES
Ability to provide non-monetary resources 
such as access to top startups in portfolio 
and connections with corporations

THE VC VALUE CHAIN IS DEEPLY INTEGRATED AND RELIES ON HUMAN RELATIONSHIPS, PATTERN RECOGNITION AND JUDGMENT

INTEREST FROM ENTREPRENEURS
Startups get tremendous “signal value” 
from being associated with the top VCs

TOP-TIER BRAND
Strong reputation and legacy built 
by prominent General Partners 

RICH DEAL FLOW PIPELINE 
Access to a large number of start-ups 
related to the relevant investment thesis

Sources: Innosight Analysis
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The venture capital industry is facing four key shifts
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• Increase in access for corporates 
and family offices to VC

• Lower barriers to entry for start-
ups due to ubiquitous  
technology

• Increase in start-ups 
bootstrapping their business or 
securing alternate sources of 
financing

Entry of new investors and
start-ups 

500%
surge in CVC deals by financial 
services firms from 2014 through 
Q3 2019.1

10%
of overall portfolios of ultra-high net 
worth families are VC investments 
according to a 2020 survey.2

Significant capital being poured 
into Venture Capital

Diversity of investments both in 
type and geography

Use of data, AI and automation 
in venture investments

• Low interest rate leading to 
dramatic increase in dry 
powder in PE/VC

• Public IPOs increasingly being 
replaced by privately funded 
“mega rounds”

• Increased capital inflow into 
micro-VCs and nano-VCs

• Rise in oversubscribed 
funding rounds

• Growth in VC activity in 
emerging economies including 
China, India and Latin America, 
Africa and South-east Asia

• Increase in priority of ESG 
investing

• Increase in awareness of 
gender and diversity gaps in VC 
funding

• Exponential rate of data 
generation

• Growth in big data and 
advanced analytics

• Increase in automation of 
traditional manual VC tasks

• Rise in use of AI for making 
venture investment decisions 

$1.48Tn
in dry powder in PE at the end of Q2 
2020. The VC dry powder was $276 
billion in 2019E.3

3x
more capital raised by tech firms 
through private placements than IPOs 
since 2014.4

73%
of VC funds stated that ESG criteria 
play a role in their investment 
decisions according to a 2020 survey.5

$27.4Bn
venture capital activity in emerging 
markets in 2019, double compared to 
2014.6

~56%
firms plan to integrate AI into 
investment processes according to a 
Thomson Reuters survey.7

86%
of respondents believe data is important 
when evaluating investment opportunities 
according to a Pitchbook survey.8

DEMOCRATIZATION DEAL-GROWTH DIVERSIFICATION DIGITIZATION

Sources: CNBC (CB Insights)1, Forbes2, WSJ (Preqin) Preqin3, Forbes4, European Investment Fund5, Crunchbase6, Thomson Reuters7 , Pitchbook Survey8 
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https://www.cnbc.com/2019/12/10/corporate-venture-capital-deals-hit-record-as-banks-invest-in-fintech.html
https://www.forbes.com/sites/francoisbotha/2020/08/20/6-family-office-trends-in-direct-and-venture-capital-investment/?sh=3ce247654d68
https://www.wsj.com/articles/venture-firms-dry-powder-reaches-record-level-11578571201#:~:text=Dry%20powder%2C%20or%20cash%20that,according%20to%20data%20provider%20Preqin
https://www.preqin.com/Portals/0/Documents/About/press-release/2020/July/PEVC-Q2-2020.pdf?ver=2020-07-08-154129-593
https://www.forbes.com/sites/rkulkarni/2018/09/04/are-private-ipos-replacing-traditional-ipos/#aae8f7c1f6e2
https://www.eif.org/news_centre/publications/eif_working_paper_2020_63.pdf
https://news.crunchbase.com/news/report-2019-was-a-record-year-for-vc-funding-in-emerging-markets/
https://www.thomsonreuters.com/en/press-releases/2018/june/half-of-institutional-investors-expect-to-rely-more-heavily-on-ai-to-help-inform-investment-decisions-in-next-5-10-years.html
https://www.prnewswire.com/news-releases/pitchbook-survey-finds-only-38-of-venture-capital-investors-currently-use-data-to-source-and-evaluate-all-investments-opportunities-300795503.html


© 2021 Innosight Consulting, LLC and/or its affiliates

Early warning signs of disruptive threats to the VC industry are emerging
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DISRUPTIVE PATTERNS* ARE BEGINNING TO EMERGE IN THE VENTURE CAPITAL INDUSTRY AND NON-TRADITIONAL 
PLAYERS FUELED WITH CAPITAL ARE RAPIDLY ENTERING WITH NEW BUSINESS MODELS AND TECHNOLOGY

Decreases in customer (investor) loyalty, 
driven by overshooting1

LOWER HIGHER No strong evidence or observations of incumbents overshooting investor needs but 
investors are less loyal to single funds and participating in fund of funds.1

Significant and lasting increase of capital 
inflows2 Increasing number of new venture capital firms and funds, including the rise of mega-

funds, and greater participation by the broader ecosystem in the VC industry.2

LOW HIGH

Policy changes open the door to new 
entrants3 Easing regulations, simplified rules and lower barriers to investors are opening the door 

to an increasing number of funds and participants.3

FEW MANY

Entrants emerge at the low-end or market 
fringes with seemingly inferior solutions4

FEW MANY Novel investment approaches by smaller and newer VCs are emerging (e.g., smart-beta, 
predictive AI, venture debt financing, crowdfunding and ICOs).4

Customer (investor) habits and preferences 
show signs of shifting5

SMALL SHIFTS BIG SHIFTS Relatively new investors are entering the VC space (e.g., HNWI,  CVCs) with different 
objectives. New offerings, such as VaaS, are helping them to get more actively involved.5

A viable competitor fine-tunes a disruptive 
business model6

FEW MANY Incumbents are exploring newer models and approaches to stay competitive (e.g., 
leveraging startup founders to source deals, partnering with consulting firms etc.).6

Decreasing revenue growth (fund fees)
coupled with increased profit margins7

SMALL SHIFTS BIG SHIFTS Capital continues to flow into VC funds driving increasing revenues (fees). However, investors 
may look for cost-effective ways to get involved in VC (e.g., AngelList Access Fund with 1% fees).7

Sources: Innosight Analysis, Private Equity International1, Crunchbase FT 2, Bloomberg Reuters New York Times3, Forbes4, Barrons5 , Forbes6 , HBR Kauffman Foundation7

Note*: Disruptive Innovation fundamentally transforms markets typically through a combination of business model innovation and new technologies to make complicated problems simple and expensive propositions affordable.

https://www.privateequityinternational.com/funds-funds-relevant-ever/
https://news.crunchbase.com/news/there-are-more-vc-funds-than-ever-but-capital-concentrates-at-the-top/
https://www.ft.com/content/9047106c-cb55-11e8-b276-b9069bde0956
https://www.bloomberg.com/news/articles/2017-02-15/singapore-plans-to-ease-vc-rules-to-promote-startup-financing
https://www.reuters.com/article/us-china-market-vc/china-eases-venture-capital-divestment-rules-to-aid-virus-hit-economy-idUSKBN20T24Y
https://www.nytimes.com/2020/01/30/business/economy/volcker-rule-banks-venture-capital.html
https://www.forbes.com/sites/cognitiveworld/2019/05/02/data-driven-vcs-who-is-using-ai-to-be-a-better-and-smarter-investor/?sh=60d7a88c1d34
https://www.barrons.com/articles/big-corporations-are-rushing-into-venture-capital-that-may-not-be-a-good-thing-51582936617
https://www.forbes.com/sites/alexlazarow/2020/05/13/venture-capital-has-a-lot-to-learn-from-fintech/?sh=53d58b874fa2
https://hbr.org/2014/08/venture-capitalists-get-paid-well-to-lose-money
https://gigaom2.files.wordpress.com/2012/05/vc-enemy-is-us-report.pdf
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Challenger VCs are tapping on new tools and approaches
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FUNDRAISING SUPPORTING

Getting quality 
deal flow

Negotiating 
terms

Strategic and 
operational advice

SOURCING

Fundraising from 
investors

EXITING

Finding a 
path to exit  

TRADITIONAL 
APPROACH

NEW TOOLS Platforms to instantly 
contact and connect 

with companies2

Marketplaces for 
pre-IPO equity to 
facilitate exits for 

shareholders7

Choosing the 
startups to invest in

SELECTION NEGOTIATION

Finding the most 
effective leads and 

actionable 
opportunity areas to 

pursue3

Tools to help new 
VCs fundraise and 
manage their LPs1

Capitalization table 
management, 
valuation and 

generating terms4

Targeted on-
demand expertise 

across startup 
issues6

Conducting due diligence 
before disbursing capital

New ways to do 
technical due 

diligence through 
automation or 
expert support5

DILIGENCE

THE BARRIERS TO ENTRY ARE REDUCING FOR CHALLENGER VCs AS THEY ADOPT NEW TOOLS AND APPROACHES

Sources: Foresight Visible1, Pitchbook Tracxn Affinity2 , Crunchbase CB Insights3 , WSGR Captable.IO Carta4 , Rocket DAO Penguin Formula5 Profinder Clarity6 , Equityzen7

ILLUSTRATIVE EXAMPLES

https://foresight.is/learn/fundraising
https://visible.vc/fundraising/
https://pitchbook.com/solutions/deal-sourcing
https://tracxn.com/
https://www.affinity.co/
https://www.crunchbase.com/
https://www.cbinsights.com/
https://www.wsgr.com/en/services/practice-areas/corporate/emerging-companies.html#term-sheet-generator
https://captable.io/
https://carta.com/
https://business.linkedin.com/grow/profinder
https://rocketdao.io/about
https://www.penguinformula.com/technical-due-diligence-solution/
https://business.linkedin.com/grow/profinder
https://clarity.fm/browse/raising-capital/venture-capital
https://equityzen.com/
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New breeds of firms are emerging across several parts of the value chain
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DIFFERENTIATING MODELS ACROSS THE VALUE CHAIN SPECTRUM

• Partnering with 
accelerators to source 
deals

• Developing proprietary 
platforms to support in 
deal origination

• Automating the 
process of due 
diligence

• Tagging and tracking 
of due-diligence 
metrics 

• Investing in a broad 
diversified pool of startups 
through AI scoring

• Using benchmarking tools 
to track company 
performance 

• Leveraging co-investor 
analytics to track 
performance of other VCs

• Leveraging partner 
accelerators to support start-
ups

• Using AI-based recruiting 
platform to track top 
engineers, data scientists, 
business leaders

• Developing software 
platforms that assists in 
syndication and portfolio 
support

• Raising capital through 
non-traditional routes 
such as ETNs

• Raising funding by 
leveraging asset 
tokenization

Getting quality 
deal flow

Strategic and 
operational advice

Fundraising from 
investors

TRADITIONAL 
APPROACH

Choosing the 
startups to invest in

Conducting due diligence 
before disbursing capital

NEGOTIATION 

FUNDRAISING SUPPORTINGSOURCING SELECTION DILIGENCE

EXITING

Sources: Medium 1, 2, 3, Techcrunch, Entrepreneur, Forbes, Company Websites

NEW BUSINESS 
MODELS

ILLUSTRATIVE EXAMPLES

https://medium.com/startup-grind/the-most-innovative-venture-capital-firms-baba2d5a7b38
https://medium.com/hackernoon/winning-by-eating-their-own-dogs-food-83-venture-capital-firms-using-data-ai-proprietary-da92b81b85ef
https://medium.com/redstone-bridging-the-gap/bridging-the-gap-introducing-redstones-vc-as-a-service-model-28b200b8912
https://techcrunch.com/2018/08/28/from-humble-beginnings-645-ventures-founders-find-validation-in-new-40-million-fund/
https://www.entrepreneur.com/article/345866
https://www.forbes.com/sites/cognitiveworld/2019/05/02/data-driven-vcs-who-is-using-ai-to-be-a-better-and-smarter-investor/?sh=1076ce501d34
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DIY Toolkits and fundraising support

Revenue and profit sharing for founders

Access to corporates and leading experts

New value propositions are catering to shifting stakeholder needs
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I N V E S T O R SV E N T U R E  F I R M S E N T R E P R E N E U R S

Sector specific or thematic VCs 

Pre-idea and team focused

Emergence of CVCs

Crowdfunding or alternate investments

Predictable, index-fund style returns

Venture capital as a service (VaaS)

Sources: Innosight analysis, CauseArtist, VentureBeat, Medium 1, 2, Techcrunch

NOTABLE EXAMPLES

Founder Club

https://www.causeartist.com/changing-the-world-through-social-impact-investing/
https://venturebeat.com/2017/08/07/get-ready-to-see-more-sector-specific-venture-firms/
https://medium.com/greenroom/here-are-the-top-corporate-venture-capital-funds-every-founder-should-know-about-2fb922899653
https://medium.com/hackernoon/winning-by-eating-their-own-dogs-food-83-venture-capital-firms-using-data-ai-proprietary-da92b81b85ef
https://techcrunch.com/2021/01/11/flexible-vc-a-new-model-for-startups-targeting-profitability/
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VC firms of the future will move further from the traditional model
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CLOSER TO TRADITIONAL VC MODEL FURTHER FROM TRADITIONAL VC MODEL

Traditional VCs 
who adopt new 
business models 

and technology in 
venture investing

SUPERCHARGED 
INCUMBENTS

SPECIALIST 
VCs

VCs offering  
niche 

specialization 
(B2B SaaS, social 

impact) and  
value-add 
services

SUPER 
ANGELS

Angel investor(s) 
who have 

become more 
sophisticated and 
professionalized 
their operations

VENTURE 
STUDIOS

VCs that invest 
resources in creating 

start-ups from the 
ground up based on 
an outlier team or 

pre-identified 
opportunity areas

VENTURE AS A 
SERVICE

VaaS for 
organizations and 

individuals to 
empower them 
to launch their 

own fund

INDEX-STYLE 
VCs

VCs who have a 
large global 
diversified 

portfolio of private 
investments into 

startups

AI-POWERED 
VCs

VCs for which 
investment 

decisions and 
other value-add 

services are 
driven by AI

VC FIRMS OF THE FUTURE WILL ADOPT DIVERSE STRATEGIES, BECOME INCREASINGLY ACCESSIBLE 
TO DIFFERENT INVESTORS AND BECOME MORE DATA-DRIVEN
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Disruptive VCs must answer three questions
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1

2

3

Does the solution make it more simple, convenient, 
accessible or affordable for people to address a 
problem that matters to them?

Does the solution feature a difficult-to-replicate 
technological core?

Does the solution involve a business model 
that looks structurally unattractive to 
incumbents?
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Assessment of the models through our lens on disruption

13

SUBJECTIVE AND DIRECTIONAL

1
Does the solution make it more 

simple, convenient, accessible or 

affordable for people to address 

a problem that matters to them?

2
Does the solution feature 

a difficult-to-replicate 

technological core?

3
Does the solution involve a 

business model that looks 

structurally unattractive to 

incumbents?

SUPERCHARGED 
INCUMBENTS

SPECIALIST 
VCs

SUPER 
ANGELS

VENTURE 
STUDIOS

VENTURE AS A 
SERVICE

INDEX-STYLE 
VCs

AI-POWERED 
VCs

ASSESSMENT →

Traditional VCs will 
not lead the industry 

down a disruptive 
path as they are not 

operationally 
structured or 

incentivized to do so. 
The most adaptable 

incumbents will 
respond by leveraging 

tried-and-tested 
technology and 
adapting their 

business model to 
resist challengers.

Specialist VCs will 
increase accessibility 

by catering to a 
growing range of 

investors and 
entrepreneurs by 
focusing on niches 

(e.g., ESG 
investments). They 

will stay competitive 
by adapting their 
technology and 
business model.

Super Angels will 
become increasingly 
sophisticated, create 

more cohesive 
networks globally and 

use off-the-shelf 
technology which will 

make them more 
competitive to 

traditional VCs. As this 
is a fragmented 

group, there will be 
many different 

business models that 
appeal to different 

types of investors and 
entrepreneurs.

Venture Studios will 
simplify and 

systematize the 
process of creating 

new ventures which 
will create a more 

competitive startup 
ecosystem. They will 
continue to provide 
differentiated talent 
to address market 

gaps and are unlikely 
to create 

differentiated 
technology.

By virtue of their 
model, VaaS providers 

will expand 
accessibility by 
bringing more 

organizations into the 
entrepreneurial 

ecosystem. They may 
build proprietary 

technology for their 
clients. The market 

will become 
increasingly 

fragmented and some 
traditional VCs will 

offer this service if the 
economics are 

attractive.

These players will 
make the process of 

investing simple, 
convenient and 

affordable compared 
to alternatives 

thereby 
democratizing access. 
The technology itself 
will be replicable as 
analogies already 

exist in public 
markets. Fees will be 

a fraction of what 
incumbents earn 

making this model 
highly unattractive for 

them to adopt.

This model relies 
heavily on data 

processing, 
automation of the VC 

value chain, and 
AI/ML algorithms that 

are sophisticated in 
ways that codify 

human judgment. This 
technology leverage 
will empower clients 
to create customized 
portfolios and enable 
lower fees (which are 

unattractive to 
traditional VCs).

Lowest threat to incumbents Highest threat to incumbents
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The VCs that will thrive will be the ones most responsive to change

14Sources: Innosight Analysis

To succeed in the long run, challengers VCs should do the following:

1. Build a track record of strong and predictable returns

2. Create proprietary data and differentiated technology that is 
hard to replicate

3. Cater their economics (fees, carry and financing models) to 
appeal to different investors and startups

4. Validate that their models are sustainable and scalable

To succeed in the long run, incumbents should explore the following:

1. Translate human judgement and intuition to a repeatable and 
systematic process

2. Adopt new technology such as AI / ML to source and analyze deals

3. Pay attention to non-traditional investors that are increasingly 
important in the venture ecosystem

4. Leverage their resources, connections and global portfolio of 
startups to catalyze cross-learning 

In the end, a strategy is nothing but good intentions unless it’s 
effectively implemented.

– Clayton Christensen

The best strategy is a balance between having a deliberate 
one, and a flexible, or emergent strategy. 

– Clayton Christensen

1

2

3

4

1

2

3

4

INCUMBENTS MUST ADAPT THEIR EXISTING BUSINESSES CHALLENGERS MUST PROVE THEIR NEW MODELS 

AS NEW MODELS MATURE, WE EXPECT THEM TO CO-EXIST AND EXPAND THE OVERALL VENTURE 
CAPITAL ECOSYSTEM FOSTERING NEW INNOVATIONS ACROSS THE GLOBE
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About Innosight and the Authors
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Innosight is a strategy and innovation consulting firm that helps organizations manage strategic

transformation. Now a member of the Huron Consulting Group, we work with leaders to create

new growth strategies, accelerate critical innovation initiatives, and build innovation capabilities.

Discover how we can help your organization navigate disruption at www.innosight.com.

Contact us at inquiries@innosight.com
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The concept of disruptive innovation
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The concept of disruptive innovation was identified by Harvard Business School Professor and Innosight co-founder Clayton Christensen.
His research highlighted a paradox: in certain circumstances, market leaders would fail by doing everything they were supposed to do.
Christensen’s research highlighted two categories of innovation strategies. Sustaining innovations move along an established
improvement trajectory by making products or services better along dimensions that historically mattered to the mainstream of the
market. Disruptive innovations redefine performance by intentionally trading off performance along dimensions that historically
mattered in favor of better performance on historically overlooked dimensions such as simplicity, convenience, or price. According to
Christensen, disruptive innovation is the process in which a smaller company, usually with fewer resources, is able to challenge an
established business (“incumbent”) by entering at the bottom of the market and continuing to move up-market. This process usually
happens over a number of steps:

Disruptive innovations expand access and affordability by making complicated problems simple and expensive propositions affordable. 
Disruptive innovations drive democratization of markets by overcoming barriers that historically consigned consumption to those with 
expertise, specialized skills, or sufficient wealth.

Christensen’s research showed that historically incumbents would win battles of sustaining innovation. Sometimes they would be slow to 
respond to a technological change, but they ultimately would marshal the resources to respond.

Source: Innosight, Harvard

Incumbent businesses innovate and develop their products or services in order to appeal to their most demanding and/or 
profitable customers, ignoring the needs of those down-market.

Entrants target this ignored market segment and gain traction by meeting their needs at a reduced cost compared to 
what is offered by the incumbent.

Incumbents don’t respond to the new entrant, continuing to focus on their more profitable segments.

Entrants eventually move upmarket by offering solutions that appeal to the incumbent’s “mainstream” customers.

Once the new entrant has begun to attract the incumbent business’s mainstream customers en masse, disruption has 
occurred.

1

2

3

4

5

https://online.hbs.edu/blog/post/4-keys-to-understanding-clayton-christensens-theory-of-disruptive-innovation
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Organizations referenced in this report (1/3)
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Organization Website

500 Startups https://500.co/

645 Ventures https://645ventures.com/

Affinity https://www.affinity.co/

Alexa Fund
https://developer.amazon.com/en-
US/alexa/alexa-startups/alexa-fund

Alumni Ventures 
Group

https://www.avgfunds.com/

AngelList https://angel.co/

Antler https://www.antler.co/

Apogee https://apogeevc.com/

Artesian https://www.artesianinvest.com/

B Capital Group https://www.bcapgroup.com/

Bain & Company https://www.bain.com/

Bessemer Venture 
Partners

https://www.bvp.com/

Better Ventures https://www.better.vc/

Organization Website

Bigfoot Capital https://www.bigfootcap.com/

Captable.io https://captable.io/

Carta https://carta.com/

CB Insights https://www.cbinsights.com/

Clarity https://clarity.fm/

Comcast Ventures https://comcastventures.com/

Connetic Ventures https://connetic.ventures/

Correlation 
Ventures

https://correlationvc.com/

Crunchbase https://www.crunchbase.com/

Daphni https://daphni.com/

Draper Esprit https://draperesprit.com/

Entrepreneur First https://www.joinef.com/

EQT Ventures https://eqtventures.com/

NOTE: Sorted alphabetically
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Organization Website

Equityzen https://equityzen.com/

Fabric Ventures https://www.fabric.vc/

FlashVentures https://www.fl4sh.vc/

Foresight https://www.foresightgroup.eu/

Forge https://forgeglobal.com/

Fuel, A McKinsey 
Company

https://get.fuelbymckinsey.com/

Funders Club https://fundersclub.com/

General Catalyst https://www.generalcatalyst.com/

GV https://www.gv.com/

Hatcher+ https://hq.hatcher.com/

Haystack https://haystack.vc/

Hone Capital http://honecap.com/

Indie.vc https://www.indie.vc/

Kima Ventures https://www.kimaventures.com/

Organization Website

Lighter Capital https://www.lightercapital.com/

Lightspeed 
Venture Partners

https://lsvp.com/

NEA https://www.nea.com/

Novel Growth 
Partners

https://novelgp.com/

OurCrowd https://www.ourcrowd.com/

Penguin Formula https://www.penguinformula.com/

Pitchbook https://pitchbook.com/

Product Hunt https://www.producthunt.com/

ProFinder https://www.linkedin.com/services

Redstone https://www.redstone.vc/

Republic https://republic.co/

Ribbit Capital https://ribbitcap.com/

Right Side Capital 
Management

http://rightsidecapital.com/

Rock Health https://rockhealth.com/

NOTE: Sorted alphabetically
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Organization Website

Rocket Dao https://rocketdao.io/

Runway https://startuprunway.io/

SaaStr https://www.saastr.com/

Salesforce 
Ventures

https://www.salesforce.com/company/vent
ures/

SeedInvest https://www.seedinvest.com/

Seedrs https://www.seedrs.com/

Sequoia Capital https://www.sequoiacap.com/companies/

Signalfire https://www.signalfire.com/

Singtel Innov8 http://innov8.singtel.com/

Social Capital https://www.socialcapital.com/

Social Impact 
Capital

https://social-impact-capital.com/

SoftBank https://www.softbank.jp/en/

Organization Website

Sony Innovation 
Fund

http://www.sonyinnovationfund.com/

StartEngine https://www.startengine.com/

Stripe Atlas https://stripe.com/atlas

Techstars
Entrepreneur's 
Toolkit

https://toolkit.techstars.com/

Tiger Global https://www.tigerglobal.com/home

Tracxn https://tracxn.com/

Unshackled 
Ventures

https://www.unshackledvc.com/

Upside Partnership https://upsidevc.com/

Visible https://visible.vc/

Wefunder https://wefunder.com/

WSGR Term Sheet 
Generator

https://www.wsgr.com/en/

Y Combinator 
Startup School

https://www.startupschool.org/

NOTE: Sorted alphabetically


