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ABSTRACT

The venture capital industry started in the Unigtdtes and then spread worldwide. As it
spread into other countries, there was a conseitiempt to copy industry practice from the
United States. However, venture capitalists inepthountries are subject to different
institutional forces that can impact their behaviorThis paper uses an institutional
perspective to develop testable propositions onrtigact of various institutions on venture
capitalists’ behavior. The paper concludes witldiscussion of the implications of an

institutional theory perspective for venture capiégearch and public policy.
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In the United States (U.S.), companies that receienture capital (VC) financing
provide approximately 12.5 million jobs. Firms suab Intel, Microsoft, Federal Express,
Apple Computer, and even Starbucks may not hawstezkior at a minimum would not have
grown to the level they have, without VC. It igiested that VC funded firms contribute
$1.1 trillion annually to the U.S. economy. Thipresents 11% of the country’s gross
domestic product (DRI-WEFA, 2002).

The importance of VC is not limited to the U.S. ¢fbe, Manigart and Fassin, 1991;
Wright, Lockett, & Pruthi, 2002). The Global Emngreneurship Monitor research project
recently found that VC “plays a central role inifiéating high growth entrepreneurship” in
the 21 nations examined (Reynolds, Hay, Bygravenii;a& Autio, 2000: 49). However,
despite its importance to entrepreneurship, VC has expanded to the same levels
internationally as it has in the U.S. (Reynoldslet2000). In part, the lack of expansion is
due to a lower level of understanding how VC o an these markets (Bruton & Ahsltrom,
2003). There has been some important researchuctation VC outside the U.S. (i.e. Jeng
& Wells, 2000; Wright, Lockett, & Pruthi, 2002; Ban & Ahlstrom, 2003), however, our
overall level of understanding VC outside the Wr@&nains limited. The absence of this
understanding of VC in such markets increases dénegpved risk of investment in VC funds
that focus on those markets and lowers the levehpital that can be raised.

VC initially developed in the U.S., and later spteaound the world. Prior research
in the U.S. relied heavily on agency theory to exphow VC firms operate. But this theory
has not been able to fully explain VC in the U.8cdwuse it is temporally bound, and views
the VC manager-CEO relationship as purely econofdidhurs & Buzenitz, 2003).
Internationally, total reliance on agency theory,any theory based on an assumption of

purely economically-driven human behavior, would been more suspect. In an
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international context, the environment in a countrgy differ from that in the U.S. in a
variety of dimensions (Wright, et al., 2002). Téfere, a richer theoretical perspective
beyond agency theory should be employed to examM@énternationally. Specifically, this
richer theoretical perspective will help to undamst how the institutions in the different
locales impact VC as it spread from one countrgriother.

The goal of this paper is not to explain the lesfeV/C activity in different regions of
the world, but rather to gain a deeper understanding ofvéne VC companies are organized
and behave around the world. This insight will dhapplications not only to VC but also to
other entrepreneurial ventures as such venturesagpirom one region of the world to
another.

To obtain this understanding we will first focusthie development of VC in the U.S.,
and then examine the spread of VC to other regibtise world and the differing institutions
encountered. This is followed by the developmehtiestable propositions as to how
particular institutions impact VC firms’ behavioroand the world. In developing these
propositions, we will draw on literature from theCVdomain and on the institutional
perspective of management. The article will codelwith a discussion of implications for

researchers, practitioners, and public policy-msker

The Development of U.S. Venture Capital Industry Practices
A major part of the establishment of any indussythe development of accepted
industry practices. As an industry emerges, bpsicesses emerge and gain legitimacy.
Industry processes must both work and be acceptéadoistry participants (Aldrich & Fiol,
1994). Once developed these approaches are riantilysrecognized and adopted as the

“best way." Rather, they are identified over tibesed upon both the successes and failures

! For an explanation of differences in level of V@ivty, we refer the reader to Black & Gilson (1998)d
Jeng & Wells (2000)
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of industry participants. In the case of VC, thdustry was “born” soon after the end of
World War Il in the U.S., and became ‘“institutiozed” in the U.S. in the mid-1980s
(Reiner, 1989).

As institutional practices are invented, testedd &ound appropriate they spread
informally through the industry. For example, Smem (1995) found that legal terms in VC
agreements that were routine in Silicon Valley wiess common the farther a firm was from
Silicon Valley. However, over time, the terms thepread until they became routine
throughout the U.S. Once industry practices ar@béished, isomorphic pressures then cause
new entrants to adopt the existing institutionalgbices of the industry.

A major factor in the institutionalization of theCVindustry was the high level of
cooperative behavior among VC firms during the yeartars of the industry. The VC
industry started very small. As a result, in theyeyears VC firms generally syndicated their
investments with other VC firms in order to divéygheir investment risk while maximizing
return on their efforts (Reiner, 1989). As theesaf venture funds grew, the need to
syndicate for financial risk diversification deah but VC firms continued to syndicate
investments in order to share knowledge and otlar-fimancial resources, such as
legitimacy and deal flow (Sorenson & Stuart, 200Epr syndication relationships to work,
strong relationships among VC firms had to be dgwed since trust was central to the

success of syndication (Bygrave, 1987; Sorensonu&rg 2001).

Beyond ad hoc cooperative behavior by VC firms,trang trade association can
reinforce industry practices. The National VentGapital Association (NVCA) was formed
in 1973 with a major thrust being the promotiorfmfofessional behavior.” The Association
has written professional standards with which measilagree to comply. Despite being a

strictly voluntary organization with relatively espsive membership fees (e.g. $8,000 per
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year for a VC firm with $100 million under managemt)e the NVCA has enjoyed

widespread industry support. The result was theeldement of strong normative set of
beliefs for industry practice. Evidence of theabishment of the normative institutions was
demonstrated by a field study of VC firms condudtethree different regions of the U.S. by
Fried and Hisrich (1995). They found that VC firdfiem each region shared the same
“dominant logic” or sets of beliefs about how V@niis and their portfolio companies should

behave.

The Spread of Venture Capital to Europe

As the industry became institutionalized in the UJiSbegan to emerge in Europe.
Initial VC activity occurred in the late 1970s ihet U.K. and in the early 1980s on the
Continent of Europe (Ooghe et al., 1991). Primpaeiperienced VC managers who had been
in the industry in the U.S., and who drew heavityld.S. investment capital, set up the early
European VC firms (Manigart, 1994). In fact, on®e cases, the European VC firms were
set up as affiliates of U.S. VC firms. The resuéts a clear and largely deliberate attempt to
found the European industry based on the normatigétutions of the U.S. industry
(Manigart, 1994). As a result, it can be expedied there are similarities in behavior of U.S.
and European VC firms.

Sapienza, Manigart, and Vermeir (1996) found suchiarities in U.S. and Europe when
they examined the relative importance of VC firmsles and the factors influencing the
amount of time spent in VC manager-CEO interactioHswever, they also discovered that
VC managers in the U.S. spent considerably more tinan their Continental European
counterparts interacting with their portfolio comgeCEOs. Sapienza and colleagues used an
agency perspective in their analysis and attribthedifferences in time spent to the fact that

many Continental European VC managers had a barbkdegground and to differences in
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ownership structure between European and the UCSfirvhs. Whereas most U.S. VC firms
are set up as independent partnerships, raisimgftimels from different sources, Continental
European VC firms typically were wholly or partialbwned by financial institutions such as

banks.

The Spread of Venture Capital to Asia

After the development of the VC industry in the Ua®d its spread to Europe, the
industry then emerged in Asia in the mid to lat8d® By 1990, there were over 300 VC
firms in Asia, a number that more than tripled 0@. As in Europe, Asian VCs made a
clear and largely deliberate attempt to adopt thenative institutions of the U.S. industry.
Numerous Asian VC firms are formally connected t& WC firms, received their business
training in the U.S., and maintain personal contaith U.S. VC firms (Bruton, Dattani,

Fung, Chow, & Ahlstrom., 1999; Wright, Lockett &WRhi, 2002).

In addition, the training of VC managers in Asiaigl heavily connected to the U.S.
industry. For example, the leading Asian trainemity is the Institute of Private Equity
Investment. Since 1995, it has provided semi-aninaiging seminars in Asia for new Asian
VC managers. Over 60 percent of the Institute’srircsors have been VC managers that
either received their education or training in thé., or are currently affiliated with a U.S.
VC firm. The instructional materials used are &ygdrawn from research on the U.S. VC
industry.

To summarize the status today of VC globally, th&. is clearly the largest VC
market, with more capital for investment than test of the world combined (Reynolds et al.,
2002). The next major domain for venture capgaEurope with major centers in the UK

(although more geared towards investments in latages and management buy-outs),
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Sweden, the Netherlands, and Germany. The Asthrsiry today is the smallest of the three
major regions. There is a relatively large indpstr Japan; however, this industry is unique
in the world in its structure and behavior. Foammple, the industry typically makes loans in
addition to the equity investments. The rest @f ittdustry is spread throughout Asia with
larges and highly growing concentrations of VC outh Korea, Singapore, and Hong Kong.
However, the VC firms in the latter typically udeose locations as their office and travel
throughout the region to make their investmentsugh out the region.

VC is beginning to develop in Latin America (Chdr8eDe Yeregui, 2002), and is
truly in its infancy in Africa (Morris, Watling, &Schindehutte, 2000). Similarly, VC is
limited in the Middle East, except for Israel whénere is a developed VC industry (Mayer

et al., 2004), with considerable interconnectioith the U.S. VC industry.

An Ingtitutional Perspective

The use of institutional theory in management ditere is growing. Particularly, its
ability to address issues in the international arkas been cited (Hoskisson, Eden, Lau, &
Wright, 2000). There exist differences in how sesbers view institutional theory. Scott
(1995a) sought to bring some consistency to thdysisaof institutional theory. He
recognized that various theoretical lenses empéasierent institutional forces and that the
institutional forces emphasized could be groupepktteer into three categories: normative,
regulatory, and cognitive. Each rests on a diffel@ssumption about the nature of social
action (Scott, 1995a: 49). These categories aravitbbut controversy nor are the lines that
demarcate between the various categories cleasditi& Lounsbury, 1997). However,
Scott’'s (1995a) categories have received wide migha general management literature and
more specifically have been employed in the limiteskearch that has examined institutional

theory in international entrepreneurial settings.(iBusenitz, et al., 2000).
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The first of Scott’'s (1995a) forces are normatitleese pressures help define what
behaviors and values are expected of individualorganizations (March, 1981; Scott,
1995a). Regulatory forces, the second categogyude the laws and political power that
regulate individual and organizational action (§c©995a). The third category consists of
cognitive institutional influence that develops p¥ene through social interactions among
participants (Berger & Luckmann, 1967). Such ctgeaiprocesses shape individuals’ views
of what is possible and what actions should notdresidered (Scott, 1995b). While the lines
of demarcation of these categories are not withamuttroversy, the basic categories are
widely accepted. Institutional theory would ardgbat the similarities and differences in VC
behavior around the world are the result of thefigamation of normative, cognitive, and

regulatory institutions in each country (Busendizal., 2000, Wright, et al., 2002).

Normative Institutions. The greatest similarity would be expected in tharst
valued and norms about the appropriate way of wgrkn the profession. Evidence of the
presence, and power, of normative factors in agsibnal setting is evident in the U.S. in a
variety of professions (i.e., Barron, Dobbin, & dews, 1986; Dobbin, Edelman, Meyer,
Scott, & Swidler, 1988; Kalbers & Fogarty, 1998 each of these cases professionals that
follow the originators tended to replicate what tteers had done, whether or not it was
economically rational to do so. As noted befolerée is evidence of consistency in the
beliefs and standards of action of VC managerkenl.S. as to what a VC manager is to do
(Fried & Hisrich, 1995). Additionally, there iss@ evidence that these beliefs and standards
of action have carried over to Europe (Sapienzal.et1996). This similarity would be
consistent with an industry with strong values aodms that come from the nature of the
interaction within the industry and the dependeoicéhe members of the industry on each

other. Additionally, the fact that a significanimber of the early VC managers outside the
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U.S. have worked in or been trained by these VCagars would result in the extension of
the U.S. industry values and norms. The facttttdominant normative logic may be U.S.-
based does not imply that the local environmenbisimportant. For example, Wright et al.
(2002) showed that U.S. VC companies, enterindgnénlbdian market, adapted their way of
working to the local market conditions, with locadgulatory and cognitive institutions

further shaping the behavior of VC managers.

Regulatory Institutions: There are major differences in regulatory institng
around the world. These differences fall along foey points: underlying legal philosophy,
legal protections for investors, legal enforcemant] the fundamental nature of the capital
market system.

From a legal philosophy there are differences adotlve world. Comparative law
scholars divide commercial law systems into twoang&milies---common law and civil law.
In common law systems, laws are primarily built npegal precedent established by judges
as they resolve individual cases. The common ldgimated in England and spread to its
colonies, most notably the U.S. The civil law ttimeh is more widespread globally. It uses
statutes and comprehensive codes as the primalginguiblocks, relying heavily on legal
scholars to formulate and interpret its rules. ilGaw originated in Ancient Rome and has
two major branches today—French and German. Tdemending on the historical roots of
the country, its underlying legal system will diffe

An important dimension for VC investors is the lewé legal protection they can
expect as minority shareholders in their portfammpanies. La Porta, Lopez-de Silanes,
Shleifer, and Vishny (1998, 2000) compared the llefeinvestor protection in various
countries. Issues such as voting rights attachetiaoces, protection of the shareholder voting

mechanism against abuse by management, and remgdial of minority shareholders were

10
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examined. They found that common-law countriesehthe strongest legal protection of
shareholders, while investor protection is weakeiGerman civil-law countries, and still
weaker in French civil-law countries. Strong legalestor protection is associated with
effective corporate governance (La Porta et alQ020and efficient allocation of capital
(Wurgler, 2000). Therefore, differences in theelesf investor protection could impact the
way the VC industry develops.

Commercial legal systems may vary based on whettesr are built upon common
law or civil law. However, an even bigger issuarinch of the world is not the existence of
laws, but rather their enforcement (Bruton, Ahlstr& Wan, 2003). Thus, in Japan the civil
law tradition provides low investor protection, batcountries like China the situation is no
better and may be worse. Laws for investor praieanay be on the books, but enforcement
there is erratic to non-existent.

Finally, in some countries banks are allowed to ostock in public and private
companies while in others they are not. For exampbth Germany and Japan are bank-
centered (Black & Gilson, 1998) with banks ownimrgrowing firms’ stocks and serve on
their boards of directors. In contrast, in the Uh&ks may not own such stock and there is a
wider dispersion of stock ownership. Financial ke¢s like those in the U.S. and U.K. are
referred to as stock market centered. The impathis regulatory difference can have a

major impact on the nature of the market for exit\W¥C backed firms.

11
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Cognitive Institutions; Cognitive institutions build from the culture ofetlsociety.
The institutions of greatest concern here are ftifierences in the value placed on
entrepreneurs, and the role of social networks.

A major difference between the U.S. and some Ewmopsountries is the status
attached to entrepreneurs. In the U.S., entreprerare held in high status, but not in
some European countries (Reynolds et al., 2000¥adt, in some European countries the
entrepreneur is typically viewed as an opporturiise impact of this cognitive institution
on the supply of entrepreneurs has already beesdn®&uemmerle, 2001). The risk of
failure, particularly in early stage ventures, ighh In countries where entrepreneurs have
high status, the status rewards from success ghedmd the punishment for failure is low.
On the other hand, in low status countries entreqargal success does not necessarily
lead to high status and entrepreneurial failure hapr negative implications. In part,
this leads many of the best students in the U.Betdrawn to entrepreneurship, but not in
Continental Europe. For example, the 2000 Glolmaitepreneurship Monitor showed that
in the U.S. only one out of five adults wouhbt start a new company out of fear of
failure. In France and Germany that number in@eéas almost one out of two (Reynolds
et al., 2000). In Asia, entrepreneurs were netveid as opportunist, but a similar attitude
towards failure by entrepreneurs was held (Reynetdsd., 2000 and 2002). This attitude

towards potential failure would similarly limit treipply of entrepreneurs in Asia also.

Another important cognitive difference is in theesigth of social networks. For
example, the level of interconnections betweenrass people in much of Europe is often
much stronger than in the U.S. In the U.S, refitps may be important but the ability
to produce economically is more critical to busges However, in many European
countries the need to be part of a social netwsrkital in business (Wells & Grieco,

1993).

12
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The difference in Asia may be even stronger. Biggad Hamilton (1992, p. 472)
argue that “Asian economies espouse different tuiginal logics from Western
economies, ones rooted in connectedness and rehips”, or “gaunxi” as it is known in
China. A social network, and the connections witiyj provide not only benefits to its
members, but also impose obligations on them (T€aMyalls, 1998). Such networks
initially arose in response to the absence of gtlegal traditions. The relationships and
connections provided by the network are an altereamneans to enforce contracts or
sanction violators (Perkins, 2000). One outcomthefimportance of these relationships is
that the parties often focus more on maintainirigriirm and interpersonal relations than

on immediate profits (Chen, 2001; Pye, 2000).

The status of the various institutions in each leé three regions focused on is

summarized in Table 1.

(Insert Table 1 About Here)

13
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Propositions
Thus, institutions have the potential to providsight to how the behavior of VC

firms may be similar and different around the worl@he next issue then is to develop
propositions that will lay the ground work for the&ure investigation of the exact nature of
the similarities and differences that the instans will produce. There are several important
VC activities that have wide spread understandmghie U.S. including: deal selection,
amount of post investment contact with the portf@ompany’s CEO, size and compositon
of the board of directors, and monitoring and vahaeling by the VC firm to the portfolio
company. These activities have been widely exatdnaral the understanding of these issues
in the U.S. can help researchers to examine howingitutions in different environments
could impact these activities. Some of the prdpwss developed here will be illustrated
with results of a preliminary empirical study, aglmed in appendix A.
Deal Selection and Preferred Investment Stage
A major concern in selecting deals for investmerthe potential portfolio company’s

stage of development. The U.S. VC industry’s wgliess to invest in early stage deals is
seen by many as a major driver of economic devedmpniGompers & Lerner, 2001;
Kuemmerle, 2001). The stage of portfolio compaayafiopment also heavily impacts other
VC firms’ decisions and behavior (Elango, et alQ3p U.S. VC firms have historically been
active early stage investors, but this is rareg/dhse in other countries (Allen & Song, 2003;
Bruton & Ahlstrom, 2003; Ooghe et al., 1991). leaample, investments in start-ups, early
stage or expansion stage investments combined anthltree years from 1999 to 2001
exceeded more than 0.4% of GDP in the U.S., butlesssthan 0.2% of GDP in France and
the Netherlands, and less than 0.05% of GDP innJépaynolds et al., 2002).

Several institutions may lead to this differenc&s noted earlier, cognitive institutions

impact the supply of entrepreneurial talent forlyeatage ventures. The supply of

14
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entrepreneurs is higher in countries where theeprgneur has high status. In these
countries, highly educated individuals are moreljikto pursue an entrepreneurial career,
rather than act as a manager in a large company.ifdreases potential financial returns to
the VC firms from early stage investing. Furthkthe view of entrepreneurship is high, then
the VC managers also derive significant non-finahgwards from being a key participant

in the entrepreneurial process.

There will be greater early stage investing ircktmarket centered capital markets, since
the exit mechanism from the investment for the W@ is clearer (Black & Gilson, 1998).
The stock market also allows the VC firms to patdiyt obtain higher returns through an
IPO, which in turn allows the VC firms to take gieyarisks. Additionally, stock-centered
markets allow the VC managers and entrepreneuesdiportunity to enter into an implicit
contract over control, which gives successful gmeeeurs the option to reacquire control
from the VC firms by using an initial public offeg as the means by which the VC firms exit

from portfolio investments” (Black & Gilson, 1998, 243).

Moreover, in bank centered financial systems, meg@yfirms will be fully or partially
owned by banks (Ooghe et al., 1991). The naturinastors in a VC firm influence its
investment strategy, with bank owned VC firms inires more in later stage ventures
compared to individual and corporate backed VC dir(Mayer, Schoors &Yafeh, 2004,
Hellman, Lindsey & Puri, 2004). VC firms are thess likely to invest in early stage deals

when operating in bank centered financial systems.

Finally, if there is a strong reliance on sociawaks in the region, an individual venture
capitalist typically relies on the network to hgenerate prospective investments (Sorenson
& Stuart, 2001). This network also typically sareethe potential investments and only
proposes those for funding that are strong. Thear& may favor ventures that have lower

risk since the negative impact on the network hgd=sater sway than the concern for any

15
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given venture. This reliance on networks is patédy useful in domains where there are
weak legal/regulatory institutions. As a resulttloése various factors, the likelihood of VC
firms making a ground-breaking, early stage invesiinis much lower in countries with high

levels of reliance on networks.

Therefore, it is proposed:
Proposition 1a: Early stage ventures are mordylike be selected for funding by VC

firms in countries that place a high value on grgaeurs and entrepreneurship.

Proposition 1b: Early stage ventures are mordylike be selected for funding by VC

firms in countries with stock market centered capitarkets.

Proposition 1c: Early stage ventures are mordylike be selected for funding by VC

firms in countries with a low reliance on sociatwerks.

Most venture investments come to VC firms in th&.Uhrough personal referrals.
The referral is important to the extent it helps thee deal beyond the VC firms’ generic
screen, but is not a major factor in deal evalmabace the deal makes it over that initial
hurdle (Fried & Hisrich, 1994). However, in couas where cognitive institutions lead to a
reliance on strong social networks, an entrepreméuexperience great difficulty attracting
funding if he/she is not already a member of th@admetwork of the VC firm or referred by
a member of that network; and may find entry imtat tnetwork extremely difficult. In fact,
Hurry, Miller and Bowman (1992) found that Japan®4& firms stressed membership in

their social network as an investment criteriorerewhen investing in U.S. based companies.

16
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The importance of being a member of a networklse &igher in countries where
legal institutions produce a legal system thatrsftétle protection for investors. While VC
managers in any country will want to deal with epteneurs they trust to provide accurate
information and behave in a non-opportunistic mantrast to some extent is an alternative
to strong legal protection (Allen & Song, 2003; Ngart, Kosgaard, Folger, Sapienza, &
Baeyens, 2001). U.S. VC managers rely on informngpiresent in the plan to assess the risk
of the proposed ventures (Wright, Thompson & Ropb892), but they also know that they
have legal rights protecting their investment aglaagency problems with the entrepreneur
(Bruton, Fried, & Hisrich, 2000; Sapienza & Gupt894). However, in weak legal systems,
personal trust is paramount. Trust is built oroprelationships, so these relationships are
vital in selecting deals.

Therefore it is proposed:
Propostions 2a: Entrée to the VC firm’'s socialwwek increases the likelihood of a

venture being selected for funding in countriedwgiirong social networks.

Propostions 2b: Entrée to the VC firm's socialwwk increases the likelihood of a

venture being selected for funding in countrieswieak legal systems.

L evel of Interaction between CEO and VC.

A major component of operational practice in a %@ is how much time VCs
should spend with the CEOs of portfolio companiéieraan investment has been made.
Sahlman (1990) argues that U.S. VC firms’ structdeals in order to maximize portfolio
returns, minimize agency risk, and maximize efficig in the operation of the VC firm itself.

Implicit in this economic view of VC is the belighat the VC firm and its portfolio

17
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companies are separate and independent entitibsis, Bince the VC manager’s time is a
valuable commodity, it is invested only as necassaadd economic value (Gifford, 1997).
In turn, the VC firm’s financial performance is niazed by the efficient use of VC
manager’s time.

This logic is supported by the findings of Sapiet892) and Sapienza and Gupta
(1994). They found that the level of VC-CEO int#ran was higher in early stage ventures,
where there is a high level of uncertainty. In anlyestage venture, the VC manager has a
greater need to monitor the CEO and can also add waue. Similarly, VC managers with
a great deal of experience in the portfolio compamdustry will be more involved because
they can use their experience and contacts to aatd walue to the firm. However, the more
general experience VC managers possess, the ledsforeinteraction because experienced
VC managers are more efficient in processing in&drom provided by the CEO. Length of
time the company has been in the VC firm's portfak also a factor. Over time, VC
managers develop a high level of knowledge abotfgio companies and their CEOs, so
the amount of time spent interacting with the CE&h decline. Finally, since travel is a
costly use of VC manager’s time, the level of iat#ion declines as the distance between the
VC manager’s office and the portfolio company irges. Therefore, evidence from the U.S.
strongly supports an economic view of the VC maradeehavior.

Sapienza et al. (1996) found similar venture edgdiehavior in Europe, with one
major difference. Venture stage was a highly sigamt predictor of interaction in the U.S.
but much less so in Europe. As a result, the diveradel lost predictive power in Europe.
This does not mean that venture stage is unimpoitarEurope. Rather, since many

European VC firms do very little early stage inwggt there was too little variance on

18
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venture stage in the European sample for ventagesb have an impattOur exploratory
study of the Asian VC industry used to ground thisoretical model showed that the same
regression has no predictive power at all in Agpdrted in Appendix A — Table B).

Thus, the cognitive institution on the low statdighe entrepreneur could potentially
be an important factor in the interactions betwad&fC manager and an entrepreneur outside
the U.S. The higher the status of the entreprentaer,more VC managers desire to be
associated with the entrepreneur. Not surprisinglhys. VC managers often cite a major
reward of the profession as being able to spend tiith bright entrepreneurs. Conversely,
VC managers in low status countries would be exgaetd not value spending time with the

entrepreneur.

In countries with weak legal institutions, VC firnsan place little faith in financial
information and other written data provided by piogtfolio company. In weak legal systems,
VC managers have to utilize personal contact megily to gather information necessary
for monitoring. Further, VC managers have lessdrpower over the entrepreneur, and are
more dependent on personal relationships to infedrehavior. Thus, VC managers in weak
legal protection countries can be expected to speack time with their entrepreneurs, as
evidenced in the exploratory study (Appendix A blEaA) where Asian VC managers were
found to spend almost twice as much time with thegitrepreneurs than their American
counter-parts.

In a consistent manner, in those countries withgh ldegree of reliance on social
networks such as Asia it is not just a matter ef économics of the contract between the
CEO and the VC firm, but it is also the relatiogshiirepresents (Dore, 1983; Kao, 1993).

Cognitive institutions lead the VC managers to vihationships with CEOs not as arms-

2 Examining Sapienza et al.’s (1996) original datmture stage was significant in the U. K. where there
sufficient variance, but not in France or the Ndtdrats. This difference further supports the focus on
Continental Europe here.

19



Working Paper Steunpunt OOI : 2004

length agency relationships, but as part of aigglat contract (Bruton et al., 1999). Thus,
the time spent by VC managers with CEOs will batre¢ly stable across relationships due
to a high reliance on social networks rather thanyvbased than on the economically
efficient use of VCs’ time. This might explain why the exploratory study reported in
Appendix A in the regression explaining the leveEM& manager — CEO interaction has no
predictive power in Asia.

As a result, it is proposed:

Proposition 3a: There is greater interaction betw&C managers and CEOs in countries

that place a high value on entrepreneurs and ertreprship.

Proposition 3b: There is greater interaction betw®C managers and CEOs in regions

with weak legal systems.

Proposition 3c: There is greater interaction betw®C managers and CEOs in regions

with strong reliance on social networks. The lew€linteraction does not vary with

economic necessity.
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Board of Directors

The Board of Directors is the formal governance maecsm utilized in most
countries. Boards of Directors can vary widelytleir size and operation. It could be
expected that the boards of directors will be laigesocieties where there are weak legal
institutions and protections. The board in thetérgys needs to include not only investors in
the firm, but also individuals that may prove useafuhelping to overcome difficulties with
outside forces such as regulators or to resolvéracndisputes. Larger boards can also be
expected where there are strong cognitive instiigtisuch as strong social networks present;
the board serving the function of officially contiag those individuals in the network that
are important to the firm (Pfeffer & Salancik, 1978he exploratory study indeed suggests
that Asian boards are, on average, larger than bo&rds, while Continental European
boards are smallest. Asian boards have, moredtier,largest percentage of insiders
(Appendix A — Table C).

Therefore, it is proposed:

Proposition 4a: Boards of directors will be largeregions with weak legal systems.

Proposition 4b: Boards of directors will be largeregions with strong social networks.

Value Added to Portfolio Company.

One of strengths of VC in the West is the valueealdih portfolio companies by VC
firms (Bygrave, 1987; Fried & Hisrich, 1994). V@nfs in the U.S. typically have several
roles beyond providing financing. Sapienza e{196) classified the various VC managers’
roles as interpersonal with the CEO (mentor/codidbnd/confidant), strategic (sounding
board, business advisor, financier), and networkswmirce of industry contacts, professional

contacts, and management recruiter).

21



Working Paper Steunpunt OOI : 2004

Since the VC industry started in the U.S. and @i largely perform the same basic
economic function worldwide, VC managers’ roles Idobe expected to be fairly similar
worldwide. However, cognitive and regulatory ingions in different countries may have an
impact on the relative importance of these rol€ur exploratory study shows indeed that
VC firms were shown to have the same basic roledliregions, but the relative importance
of these roles varies (see Appendix A — Table Dferpersonal roles are more important in
the U.S. and Asia than in Europe. Strategic rotgBer than financier, are much more
important in the U.S. than in either Asia or Europg@n the other hand, the financier role is
more important in Europe. Networking roles apmsanewhat more important in Asia.

Interpersonal roles will be more important to VC rmagers in countries where
cognitive institutions place a high value on entemyeurs. VC managers in these countries
view the entrepreneur as highly significant to suecess of the portfolio company. As a
result, they want to provide any necessary suppaitte CEO so that the CEO will perform
to full potential. Non-financial benefits also ase to VC managers by being a friend and
coach to a successful entrepreneur.

Interpersonal roles should be relatively more ingoatrin countries with weak legal
institutions since positive personal relationshigg® an alternative source of investor
protection (Fried & Hisrich, 1995). Interpersorrales will also be more important in
countries with a high level of reliance on sociatwork because maintaining the
relationships associated with the network, notedhg specific goals, is a primary focus of
network members.

The nature of the capital market will also impnet nature of the value added by VC
managers. In countries with a bank centered damtaket, the financier role will be
relatively more important since the sources of tedygivailable to the portfolio company are

more limited. Often VC managers and their relatagikbentity in bank centered capital
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markets are the sole source of capital for the.flFarther, VC managers may be more likely
to see themselves as representatives of a capaeidpr rather than a partner in building a
company (Hellman, et al., 2004). Finally, giveratthhe training and experience of VC
managers in bank centered capital markets is mamk-briented rather than entrepreneurial,
they will be better able to fulfill the financialole rather than the strategic and the
interpersonal roles.

While VC firms are also a major source of capitahistock market centered capital
markets, they are often not the only source. [eusthoth VC firms and entrepreneurs see
this capital as transitional capital. There idrargy focus on what the company must do to
develop its business to the point where the VC foam successfully exit the investment.
Thus, VC managers in stock-market countries placeeremphasis on the strategic roles of
sounding board and business advisor.

Finally, in countries with strong social networkesetworking roles are more
important. The investment ties the portfolio compao the VC companies’ networks.
Further the maintenance of strong networks is ingmrto both VC managers and
entrepreneurs.

Therefore, we propose:
Proposition 5a: Interpersonal roles will be refaly more important in countries that

place a high value on entrepreneurs and entrepr&mpu

Proposition 5b: Interpersonal roles will be relatiw more important in countries with

weak legal systems.
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Proposition 5c¢: Financial roles will be relativetyore important in countries with a bank

centered capital market.

Proposition 5d: Strategic roles will be relativehpre important in countries with a stock

market centered capital market.

Proposition 5e: Networking roles will be relatiyeinore important in countries with

strong social networks.

The expected relationships from the propositioessammarized in Table 1.

(Insert Table 2 About Here)

Discussion and Conclusion

This manuscript has numerous implications for tnsbnal theory, future research on VC,

and public policy. Each will be discussed in turn.

Institutional Theory

Prior VC research has often relied on agency theony an economic analysis to
understand the actions of VC firms. However, thésearch helps to extend the
understanding of how institutional theory can als® a vital tool in understanding VC
behavior around the world. Institutional theornguwes that the actions within a given
industry may not always be the most economicalficieht but they are the responses that

become accepted in the industry. Thus, the patemplications of pursuing an institutional
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perspective versus purely economic based perspsctian be significant. This manuscript
helps to establish that the institutional perspeckias merit and deserves greater attention in
analyzing VC behavior around the world.

The manuscript is also relevant for the use ofitutgtnal theory beyond VC. While
the theory is noted for its potential to help explsome performance differences observed
around the world, actual cross-cultural applicatioh the theory have been limited. This is
particularly true for settings examining more thsro distinct cultures. The preliminary
evidence presented here helps to establish thditseokethe theory in analyzing behavior in
such diverse settings.

This manuscript in particular expands the theoagficundation for regulatory institutions.
Prior studies have typically relied on the histatiooots of a nation’s legal system. In the
development of the propositions here, we have édilely avoided these classifications.
While we agree that an understanding of whetherstem is based on common law or civil
law is vital to an understanding of how a legaltsgsfunctions, from the standpoint of the

VC firms the issue is primarily the extent of legabtection they receive as investors.

This approach recognizes that there are individoaintry differences between systems
that may be in the same legal family. Additionaftycusing on the actual functioning of the
legal system recognizes that a legal system camipeoprotection in principle, but not
deliver protection in practice. Thus, our profiosis help to focus theory development on

the level of legal protection a system providesstors.
Future Research

The resulting propositions should help direct fat\iC research. This manuscript has laid
a foundation that normative and cognitive instdns are important to VC around the world.
Future research should gain insight on the intigsa®f these normative and cognitive

institutions. One major area of future inquirytes examine the strength of the various
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relationships predicted here. For example, oup&siions 5a, 5b, and 5c each predict that
three different institutions (high entrepreneurtisda weak legal systems, and high
collectivism) will lead to an increased importarfoe interpersonal roles. Which of these
institutions has the strongest impact? Do theyratt® What is the countervailing strength of

the normative institution that encourages industsnogeneity?

There is also a need to research institutionakifices at a lower geographic level of
analysis. This manuscript has discussed Asia amdpe broadly, but within both continents
there are significant country differences that neetde explored. There are also regional
differences within the United States (Elango et, 4B95) and other large countries to
explore. Further, institutions are changing quicki many regions of the world. To
illustrate, in Asia in markets such as China thiera rapid transition in legal institutions.
Thus, the institutional setting in China is veryfalient than in say Thailand or Singapore.
There is a need to see how these differences betiireevarious nations in each of these

regions impact these institutions differences astitutional transitions on VC.

This manuscript discussed the VC industry in teofnthe U.S., Europe, and Asia. While
the industry is still extremely limited in Africagnture capital is now becoming a significant
factor in Latin America and Oceania. To date thereirtually no research on VC there.
Future research should expand the examination ofto/@ese regions by examining how
institutions shape the VC firms’ actions in varidiegin American countries, in Australia and
in New Zealand. An underlying expectation of thésearch is that VC behavior in these
countries is most similar to the VC behavior in mwies with similar normative and

cognitive institutions.

Major differences have been noted in the behaviar® firms who are independent and
those that are corporate sponsored (Block & Ma@vjll1993; Hurry, et.al., 1992). Less

dramatic, but still important differences exist\vbeén VC firms who are independent and
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those affiliated with a financial institution. 4$dorically, independents have dominated the
U.S. industry, with corporate venture investing @ndisappearing in down markets, and
affiliates of financial institutions often struggdj to maintain top personnel. Thus, U.S. based
VC research is primarily focused on independembdir How affiliation impacts VC firms’
behavior is an under-researched issue in the BsSone moves to countries where affiliates,
not independents, dominate, the role of normatiwé eognitive institutions may be even
more important since the financial rewards for VGnagers are less connected to
performance of the investments. This may bothisagmtly weaken the VC managers desire
to engage in economically efficient behavior ansoathange the VC’s view of what is

economically efficient behavior.

The implications of this paper for future reseaegtend beyond the VC domain. We
have demonstrated that the three-dimensional uistital framework proposed by Busenitz,
et al. (2000) can be applied to VC research. Mahyhe institutions we identified may
impact entrepreneurs as they deal with a varieptloér management issues besides VC. For
example, many entrepreneurs of high technologyuwestwere trained in institutions in the
U.S., later returning to their home country. lultbbe expected that these entrepreneurs will
sometimes attempt to copy the behavior of U.S.epnéneurs, and then run into the
countervailing force of the same institutions tingpact VC firms in their country.

Public Policy

The propositions developed here have significaplications for economic
development around the world. Entrepreneurshggjor driver of economic progress.

VC is an important component of an entrepreneegahomy. Thus, the relationship
between institutions and VC has important implimasi for regional economic development.

The impact of the social status of entreprenewsegional economic development is

clear. VC will function better in countries thaape a high status on entrepreneurs. VC
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firms are more likely to fund early stage ventuaesl spend more time working with the
entrepreneurs who run these ventures. For the $ameaeasons, stock market centered
capital markets are also better for VC.

A moderate level of social networks is likely gdod VC and a country’s economy.
However, a high level of social networks, particiylaf these networks are hard to join, is a
major barrier to/C. High social networks lead to serious capit@lcation problems. No
matter how worthy, entrepreneurs without membershthe appropriate social network will
find it difficult, if not impossible, to receive fding. On the other hand, members of the
social network may receive funding when not desgyvi

Once funded, ventures in high social network caestmay be under-managed. The
entrepreneur may hire and promote members of luslsoetwork even if they are not the
most qualified. Claessens, Djankov and Lang (260®wed that more than two-thirds of
East Asian firms are controlled by a single shaddrp and that managers of closely held
firms tend to be relatives of the controlling shder’'s family. In addition, poorly
performing managers are less likely to be demotditex if they are members of the social
network (Bruton, et al., 2003). That extremely sgysocial networks are highly detrimental
to successful venture investing is a point madePgter Brooke, founder of Advent
International and a major driving force in the spt®f VC worldwide who said:

The family unit can be seen as a limiting factotha growth of a Chinese business. And

not just Chinese businesses in Asia. There armpebes here in the United States. My
favorite example is Wang Laboratories. | was ador of Wang from the beginning and
participated in its growth and demise --- a denugased by the fact that the founding
father wanted the business managed by his fanhily.did not attract or give authority to

those who were more competent. That underlyingeigsts in every company in which

you invest in Asia (as quoted in Gupta, 2000).
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VC managers should be aware of such issues andeetigy are properly monitoring and
adding value to portfolio companies in these emmments.

The level of investor protection provided by a coyis legal system is certainly a
major factor in the development of the VC industrithout strong legal systems, VC
managers become too heavily dependent on pridiaeships in selecting new ventures. As
with strong social networks, a weak legal systermeseas an unnecessary barrier to funding
for promising ventures. Strong legal protectiompasticularly important from a governance
standpoint.  Without it, VC managers are forcedsfend more time monitoring an
investment.  More seriously, it is unlikely thatyaamount of additional VC manager’s

monitoring time can truly compensate for strongalggrotection.

In summary, it is clear that differences can beeeigd in VC around the world. The
industry has been consciously built on a U.S. modeld frequently defines itself
accordingly. However, how the industry implemeit$sactivities around the world varies
(Wright et al., 2002). Using an institutional timgoframework, we have developed a
foundation for future research on VC around theldvoA better understanding of the impact

of institutions on VC will improve the worldwide germance of this critical industry
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Table 1

The Institutionalization of Venture Capital

Normative Regulatory
U.S. & UK. Strong normative  *Mature.
values in industry.  *Common law
provides higlr

Cognitive

*Status of entrepreneurs
is high.

*Reliance on social

shareholder protectionetworks relatively
*Strong public equity weak.

markets.

Industry developed *Mature.

from U.S. Strong  *Civil law provides
normative values frontower shareholder
U.S. due to its origin, protection.

Continental
Europe

training and *Bank centered
interconnections in thénancial markets.
industry.

Industry developed *Generally poorly

Asia from U.S. Strong developed.

*Status of entrepreneurs
is lower than in the U.S.
but higher than Asia
*Reliance on social
networks stronger than
in U.S. but weaker than
in Asia.

*Status of entrepreneurs
is low.

normative values fromiOften do not enforce*Reliance on social

U.S. due to training laws/regulations.
and interconnections
the industry.
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Table 2
Summary of Expected Relationships
Deal Selection Interaction/Governan Value Added
ce
Status of * Moreearly stage * More * | nterpersonal roles
Entrepreneur shi in high status V Clentrepreneur moreimportant in
p/ contact in high status high status
Entrepreneur
Capital Markets | * Moreearly stage * More * Financial more
in stock market VClentrepreneur important in bank-

centered

contact in stock
market centered

centered

* Strategic more
important in stock
market centered

Legal Protection

* Prior relations
moreimportant in
weak legal systems

*More
V Clentrepreneur
contact in weak legal
systems

* Larger boardsin
weak legal systems

* I nterpersonal more
important in weak
legal systems

Social Networks

* * | essearly stage
in strong social
networks

* Referral more
important in strong
social networks

*More
V Clentrepreneur
contact in strong
social networks

*Larger boardsin
strong social
networks

* Networking more
important in strong
social networks
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Appendix A
Exploratory Study

As noted earlier, Sapienza, et al (1996) compaeséral aspects of VC practice in
the U.S. and Europe. An exploratory study has lggghered that compares that data to
Asian VC firms, which results in a three way conigam between Asia, Europe and the 8.S.
Asian data was collected through a mail survey sfaA VC managetsusing the same
survey instrument as reported in detail in Sapigig82), Sapienza and Gupta (1994), and
Sapienza and Timmons (1989). The measures ofaheus variables contrasted in the U.S.,
Europe, and Asia follows at the end of this App&ndihis exploratory study has significant
implications for the theoretical model developedehso the principal issues associated with
that study are summarized in this appendix.

Sapienza, et al. (1996) examined the three laNg€stnarkets in Europe, the U.K.,
France, and the Netherlands. It is arguable treatkS and the U.K. are culturally very close
to each other. For example, Hofstede’s (1980)areteplaces the U.S. and U.K. in the same
grouping when integrating the information on unaietty avoidance and masculinity, well
apart from most of Continental Europe. Furtheg, thS. and U.K. have common law legal
systems while the European Continent uses civil ldmvaddition, the U.K. has a true stock
market centered capital market (like the U.S.) amtcast with other European countries.
Therefore, in contrast to Sapienza et al. (1996%, ¢éxploratory study does not include the
U.K. when examining European venture capital. Bathespondents only from Continental
Europe (France and the Netherlands) are examined.

This exploratory investigation examines VC firmsrfr three Asian countries ---Japan,
Korea and Taiwan. These three countries weretseleince they represented the highest
value obtained on the “Confucian Dynamism” varigbBemong the 22 Asian nations

surveyed by Hofstede and Bond (198&)rru, et al. (1991) also used these three camitri

® The three samples occurred over different timeopleri It is important to note that the three timequ&rin
which each sample was taken reflect the same apprteximeel of maturity. The markets in all three looas
during the sampling were not at the initial startop were the venture capital markets mature.

#VCs in Asia were identified through the use of ieide to Venture Capital in As{d996) and surveyed in
1997. Two waves of surveys were sent to the managiagtar of VC firms in the three countries. With a
response rate of 32%, there were 40 responses.fdesdifferences between respondents and non-respandent
based on size of firm and stage of investment focus wet significant in any country; thus the potdrdfa
non-response bias is low.

® Confucian Dynamism is a cultural characteristic idient by Hofstede and Bond which they argue is presen
in Asia but not the West. Hofstede and Bond arghatithis dimension was the central reason for the rapid

32



Working Paper Steunpunt OOI : 2004

for their investigation of organizational isomorgmmi in Asia; they argued that business in
the three nations represented qualitatively diffenceptualizations than that found in
the West. The results from these three countrifigtvein be compared to the results on the

same instrument in the U.S., and Continental Europe

Initially the study looks at what determines thmoant of interaction between
venture capital and portfolio company CEO. Thislime by use of ordinary least squares
multiple regression in which the independent vdesland control variables were regressed
against total time spent by venture capital with @EO® The means, and standard deviations
of variables in the regression are reported in @&bhand the regression results for the three
regions are reported in Table’B.

Insert Table A and B About Here

Further, the size and composition of the Board afe@ors of the VC’'s portfolio
companies is compared. The results are report&dbie C.

Insert Table C About Here

Also following, Sapienza, et al. (1996) the valu€ Yhanagers place on the various roles
they play in portfolio companies is compared. Témults are reported in Table D.

Insert Table D About Here

An examination of the results from the exploratetydy shows similarities, but also
several differences. Particularly striking are thgression results in Table B. The model
explaining the amount of VC manager/CEO interachias very strong explanatory power in

the U.S. where it was developed, more limited reabte explanatory power in Europe, and

economic growth in Asia during the last half centufhis cultural dimension is made up of a focus ontthrif
perseverance, ordering of relationships, and a se#rgeme.

® Multicollinearity was deemed not to be a threathie data due to tests for minimum tolerance. Tesisgare
that common method variance did not undermine thditsabf the data were based on Podsakoff and Organ’s
(1986) work. The factor structure of the dependemt independent variables demonstrate that commtrothe
variance was not a significant problem for this data se

" For space considerations, the correlations betweendependent variables are not shown, but theyeaihin
within acceptable limits. They can be obtained ftbmauthors upon request.
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no power to explain what occurs in Aidt appears that the actual actions of VC managers
differ in other countries even though there hasnbaeconscious attempt to copy U.S.

practice.

Hours of contact between VC and CEO
Total number of hours per year of personal contativeen the VC manager and portfolio

company CEO.

Time in Portfolio

The number of years the venture had been in théirCs portfolio, rounded to the nearest

whole year.

VC Experience as a VC
0 if the VC manager had been in the industry figarg or fewer years and 1 if more than five

years.

VC Experience in the Portfolio Company’s Industry
0 if the VC manager had two or fewer years expesem the industry of the portfolio

company, and 1 if more than two.

CEOQ'’s Start-up Experience

0 if the CEO had no prior experience managing-sipst and 1 with any such experience.

CEO'’s Industry Experience

Years of experience in the portfolio company’s istriy.

Venture Stage

0 if seed, start-up, or early stage venture, aridater stage.

8 A Chow test showed significant differences in theé regressions (F-statistic 1.4, probability .10; log
likelihood ratio 36.6, probability .05)

34



Working Paper Steunpunt OOI : 2004

Innovation

Consistent with Zaltman, Duncan, and Holbeck (19T®)ee measures of innovation were
used: technical, product, and marketing innovatiath the VC manager rating each relative
to the portfolio company’s competitors. O if eqt@lor less than competitors, 1 if greater

than competitors.

Geographic Distance

Travel time in minutes between VC’s office and ropaatters of the portfolio company.

Roles of the VC managers

The potential roles for the VC manager were takemfSapienza, Manigart, and Vermeir
(1996). The roles are built on the prior reseanthGorman and Sahlman (1989) and
MacMillian, Kulow, and Khoylian (1989) and have beghown to have validity in the U.S.

Respondents were asked to rate the importanceeeétioles on a Likert type scale (1=not

important, to 5=of great importance). The eigheschnd their descriptions are as follows:

Strategic
* Sounding board = Listens, responds objectivelyKing and truthfully
* Financier = Provides or arranges funding in a tynmanner
* Business advisor = Discusses plans, reviews targié¢ss feedback, provides
management assistance, notes threats
Interpersonal
* Mentor/coach = Provides encouragement, positiveégesement, support, and
motivation
» Friend/confidant = Is concerned for CEO, will ga otihis way for CEO, listens to
CEOQO'’s problems
Networking
» Source of professional contacts = Knows or cantéo€#As, lawyers, etc.
» Source of industry contacts = Helps generate ordeash licensing agreements,
locate key suppliers, etc.

* Management recruiter = Helps locate key membermtmragement team.
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TABLE A
M eans and standard deviations of regression variables
us Continental Europe* Asia**

| | Mean | SD | Mean | SD | Mean | SD
Hours Contact Between 194.05 187.76) 77.16 62.32 347.34 747.76
VC manager and CEO

of Firm

Time in Portfolio 4.18 4.28 3.24 2.65 5.59 3.84
VC manager 0.38 0.49 0.38 0.49 0.36 0.48
Experience as Venture|

Capitalist

VC manager 2.14 1.22 2.37 1.243.22 1.19
Experience in Industry

of Funded Firm

CEOQO'’s Industry 10.69 9.01 12.80 7.89 10.62 6.70
Experience

CEO’s Start-up 0.50 0.51 0.39 0.49 0.58 0.50
experience

Venture Stage 0.55 0.50 0.87 0.33 0.58 0.50
Technological 0.43 0.50 0.61 0.49 0.78 0.42
Innovation

Marketing Innovation 0.51 0.51 0.39 0.498.82 0.96
Product Innovation 0.65 0.48 0.72 0/49.70 0.46
Distance 138.41 172.58 73.61 54.26534.70 1429.8

* France and The Netherlands
** Japan, Korea and Taiwan
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TABLE B
Regression Results

Dependent variable = Hours contact between VC manager and CEO of portfolio company

Asia us Continenta
Europe
Coefficient Coefficient Coefficient
Time in Portfolio -0.00 -0.10+ -0.20+
Venture Capitalist 0.14 -0.65* -0.30*
Experience as Venture
Capitalist
Venture Capitalist -0.03 0.46* 0.17
Experience in Industry of
Funded Firm
CEO'’s Industry Experience 0.11 0.01 0.11
CEOQ'’s Start-up experiencg -0.27 -0.43 -0.12
Venture Stage 0.11 -0.94** -0.02
Technological Innovation 0.17 0.25 0.11
Marketing Innovation 0.01 -0.41+ 0.15
Product Innovation 0.18 -0.06 0.10
Distance 0.12 -0.003* -0.06
N 40 49 78
Adjusted R2 -- 0.542 0.096

Significance levels : + p<.10; * p<.05; ** p<.01
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TABLE C

Board of Directors
and p-values of t-tests between independent samples

Total samplegg Mean Mean Mean |p-value p-value p-value
Board Size Mean St. | Asia US Cont| Asia Asiavs. US vs.
dev. Europg vs. US Europe Europe
Board Total Size 537, 23% 64p 571 463 0j15 0/00.00
Board Insiders as a Percentage of Boprd  0{41  (.2651 P 0.35| 0.39] 0.00 0.03 0.4
N 167 40 49 78
TABLE D

Mean Rankings of Venture Capitalist Roles Around the World
(1=not important, 5=very important)
and p-values of t-tests between independent samples

Total Sample | Mean Mean Mear) p-value p-value p-value
Importance of roles Mean Standar¢l Asia US  Cont|Asiavs. Asiavs. USvs.
Deviation Europg US Europe Europe
Sounding board 4.19 0.87 368 451 4.2 0.00 0.00 0.04
Financier 4.06 1.20 389 388 432 095 0.02 0.03
Business advisor 4.05 0.89 396 439 382 0.00 0.43 0.00
Mentor/Coach 3.67 1.01 3.60 3.92 3.49% 0.08 0.59 0.01
Friend/Confidant 3.20 1.10 3.36 3.34 3.0jt 0.93 0.09 0.08
Source of professional contagt$.07 1.00 311 291 31 0.33 0.66 0.12
Management recruiter 2.96 1.28 3.17 290 2.8% 0.29 0.19 0.92
Source of industry contacts | 2.88 1.28 345 263 274 0.00 0.00 0.62
N 167 40 49 78
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