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Abstract 
 
The development of venture capital industry is not only about the effective operation 
of venture capital firm, but also its supporting environments. The venture capital firms 
in different countries have different operation modes, for instance, the organizational 
structure, the source of finance and the investment behavior. The reason of the 
differences is that the venture capital supporting environments such as economy, 
culture, laws and regulations are different in various countries.   
 
The objective of this research is to study the venture capital supporting environments 
in China and analyze the role of government on how to improve these supporting 
environments. After research questions are decided, the author analyzes and combines 
the selected previous researches in different countries in order to build a more 
systematic, scientific and complete theoretical framework to conduct the case study in 
China.  
 
In the case study, all seven venture capital supporting environments in China are 
studied. By analyzing the facts, the author finds out that some environments such as 
laws and policies and financial environment have developed rapidly in past years and 
become more and more adapt to the development of venture capital. However, some 
other environments, especially the culture environment have negative effects on 
venture capital and can not be easily changed within a short period of time. Based on 
these findings, the author tries to find out some possible actions that the government 
can do to reduce these limitations and improve the venture capital supporting 
environments.   
 
 
Key words: venture capital, supporting environment, venture business, venture 
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1. Introduction 

This chapter will provide readers with general background of the topic: the purpose of 
the research and what are the research areas. Moreover, the research limitations, 
definitions of key terms and the structure of entire thesis will also be presented. 
 
 
1.1 Research Background 
 
As early as in 1985, Drucker (1985, p.2-8) pointed out that the America’s economic 
dynamics was not centered in fortune 500 any more, instead, the most revealing 
source of information about the growth sectors of the U.S. economy was from the one 
hundred fast growing SMEs. Indeed, by examining the top firms listed in U.S. stock 
market, many of them were small and medium-sized venture businesses many years 
ago. The role of SMEs became more and more important during the past decades. A 
report from OECD (OECD/GD, 1996) shows that compared with large, mature firms, 
SMEs can develop more new products, create more job positions and are more 
innovative. Therefore, the development of SMEs plays a key role in the economic 
success of a country.  
 
According to the nature of SMEs, one of the problems in the process of development 
is the tight resource constraint, especially the financial capital resources. In China, 
more than 50% of SMEs go bankrupt within three to five years, and the main reason 
for this is the shortage of money, especially for high-tech based firms which may need 
enough capital to do R&D (Wang, 2004). Besides, SMEs have very high uncertainty 
and little asset in its early stage of development. As a result, it’s difficult for them to 
apply for debt financing from banks, which is referred to as “financing gap”. OECD 
makes a research on financing gap of SMEs and finds out that the financing gap is 
more persuasive in emerging markets. SMEs usually do not have necessary 
information and skills to access external finance (OECD 2006, p.15). For all reasons 
mentioned above, venture capital could be one of the best financing sources for SMEs 
in terms of its nature. Since venture capital investment is equity investment, it focuses 
more on the growth potential of the venture business compared with traditional 
financing from banks. The profit that venture capital firm earns is from capital 
appreciation of its holding shares rather than interest income. Venture capital is also a 
long term investment which is in accordance with the development of high-tech firms 
which usually need a long period of time to make the technology to become a 
marketable product. Besides, the venture business without financial problems may 
also want to attract venture capital investment because of the value added service 
provided by venture capitalists and the chance for better development opportunities. 
Engle (2002, p.3) finds out that compared with other firms, the venture backed firms 
have higher growth rate. Hellmann & Puri (1999, p. 980) also find out that obtaining 
venture capital is associated with faster time to market, especially for innovators.  
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After 30 years’ economic development, China has become the second largest 
economic entity in the world. There are 53 Chinese companies in fortune global 500 
in 2010, and three of them are ranked in top 10. By examining these firms, all of them 
are State-Owned Enterprises and are of traditional industries. After 1978, the Chinese 
government began to reform and open up the economy, however, the planned 
economy had existed in China for too many years and it requires a long period of time 
to make economic transformation from planned economy to market economy. Until 
now, China still has not completed transition from totalitarian communism to a 
full-fledged market economy (Mark, 2000, p.2). The government pays more attention 
to large State-Owned Enterprise and creates favourable conditions for them to develop. 
Unlike other countries, the main perspective of China’s stock market is to reform and 
develop State-Owned Enterprise (Lai & Yang, 2009). From the experience of 
developed countries, the development of SMEs plays an important role from long 
term economic perspective. There are more than 20 million enterprises in the EU 
non-financial business economy and about 99.8 % of them are SMEs. SMEs are 
regarded as the job machine of the European Union. In 2008, two thirds of all jobs are 
in SMEs in European Economic Area (EIM business & policy research, p.27, 48). In 
U.S., the SMEs are regarded as an engine of innovation. Total expenditures for 
industrial R&D by SMEs have increased by almost three times between 1985 and 
1995 in U.S. In the largest firms the R&D expenditure has increased only about 20% 
(OECD, 2000, p. 6). Apart from developed countries, SMEs are vital for economic 
growth and development in developing countries as well. Unfortunately, SMEs’ 
financing gap is more serious in emerging markets. In developed countries, there are 
well-established systems for SMEs to raise money through banks and capital markets. 
From a survey conducted by OECD, 90% of SMEs in non-OECD countries have 
financing gap (OECD, 2006, p. 2-3). Therefore, as an emerging market, developing 
venture capital industry to help the development of SMEs is one of the most urgent 
issues for Chinese government.  
 
However, venture capital can not exist or develop independently. There are three 
major participants in venture capital industry: investor, venture capital firm and 
venture business. The role of investors is to provide capital resources to venture 
capital firm. The role of venture capital firm is to select investment opportunities, 
make investment and provide value added service to venture business. The role of 
venture business is to grow up to increase the firm’s value. The operations of all three 
participants are based on venture capital supporting environment. For instance, a good 
economic environment can increase the total amount of venture capital fund to be 
invested; A good financial environment can decrease the cost of venture capital 
investment and make easier exit for a venture capital firm; A good cultural 
environment can create more entrepreneurs and build trust within all venture capital 
participants; A good science and technology environment can create more 
high-technology SMEs which will increase the venture capital firm’s investment 
opportunities; A good talent environment can increase the number of qualified 
entrepreneurs and venture capitalists; A good law and policy environment can reduce 



 

 3 

the restrictions and make incentives on whole process of venture capital, which can 
benefit for all participants; A good social intermediaries and service system can be 
served as ties for all participants in venture capital to facilitate the whole venture 
capital process. Based on all these reasons, the venture capital supporting 
environment can be regarded as a milestone for the firm and development of venture 
capital industry.       
 
The previous literatures on venture capital supporting environment were either about 
its functional mechanism of the single factor or functional mechanism of the 
multi-factors. The functional mechanism of the single factor of venture capital 
supporting environment is mainly focus on the following five factors. Firstly, the 
research on financial environment made by Bernard and Ronald (1998, p.44) shows 
that the financial market, especially a developed stock market, is a key issue for the 
success of venture capital industry. Secondly, the research of tax effect on venture 
capital made by Anand and Bharat (1994) reveals that both personal income tax and 
corporate income tax rate can affect the venture capital investment. Thirdly, the 
research of culture effect on venture capital made by Ayukawa (1992, p.202-211) 
shows that compared with Eastern culture, the Western culture is better for the 
development of venture capital. Fourthly, the research of law and policy effect on 
venture capital conducted by Eric (2004, p.425-449) shows that the market efficiency 
of venture capital is largely depends on the laws and policies made by government. 
Lastly, the research of the effect of regional economy and Technology Park on 
venture capital conducted by Preer and Robert (1990, p.149-155) shows that regional 
economy and Technology Park are the two important prerequisites for the 
development of venture capital. The functional mechanism of the multi-factors of 
venture capital supporting environment is mainly focus on the interactions of single 
factors mentioned above and how they work together as a framework to support 
venture capital industry. For instance, the research made by Bygrave and 
Timmons(1992, p.234) shows that policy environment, culture environment, 
institutional environment and regional environment can be combined together to 
evaluate the general supporting environment of venture capital. All researches 
mentioned above are examples of previous researches on venture capital supporting 
environment, and most of them are focus on America.  
 
Until now, most literatures about venture capital in China are focused on the 
following areas: the government guided fund, the laws and regulations, the corporate 
governance of venture capital firm, the criteria to select venture business, the exit 
mechanism, the role of government in venture capital and the relationship between 
venture capital and national strategy. Only few of them discuss about the venture 
capital environment in China to give readers a whole picture of the background of 
China’s venture capital industry. Besides, the government has made a great 
improvement on venture capital industry in recent years, especially on laws, 
regulations and financial markets. The previous problems mentioned most frequently 
in literatures are about exit mechanism and organizational structure of venture capital 
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fund and most of these problems have been solved in recent years. As a result, many 
literatures are not adapted to today’s situation any more. There are also some 
researches directed by local government to study how to build venture capital 
environment in order to develop local economy. All these researches are focused on 
the local government fund, tax incentive and technology park. This paper will focus 
on venture capital supporting environment from the macro, nationwide perspective. 
This study is limited to the most common factors in venture capital supporting 
environment which can be easily applied in most regions in China. Some regional 
specific problems will be ignored in order to make the result more generalizable. The 
study area of this paper is limited to China mainland, which means that the research 
result can not be generalized in other countries or in Hong Kong since the venture 
capital environments are varied from country to country. Compared with other 
researches, this research will try to show a whole picture on venture capital supporting 
environment by examining the functional mechanisms of each factor of supporting 
environment in China and give further suggestions on the actions that Chinese 
government can do to improve venture capital supporting environment. 
 
 
1.2 Research Questions 
 
How do venture capital supporting environments work in China?  
 
 
1.3 Research Purpose 
 
The main purpose of this study is to identify the factors of venture capital supporting 
environments and find out how those factors work in China. Besides, the limitations 
of the supporting environments and the possible actions the Chinese government can 
do to improve each venture capital supporting environment will also be analyzed 
based on the findings. 
 
By reading this thesis, readers can acquire a basic knowledge of the characteristics of 
venture capital and understand what the venture capital supporting environment is 
from a macro perspective. This paper may benefit the foreign venture capital firms to 
have a basic understanding of Chinese venture capital environment. Besides, the 
theoretical framework is not only limited to state level, local policy makers and 
government backed venture capital firms may also use it to analyze and decide which 
method can be used to improve their local venture capital environment.  
 
 
1.4 Limitations of the study 
 
The venture capital supporting environment covers a wide range of subjects. This 
paper chooses only seven major factors to study. The selection criteria are based on 
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reviewed literatures and author’s previous knowledge. Each factor of venture capital 
supporting environment also covers many aspects. The thesis only chooses some of 
them which are considered to be important. As a result, in the empirical findings’ 
section, the findings are limited due to this reason.  
 
There are many interrelations between factors of venture capital supporting 
environments. The whole environment is formed based on the interactions of these 
factors, and it’s a very complicated process. Although the paper uses some graphs to 
illustrate these relations, it’s just a framework and there is no detailed analysis on it. 
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1.5 Definitions  
 
Venture capital  
The capital provided by firms who invest alongside management in young companies 
that are not quoted on the stock market. The objective is high return from the 
investment. Value is created by the young company in partnership with the venture 
capitalist’s money and professional expertise.  (OECD, 1996, p.5) 
 
Venture capital supporting environments 
A system consisted of a nation’s economic environment, financial environment, 
cultural environment, talent environment, science and technology environment, social 
intermediaries and service system and law and policy environment which can provide 
support for formation and development of a country’s venture capital industry. (This 
definition is based on the context of this paper) 
 
Venture capital fund 
An investment fund that manages money from investors seeking private equity stakes 
in startup and small- and medium-size enterprises with strong growth potential. These 
investments are generally characterized as high-risk/high-return opportunities. 
(Source: www.investopedia.com) 
 
Venture capital firm 
A venture capital fund can be referred to as a venture capital firm when its 
organizational structure is a company. 
 
Venture capital limited partnership enterprise 
A venture capital fund can be referred to as a venture capital limited partnership 
enterprise when its organizational structure is a limited partnership. 
 
Venture capitalist  
An investor who either provides capital to startup ventures or supports small 
companies that wish to expand but do not have access to public funding. (Source: 
www.investopedia.com) 
 
Venture business 
Young companies which are not quoted on the stock market. Most of them are SMEs. 
(Source: OCDE/GD (96)168) 
 
Small and Medium-Sized Enterprises (SMEs) 
The criteria of SMEs are varied from country to country. In China, the criteria of 
Small and Medium-Sized Enterprise are: 1. less than 3000 employees 2. turnover is 
less than $44.3 million or balance sheet total is less than $60 million. (Source: Law of 
the People's Republic of China on Promotion of Small and Medium-sized Enterprises)  
 



 

 7 

 
1.6 Outline of study 
 
 
 

 
 
 
 
 
 
 
 
 
 
 

 

 

 

 

 
 

 

This chapter presents the choice of research 

methodologies, research design, research strategy, quality 

of research and so on.  

 

This chapter presents the theories from literature review. 

Author also tries to combine them in order to form a 

whole picture of venture capital supporting environment. 

 

Introduction 

 

 

Methodology 

 

Conclusion 

 

Empirical Findings 

 

Analysis 

 

Theoretical 

Framework 

Introduce problem background, state research questions, 

show the purpose of this research, limitations and give 

definitions to main terms. 

This chapter presents the empirical findings from case 
study in China.  

This chapter analyzes the data that have been collected 

This chapter summarizes the findings from the 

analysis and gives suggestions on further studies. 
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2. Methodology 
 
This chapter covers important issues about research approach and research strategy. It 
includes the reasons for choosing this topic and the methods of collecting and 
analyzing data. In the end of the chapter, the quality of the research will be assessed 
by using relevant criteria.  
 
 
2.1 Choice of subject 
 
The venture capital has been existing in China for more than twenty years, but 
unfortunately it’s still in the early stage of development. From the experience in 
developed countries, the government plays an important role in this stage. In China, 
there is no unique venture capital system. Each province uses its own ways to develop 
venture capital. During working in a local government backed venture capital firm 
several years, the author visited many government funds in different places in China 
in order to study how to use the fund more efficiently and effectively. During the visit, 
the author found out that the methods used by each local government fund are 
different, and one of the most important reasons is that the environment for venture 
capital is different. Therefore, no matter from state or local level, the government 
cannot just simply copy the mode used by others. Instead, the government should 
analyze the local environment and find a solution which is more applicable to develop 
venture capital. This thesis tries to build a framework for analyzing the venture capital 
supporting environment. The paper might give some ideas to some relevant staffs in 
government to let them know which factors should be considered to develop venture 
capital. It also gives a background of Chinese venture capital industry to people who 
are interested in Chinese venture capital. 
 
 
2.2 Author’s Background 
 
As Bryman mentioned, the business research is influenced by a variety of factors. One 
of the factors is value of researcher. It reflects either the personal beliefs or the 
feelings of a researcher (Bryman, 2007, p.29). Values can be materialized at any point 
during the course of research. It’s quite common that when conducting a qualitative 
research, especially when researchers use participant observation, it’s difficult for 
researchers to disentangle their stance as social scientists from their subjects’ 
perspective (Bryman, 2007, p.30).  
 
The author is now taking a master program in Finance. He holds a bachelor degree in 
accounting and finance and had worked in venture capital industry in China for three 
years. The company he worked for is a state owned venture capital firm in Shanghai, 
China. Compared with venture capitalists and entrepreneurs, the author has more 
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objective position since he does not need to be directly involved in the financing and 
investment process of venture business and venture capital firm. Instead, his major 
responsibilities are to cooperate with venture capital firm to make fund of fund 
investment, help venture business to acquire venture capital fund and write local 
policies related to venture capital. In most cases he acts as a third party to facilitate 
the venture capital process. Although some of the data in empirical findings chapter 
are from his previous years’ participant observations, for instance, the observations on 
talent, culture and social intermediaries’ environments, he does not have any conflict 
of interest with venture business and venture capital firm. The findings in this paper 
are the reorganized facts based on the author’s observations (he visited more than 400 
venture businesses and 100 venture capital firms, the venture businesses and venture 
capital firms are from many different places of China, the summarized findings in 
chapter 4 are the most common characteristics of these environments) instead of his 
subjective thinking. Besides, in order to write local policies he visited many 
government backed venture capital firms. He has to use very critical and objective 
ways to examine how these governments support local venture capital industry since 
the supporting environments in each place are different, the similar policies from one 
place might have a negative impact in another place. Because of the nature of his job, 
most of the knowledge acquired from his work is free of bias. Furthermore, the author 
realizes that in some cases previous knowledge may become preconceptions. As a 
result, he tries to be value free during the whole process of his research to minimize 
the influences of his values.    
  
 
2.3 Methodological Assumptions 
 
2.3.1 Role of Theory 
 
Before considering the research strategy a few other ideas should be considered first, 
the role of theory is the most basic one for the research. There are two views of the 
role of theory in relation to research, the deductive and inductive approach. (Bryman 
& Bell (2007, p. 11). 
 
A deductive approach begins by looking at theory, produces hypothesis from that 
theory related to the focus of research, and then proceeds to test that theory. 
Compared with deductive approach, an inductive approach starts by looking at the 
focus of research (the organization, a business problem, an economic issue etc) and 
through investigation by various research methods, aims at generating theory from the 
research. An abductive approach is the combination of both deductive and inductive 
approach (Greener, 2008, p.16). 
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The relationship can be represented by the graph: 
 
 
Deductive approach: 
 

Theory                                Observations/Findings 
          (General)                                  (Particular) 
 
Inductive approach:           
  
 Observations/Findings                                 Theory 
      (Particular)                                    (General)    
 
Abductive approach: 
  
 Observations/Findings          Theory         Observations/Findings 
   
     
Figure 2.1: Connection between research and theory (Source: Bryman & Bell, 2007, p. 
14) 
 
In this paper, the main perspective is to find out how venture capital supporting 
environments work in China and how Chinese government can improve its venture 
capital supporting environment. The author will first combine previous findings and 
theories to find out which supporting environments are involved in the formation and 
development of venture capital industries in OECD countries, especially in U.S., in 
order to form a theoretical framework of venture capital supporting environment. The 
perspective in this step is to make clear about what the venture capital supporting 
environment is. This theory includes four issues: 1. what these environments are; 2. 
which factors involved in these environments are related to venture capital; 3. what 
are the effects of these environments on venture capital; 4. how these environments 
work together to support venture capital. The second step is to apply the theory of 
venture capital supporting environment to China’s venture capital industry to find out 
how it works in China. The whole process includes both formation and application of 
theory. Therefore, the abductive approach will be used in this research.  
 
2.3.2 Ontological Orientation 
 
Ontology is about what the reality is. The central point of orientation is the question 
of whether social entities can and should be considered objective entities that have a 
reality external to social actors, or whether they can and should be considered social 
constructions built up from the perceptions and actions of social actors. Therefore, 
there are two considerations: objectivism and constructionism (Bryman & Bell, 2007, 
p. 22).  
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In this paper, the author wants to find out how venture capital supporting 
environments work in China, their limitations and possible solutions, that is, the 
reality. The concept of venture capital is constructed continuously. The first 
formalized definition of venture capital was made in 1970’s in U.S., after that, it was 
modified many times due to the development of economy. Until now, the meaning of 
venture capital is varied across the countries due to different social backgrounds. In 
terms of the definition of venture capital, its supporting environments change 
continuously in different periods as well. Besides, even in the same time period, the 
venture capital supporting environments and the way they work are different in 
different places, so do the limitations and solutions. Therefore, the constructionism is 
applied in this research.  
 
2.3.3 Epistemological Orientation 
 
An epistemological issue concerns the question of what is (or what should be) 
regarded as acceptable knowledge in a discipline (Bryman & Bell, 2007, p. 16). It is 
about how to study the reality. There are two approaches to epistemology: positivism 
and interpretivism. Positivism is usually associated with natural science research and 
involves empirical testing. It states that only phenomena which we can know through 
our senses (sight, smell, hearing, touch, taste) can really produce knowledge. 
Compared with positivism, interpretivism is more common in the social sciences. It 
intends to see the world through the eyes of people being studied, allowing them 
multiple perspectives of reality, rather than one reality of positivism (Greener, 2008, 
p.17). 
 
In this paper, the author will first collect the data for each aspect of venture capital 
supporting environment in China. The data included in this research are from author’s 
participant observations, official statistics and report from professional institutions. 
The participant observation is mainly based on the interpretations of participants in 
venture capital industry in China. The data from official statistics and reports are 
meaningless unless the author links them together and interprets the meaning of them 
based on the context of venture capital and its supporting environments. Therefore, 
the research question can only be answered by interpretation of data from both author 
and participants in venture capital. The author will add his values and norms to 
explain and interpret the findings (reality) to readers. Based on the reasons mentioned 
above, the interpretivism is applied in this research.  
 
 
2.4 Choice of Research Design 
 
Research design is the basic plan which guides the data collection and analyses the 
phases of the project. It is the framework which specifies the type of information to be 
collected, the sources of data and the data collection procedure (Kumar, 2008, p.30). 
According to Bryman & Bell (2007, p.44) there are five types of research design: 
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experimental design, cross-sectional design, longitudinal design, case study design 
and comparative design.  
 
According to Kumar’s definition, a case study is a deep and intensive study of a 
particular social unit. It is used for having the evolution and growth of a social 
problem. A particular phenomenon is investigated intensively with the help of case 
study. The aim is to find out the factors that account for the behavior patterns of a 
given limit and its relationship with environment. The researcher has considerable 
freedom in gathering information from variety of sources. The may be life histories, 
personal records, documents letters, diaries, confessions biographic, interviews, 
observations, records on office files etc ( Kumar, 2008, p.47-48) . Robert also points 
out that the case study is the method of choice when the phenomenon under study is 
not readily distinguishable from its context. It’s usually focused on a contemporary 
phenomenon within its real-life context and suitable for studying complex social 
phenomena. The inclusion of context is major part of this study (Robert, 2003).  
 
In this research, the author will make an intensive study on how venture capital 
supporting environment works in China. The current venture capital supporting 
environment in China as a whole can be regarded as a contemporary phenomenon. 
The factors involved in venture capital supporting environment range from economic 
to cultural factors, a series of phenomena will be explained one by one. All these 
phenomena do not exist independently. The financial environment in China, for 
instance, is based on the general economic environment and can be affected by laws 
and policies. Besides, it is differed from other countries since it has a special history. 
As a result, the study of each phenomenon is based on its context and the study of all 
seven venture capital supporting environments in China should be combined together 
as a single case (in a broad sense) due to their close relationships. The sources of this 
research includes the author’s experience, working documents, firm visits and 
observations during his past years’ working in venture capital industry. Based on the 
issues made by Kumar and Robert, the case study approach is more appropriate to be 
used in this research.  
 
Robert further explains that six kinds of case study that can be identified based on a 
matrix. First, the case study can be based on single or multiple case studies. Second, 
the case study can be exploratory, descriptive or explanatory based on the role of 
theory in doing case studies (Robert, 2003, p. 5). According to the definition of 
exploration made by Robert, there are four senses of it. One sense is to study, examine, 
analyze or investigate something. The Second sense is to become familiar with 
something by testing it. The third sense is to travel over or through a particular space 
for the purpose of discovery. The final sense is to examine a thing or idea for 
diagnostic purpose, to search it systematically for something. For the final sense, the 
explorer already knows what to look for, he or she need only methodically hunt for it 
(Robert, 2001, p.2).  
In this paper, the author will first build a framework for venture capital supporting 
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environment. After that, he will use the whole framework as a guide to examine how 
venture capital supporting environment work in China. The whole data collection 
process is based on the theoretical framework. For instance, the author will only 
collect data based on the seven venture capital supporting environments mentioned in 
theoretical framework chapter. Besides, only selected indicators will be examined, for 
instance, when author tries to find how economic environment work in venture capital 
industry in China, he will only collect the data related to economic structure, 
economic system and GDP instead of all other economic indicators. Therefore, the 
author knows what to look for, and the data collection process is systematically 
applied. Further more, as mentioned in chapter one that there are few earlier studies 
can refer for information about the research question of this thesis. Based on the 
discussion above, the exploratory study is more appropriate for this research.    
 
 The matrix of six kinds of case studies: 
 
 Exploratory study  Descriptive study  Explanatory study  
Single Case  �    
Multiple Cases    
 
Table 2.1: Six different types of case studies (Source: Robert, 2003, p. 5) 
 
 
2.5 Research Strategy 
 
The research strategy can be divided into two categories: the quantitative and 
qualitative research strategies. A quantitative approach to research is likely to be 
associated with a deductive approach to testing theory, often using number or fact and 
therefore a positivist or natural science model, and an objectivist view of the objects 
studied. Compared with it, a qualitative approach to research is likely to be associated 
with an inductive approach to generating theory, often using an interpretivist model 
allowing the existence of multiple subjective perspectives and constructing 
knowledge rather than seeking to find it in reality (Greener, 2008, p.17).  
 
In this research, the author will find out what factors can be included into venture 
capital supporting environment first, and build a framework for supporting 
environment by doing literature view. After that, the case (China) will be selected for 
data collection and analysis. However, the data is not a number or a fact that can be 
used directly to test the hypothesis, instead, it should be interpreted by author to add 
meanings, and the answer of the research question is generated from the interpreted 
data. Therefore, although some quantitative data will be used in this research, the 
research as a whole is a qualitative research.  
 
 
The outline of the main steps of the research: 
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Figure 2.2: Outline of the main steps of qualitative research (Source: Bryman & Bell, 
2007, p. 406) 
 
 
2.6 Secondary Data Collection 
 
Compared with primary data, the secondary data is the data which the researcher did 
not collect for themselves directly from respondents or subjects. In other words, the 
secondary data was not collected with the researcher’s purpose and objectives in mind. 
It may have been collected by other researchers in their academic studies, by 
institutions whose job is to collect data or in the process of normal operations. Since 
there is a vast amount of secondary data out there, much of it surprisingly accessible 
over the web, which may save us considerable time or give us a useful benchmark or 
context in which to set up our research design or a way of triangulating our results 
(Greener, 2008, p.73).  
 
2.6.1 Choice of Secondary Data 
 
Since the research is conducted in Sweden, it’s difficult to do interview with Chinese 
companies. And according to Chinese culture, the response rate of questionnaires 
would be much lower if it’s written by a student for academic purpose. Besides, refer 
to the author’s previous experience in contacting with Chinese venture capitalists, the 
answers replied from different person are always the same, most of them are very 
general answers which are available to public. For these reasons, most of the data in 
this research is secondary data collected from websites except the author’s previous 
observations and the laws and policies.  
 
In order to answer research questions, the author needs to collect data related to 
China’s economy, financial market, culture, science and technology, talent, laws and 
policies and social intermediaries and service system. Within these sections, the data 
of culture, talent and social intermediaries and service system are mainly from 
author’s previous participant observation. The data of laws and policies is derived 
directly from related laws and policies. As a result, majority of secondary data falls 
into the following three sections: economic, financial and science and technology 
sections. In these three sections, the secondary data is mainly from National Bureau of 
Statistics of China (NBSC), China Venture Capital Research Institute (CVCRI) and 

General research questions Selecting relevant subjects 

Interpretation of data Conceptual/theoretical work Findings/Conclusions 

Collection of relevant data 
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Chinese Science and Technology Statistical Information Center (conducted by 
Minister of Science and Technology of People’s Republic of China). The data from 
NBSC is based on China statistical yearbook 2009. The data from CVCRI is based on 
China venture capital annual survey report in 2009. This report covers the statistical 
information of venture capital organizations and venture capital activities in China 
(except Tibet) in the year of 2009. The data is generated from the respondents of 
questionnaires which consist of 556 venture capital institutions in China. The data 
from Chinese Science and Technology Statistical Information Center is based on the 
report of China S&T Statistics Data Book 2009. The report covers the statistical 
information on R&D expenditure, human resource in science and technology, high 
technology, government S&T appropriation and international comparison. This report 
is widely used by central and regional government to make plans on the development 
of science and technology. 
 
2.6.2 Criticism of Secondary Data 
 
The quality of secondary data is a very important issue. As mentioned above, there are 
three major sources of secondary data, one of them is from an independent research 
institute and the other two are from Chinese official statistics. The data related to 
statistics of Chinese venture capital is from China Venture Capital Research Institute 
(CVCRI). CVCRI is located in Hong Kong and acts as an independent research 
institute to provide authority data on Chinese venture capital, for instance, the year 
book of venture capital in China. Their statistics results are the most authoritative in 
China’s venture capital industry and are widely used by academic researchers and 
governments. Therefore, the data from CVCRI is more reliable compared with the 
data provided by some other small consultant firms. The data related to China’s 
economy and science and technology is from the Chinese official statistics. As 
mentioned by Bryman & Bell (2007, p.342-344), even official statistics are not error 
free, especially the results which have negative information and may cause problems 
after publishment. The author also notices that there are many criticisms on the 
China’s statistical data made by government, especially the data in economy area. 
Refer to this problem, the author tries to use the other sources to have a cross check 
on it to confirm that both of the sources have similar findings. Besides, by reviewing 
previous researches, the author also finds out that the data applied in this thesis is also 
used by other researchers. This may further confirm the reliability of the data being 
used in this thesis.  
 
 

2.7 Method for literature review 
 
As discussed in previous section that the abductive approach is applied in this paper. 
The author will first construct the theoretical framework of venture capital supporting 
environment and apply this framework in following chapters. This makes the 
theoretical framework chapter more important compared with most other papers since 
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the whole data collection process is based on it.  
   
In the process of literature review, the author has made use of books, articles and 
on-line sources. One of the major sources is Social Science Research Network (SSRN) 
database. Searching by the keywords in data base, such as “venture capital”, “SMEs”, 
“venture capitalist”, “venture business”, “innovation”, “and “entrepreneurship”, etc, 
the author acquired a lot of journals and articles related to the research area. The 
topics cover from the concept of venture capital to how venture capital is supported 
by external environments. Since the modern venture capital industry is developed in 
developed countries from 1960’s to 1980’s, some of the publications by Organization 
for Economic Co-operation and Development (OECD) are also used in this paper. The 
statistical data in these publications can show the background of how venture capital 
was formed and developed. Besides, some of the working papers made by OECD are 
about financing gap of SMEs, the problems in the development of venture capital, the 
relationships between venture capital and technology and innovations. All these 
papers are written from macro-perspectives which are quite similar to the research 
purpose of this thesis. Umea University ALBUM (book-searching) system is also used 
in this paper, the author gained hard and electronic copies of books related to financial 
market and venture capital from it. Some books related to laws and the government’s 
roles on venture capital brined from China are used as reference on law and policy 
environment. There are also some other web sources used in this paper, for instance, 
the Wanfang database in China and Google scholar search engine.  
   
During the whole process of literature review, the author realizes that there are plenty 
of researches related to the research area in this thesis. Therefore, the perspective of 
the literature review is to re-categorize and summarize the previous researches to 
build a complete and organized structure of theory instead of writing down every 
related research results. For instance, one of the researches finds out that IPO, GDP, 
pension fund, tax rate and government program will have effect on venture capital. 
Another research states that the venture capital is affected by its law and economic 
environments. In this case the results of these two researches are overlapped because 
IPO and pension fund are financial factors and GDP is economic factor. By reading 
through all relevant researches, the author will categorize the whole venture capital 
supporting environment into seven environments by their nature. Regarding to the two 
researches mentioned above, the author will include IPO and pension fund into 
financial environment, GDP into economic environment and government program and 
tax rate into law and policy environment to make the whole structure more clear.   
 
 

2.8 Quality criteria 
 
According to Bryman & Bell (2007, p. 410-411), there are two methods that can be 
used to measure the quality of qualitative research. One method includes reliability 
and validity, another one is made up of trustworthiness and authenticity. These two 



 

 17 

methods can be used as alternative to each other. In this research, the reliability and 
validity are applied. However, the meanings of validity and reliability are a little bit 
different in this paper compared with quantitative research.  
 
2.8.1 Reliability  
 
Reliability refers to the degree to which a study can be replicated. However, in a 
qualitative research replicating ethnographic research needs to adopt a similar social 
role to that adopted by the original researcher. Otherwise the replication will not 
comparable to the original research (Bryman & Bell (2007, p. 410-411).In this paper, 
the theories in the theoretical framework are chosen with carefulness. There are more 
than one supported theories for each venture capital supporting environment. In 
literature view, the author finds out that in each supporting environment, there are 
many theories based on previous researches, although the conclusions are varied, but 
by analyzing and comparing each research there are some common findings that can 
be found, and those findings are tested by different researchers in different countries 
at different time periods. Only those double checked theories will be used in the 
research. Therefore, the theory generating process is easy to be replicated. However, 
when author applies the theory of venture capital supporting environment to China, 
some of the findings, for instance, the talent and culture environments in China are 
based on the author’s own observation when he worked in China’s venture capital 
industry. In this case, only people who have similar working experience or have 
conducted researches in similar areas will find the similar research results concluded 
in this paper.  
 
2.8.2 Validity  
 
Validity refers to the issue of whether or not an indicator that is devised to gauge a 
concept really measures that concept (Bryman & Bell 2007, p. 165). The quality of   
qualitative research can be examined by internal and external validity. The internal 
validity is concerned with whether or not there is a good match between researchers’ 
observations and the theoretical ideas they develop. The external validity of 
qualitative research refers to the degree to which findings can be generalized across 
social settings (Bryman & Bell 2007, p.410). 
 
In this paper, the research area is the venture capital supporting environment. From 
this perspective, the indicators are the economy, finance, culture etc. In the process of 
literature view, the author first choose as much as relevant previous researches to read, 
and later narrow down the theories in the whole process of research, until a concise 
theoretical framework is formed. Besides, for each indicator of venture capital 
supporting environment, it can be decomposed into a set of sub-indicators. For 
instance, the economic environment is an indicator of the venture capital supporting 
environment as a whole, and the GDP, economic structure and economic system are 
the indicators for economic environment. The same method is applied here to make 
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sure that each sub-indicator can be used to measure the corresponding environment. 
In the beginning, there are more sub-indicators for each supporting environment, but 
when author applies all these sub-indicators, he finds out that some of them are 
overlapped or not quite relevant to the concept, therefore, the sub-indicators are 
modified continuously in order to get close to theoretical saturation. In conclusion, all 
seven environments mentioned in this paper are carefully selected and tested to reflect 
the theory of venture capital supporting environment, and all factors selected in each 
environment are carefully selected and tested as well to reflect the operation 
mechanisms of each environment (see Table 3.8 in page 33).  
 
As mentioned above, for internal validity, the author tries to make his observations 
match to the theory formed in this thesis. However, most supporting environments 
and their sub-indicators are interrelated. Besides, the supporting environment as a 
whole is the result of interaction between these single environments and 
sub-indicators. As a result, the relationships between all indicators are very 
complicated. Therefore, as mentioned before, the author will try to uncover some of 
relationships between the indicators within the venture capital supporting 
environments, but most of them are still waiting to be studied in further research. 
 
For external validity, since the qualitative research strategy is applied in this study, the 
generalization of research results is referred to as analytic generalization. Compared 
with statistical generalization, analytic generalization is not generalization to some 
defined population that has been sampled, but to a theory of the phenomenon being 
studied (Robert, 2004, p.18). In this paper, the research results are in line with some 
previous researches, they will contribute to the general theory of the working 
mechanism of venture capital supporting environment. 
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3. Theoretical Framework 
  
By reviewing related literatures, the perceptions from theoretical perspective will be 
established. This chapter has five sections and can be divided into two major parts: 
the basic concepts of venture capital and the supporting environments of venture 
capital. The first part includes the first three sections: meaning and evolution of 
venture capital, the venture capital investment stages, and the venture capital process. 
The aim of this part is to introduce the characteristics of venture capital to help 
readers know what the venture capital is and why it’s different from other kinds of 
investments. The second part includes the last two sections which are focused on the 
research problems: the supporting environments of venture capital.        
 
 
3.1 The venture capital and its evolution  
 
The meaning of venture capital has been developed several times during the past 
decades. By examining the history, the origination of venture capital can be referred 
back to the end of 15th century when UK, Portugal, Spain and other countries in 
Europe began to start ocean trade. Ocean trade companies have to use fleet in order to 
make trading. However, they can not afford the cost to build fleet by using their own 
capital. As a result, they have to combine their own knowledge, skills, human 
resources and the money from outsiders to do “venture”, in this case, the money 
provided by outsiders are the earliest venture capital (Liu, 2004, p.11-12). Although 
the venture capital at that time is different from modern venture capital, but it reveals 
some characteristics of venture capital: it combines human capital from entrepreneur 
and money capital from outside investors, the investors do not need to participate in 
the daily operations of the company they invested and they expect their invested 
capital to add value.  
 
The modern venture capital is started from the 1940’s. The first formalized concept of 
venture capital is from the National Venture Capital Association of America (NVCA) 
after 1970’s. It states that the venture capital is a kind of equity capital, it is provided 
by professional institutions to invest in the company with high growth potential, 
besides, the investors will participate in the operations of venture business (compared 
with passive investors like minority shareholder) (Lin, 2004, p.4-9). Based on this 
definition, NVCA makes conclusions of characteristics of venture capital: 1.The 
object of investment is the venture business with high growth potential 2. It is an 
equity investment 3. The capital is used for the development of new product and 
service 4. Investors participate in the management of venture business to provide 
value added service 5. High risks are associated with high profits 6. It is a long-term 
investment. Since the definition is stated in 1970’s, by examining the definition some 
shortages can be found: 1. Professional institutions do not include business angels and 
corporate venture capital 2. After 1975, many small venture businesses with high 
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growth potential began to be listed on NASDAQ, the definition should write 
non-listed company instead of company.  
 
In 1983 British Venture Capital Association (BVCA) was founded. It gives a new 
definition of venture capital: It is an investment by investing equity capital to 
non-listed company; the objective is not for running the product (BVCA, 1983). 
Compared with the definition given by NVCA it has several improvements: 1.Except 
the small venture business, the firm in later stage (M&A, reconstruction) is also 
included 2. All venture businesses must be non-listed firm 3.The objective is not for 
running the product distinguishing the venture capital between strategic investments 4. 
Both business angels and corporate venture capital can be regarded as investors.  
 
After 1980’s the investment area in U.S. was extended, the investors began to focus 
on M&A. Some scholars classify the capital invested in later stage (M&A, pre-IPO) 
as non-venture private equity, and the definition made by NVCA in 1970’s is regarded 
as venture private equity, both of them are private equity. The characteristics of these 
two private equities are similar except the investment stages, as a result, private equity 
is regarded as venture capital in a broad sense, and the definition made by NVCA in 
1970’s is regarded as venture capital in a narrow sense (NVCA, 1973).  
 
Except for the venture capital associations, OECD also makes some definitions of 
venture capital. In 1983, it states that all investment on the firms which are based on 
high technology and knowledge, produce or provide technology-intensive product or 
service can be referred as venture capital investment (Liu, 2004, p.19). The limitations 
are quite obvious in this definition, the way of investment is not defined and it ignores 
the word “venture” which is the key issue of venture capital. There is no doubt that 
many high-tech firms are venture businesses, but venture business is not restricted to 
high-tech firms only. In fact all non-listed firms with high growth potential and 
uncertainty in future can be regarded as venture businesses. This is confirmed by the 
previous investment on many venture businesses with good business model (Federal 
Express, etc...). In 1996, the modified definition is made: it is the capital provided by 
firms which invest alongside management in young companies that are not quoted on 
the stock market. The objective is high return from the investment. Value is created 
by the young company in partnership with the venture capitalist’s money and 
professional expertise (OECD, 1996, p.5). It has three characteristics: the long 
timeframe (3-7 years), the value added service and the profiting method (capital gain 
rather than dividends). This definition shows the essence of venture capital and can be 
referred as a more reliable definition compared with the previous one.  
 
When check with the official website of NVCA and European Venture Capital 
Association (EVCA), the most recent definition of with venture capital can be found. 
NVCA defines venture capital as the investment enables and supports the most 
innovative and promising companies. This money funds new ideas that could not be 
financed with traditional bank financing, that threaten established products and 
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services in a corporation, and that typically require five to eight years to be launched 
(NVCA, 2006). From the definition of EVCA, venture capital is a subset of private 
equity. It’s co-invested with the entrepreneur to fund an early-stage (seed and start-up) 
or expansion venture. Offsetting the high risk the investor takes is the expectation of 
higher than average return on the investment (EVCA, 2006). 
 
Until now, we can summarize some characteristics of venture capital. Firstly, it’s an 
equity investment (compared with debt financing). Secondly, the investment 
objectives are young, unlisted companies with high growth potential. Thirdly, 
compared with other kinds of equity investors, venture capitalists are positive 
investors, they usually participate in management of venture business. Fourthly, 
venture capitalists are looking for capital appreciation instead of dividend. All these 
characteristics of venture capital are well accepted by researchers in this area. Many 
recent researches usually focus on the relationship between venture capital, business 
angels and private equity. The main difference between them is the investment stages. 
 
As discussed above, it is very clear that the venture capital is a kind of equity 
investment, and it focuses only on unlisted firms. However, there are many 
development stages for unlisted firms, from seed to pre-IPO stages. Compared with 
investment in public traded shares in secondary market, all equity investment in 
unlisted firms can be regarded as private equity. As a result, both business angels and 
venture capital are private equity. According to Bygrave and Timmons (2002) and 
Sahlman (1990), the business angels are individuals who make investment by using 
their own money on seed stage of firms, the business angels’ investment can also be 
called informal venture capital. The venture capital is the investment made by 
professional firms who focus on seed and early development stages of firms and it’s 
regarded as formal venture capital. Except business angels and venture capital, the 
investment made by professional firms which focus on later development stages of 
firms is regarded as other private equity. As a result, private equity is a border concept 
and it includes venture capital and business angels. After 1990’s, many of venture 
capital’s investments are moved forward to more mature development stages of firms 
(Bygrave & Timmons, 2002). According to the definition above, venture capital 
gradually becomes “other private equity”. There are many researches related to this 
phenomenon in recent years. Since the venture capital is a kind of social science, its 
meaning will continuously be constructed by its participants. As a result, the concept 
of venture capital will be continually accomplished in future.    
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Figure 3.1: The classification of equity financing (Source: Bygrave & Timmons 2002) 
 
 
 
 
 
 
 
 
 
 
 
 
3.2 The development of Chinese venture capital 
 
The development of venture capital in China can be divided into three cycles. The 
first cycle is from 1985 to 1999. Venture capital made its first appearance in China in 
1985, with a government decision to develop high technology industries and the 
formation of the first venture capital firm, the government sponsored China 
Venture-tech Investment Corporation. Although initial government-backed 
investment operations generally failed, there has been resurgence in venture capital 
activity since China’s admission to the WTO (Kenny, Han and Tanaka 2002,  
106-109). The Chinese venture capital experienced a very low development speed of 
before the Shanghai and Shenzhen stock markets started in 1990’s. During the early 
1990’s, several venture capital fund were founded but most of them are government 
funds, the venture capital market was dominated by government during that period. 
The second cycle is from 1999 to 2002. China's venture capital industry grew rapidly 
in 1999 and 2000. As people gradually understand and accept the concept of 
knowledge economy, high-tech industries and venture capital, the venture capital 
industry has taken its initial form and begun its rapid development. According to 
incomplete statistical data, there were 120 venture capital firms and 156 incubators in 
China in 2000. Beijing, Shanghai and Shenzhen are emerging as the centers of the 
Chinese venture capital system. Since 1999, there has been a substantial influx of 
venture capital into China's information technologies (IT) industry, particularly in the 
areas of network and Internet infrastructure. The flow of venture capital in China is 
now determined by market forces and follows international trends. This recent 
development has reduced the systemic risk in venture investing to a lower level. In 
addition, the Chinese venture capital community has been actively exploring new 
venture capital paradigms that reflect China's needs and also the current international 
environment (Liu, 2004, p.20). However, the burst of the technology bubble in the 
U.S. and worldwide in the end of 1990’s had substantially slowed the growth of 
China's venture capital industry, and this recession had kept for several years. The 
third cycle is form 2002 until now. From the year of 2002, the Chinese venture capital 
industry began to develop with a high growth rate. The laws and policies were 
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improved gradually and the financial market became more adapted to venture capital. 
This high growth rate kept for seven years until the financial crisis in 2009. During 
this period, the annual growth of total volume of venture capital fund in China is 
43.3% (CVCRI, 2009).   
 
 
3.3 The venture capital investment stages 
 
There is no common method to classify the investment stages of venture capital. 
Based on the definition of venture capital in a broad sense mentioned above, the 
Sahlman’s method is used. There are 7 stages (the eighth stage given by Sahlman is 
about the exit of capital and it might happen after IPO, so it is not included here) 
which is described as follows (Sahlman, 1990, p.479): 
 
1. Seed investments 
2. Startup 
3. First stage- early development. 
4. Second stage- expansion. 
5. Third stage- profitable but cash poor. 
6. Fourth stage- rapid growth toward liquidity point. 
7. Bridge stage- mezzanine investment. 
 
In order to make it more clear, the OECD’s method is also introduced. From the 
comparison, the conclusion can be made that although the classification methods are 
different, the principles are almost the same.  
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Figure 3.2: Stages of venture capital investment (Source: OECD, venture capital and innovation, OECD/GD 96(168) p.47) 
 
The comparison between Sahlman and OECD 
Stage 1 2 3 4 5 6 7 

Sahlman Seed stage Startup Early 
development 

Expansion Profitable but cash poor Rapid growth toward 
liquidity point 

Bridge stage 

OECD  R&D Startup Early growth Early growth Accelerating growth  Sustaining growth Maturity 
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3.4 Venture capital process 
 
The general venture capital process is as follows 
 

Figure 3.3: The process of venture capital 
 
The overall process can be divided into three: financing, investing and exiting. 
Bygrave and Timmons (1992, p.14) make a detailed analysis of venture process and 
divide the process into following steps: 1. Find target investment areas and set up the 
firm. 2. Raising capital from investors. 3. Deal flow, find investment opportunities.  
4. Selecting investment opportunities by screening and evaluating venture business.     
5. Making due diligence on selected venture business and contracting (term sheet and 
so on) 6. Providing value added service 7. Exit strategy   
 

1.find target investment areas, set up the firm Financing  

2. raising capital from investors 

3. find investment opportunities 

4. select investment opportunities 
5. due diligence and contracting 

Investing  

6. provide value added service 

Exit 7. decide exit strategy 

 
Table 3.1: The process of venture capital  
 
 
3.5 The functional mechanism of the single factor of venture capital supporting 
environments 
 
3.5.1 The functional mechanism of economic environment 
 
The economic environment of business can be divided into two main categories: the 
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microeconomic environment which includes all economic factors that are specific to a 
particular firm operating in its own particular market and the macroeconomic 
environment which is the national and international economic situation in which 
business as a whole operate. (Solman, 2005, p.12). This thesis studies the effects of 
economy on venture capital industry as whole rather than a single venture capital firm 
or venture business. Therefore, only macroeconomic environment will be focused in 
this section. As Solman mentioned, macroeconomics includes several indicators: GDP, 
inflation, national income, unemployment, privatization, savings and so on (Solman, 
2005). Regarding to the study area of this thesis, only macroeconomic factors related 
to venture capital industry as a whole will be studied.  
 
3.5.1.1 The previous research on economic environment 
 
The economic environment is the most basic factor of the supporting environments 
for venture capital. According to Romain and Pottelsberghe (2003, p. 2-16) the 
macroeconomic environment is one of the most important factors which affect the 
supply and demand of venture capital, and the most important indicators of 
macroeconomic are GDP growth rate and short and long term interest rate. By 
examining the development of venture capital firm in U.S. from 1983 to 1994, 
Gompers and Lerner (1998, p.17-46) find out that the economic growth rate can affect 
the development of venture capital. Yuan (2001, p.2) points out that one of the 
prerequisites of creation and development of venture capital is the mature market 
economy.  
 
3.5.1.2 The economic background of venture capital formation 
 
The venture capital industry boomed dramatically in late 1970s and early 1980s in 
U.S. (Gompers, 2006, p.6) is further confirmed for the importance of economy. By 
examining the macro economy during that time, two main characteristics can be 
found：the transformation in economic structure and economic system (Block and 
Keller, 2009).  
 
The transformation in economic structure can be presented in two aspects: the 
increased proportion of high-tech industry, around 2/3 of the total GDP in U.S. is 
related to electronics and there is more than half of the GDP is related to high-tech 
industry in OECD countries (OECD, 2003), and the quick formation and development 
of SMEs, there are (on average) 454,000 new firms founded every year in 1970’s and 
(on average) 640,000 new firms founded every year in 1980’s in U.S. ( Chen, 2000). 
In the year of 1989, the number of new founded firms reached to 1.3 million in U.S. 
Until now, within the U.S. economy, SMEs account for the vast majority of firms and 
approximately half the GDP generated by nonagricultural sectors (Hammer et al, 2010, 
p. 1). The emergence of SMEs increases the need for capital to use and professionals 
to manage the firm. As a result, venture capital is the best solution for the 
development of SMEs according to its characteristics.  
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The transformation in economic system is characterized by privatization and 
marketization of world economy after 1980’s (Liu & Chen, 2008). In western 
countries the governments decrease the investment on R&D and private institutions 
increase their R&D investment according to its proportion of GNP. In OECD 
countries, the R&D capital provided by government is decreased from 2.4% to 2.2% 
of GNP, on the other hand, 60% R&D capital is provided by private institution in 
1993 (OECD, 1996). As a result, the firm’s R&D and innovation are not a task of 
government any more, they become market oriented and are developed for profit and 
shareholder value maximization. The venture capital is formed and developed in this 
process since it is one of the major fund providers for private firms to do R&D and 
innovation.  
 
3.5.1.3 The effect of economy on venture capital 
 
The World Economic Forum and IMD made a research on the relationship between 
GDP per capita and difficulty level of venture capital financing. Based on their 
research there is a positive relationship between them. 
 
Comparison between GDP per capita and difficulty level of financing from venture 
capital in 1995. The full mark is 10, the higher the mark, the easier to get Venture 
capital financing.  
 

Country USA Germany France China 

GDP per capita in 1995 (in 

USD) 
27,442 29,676 26,742 562 

difficulty level of financing 

from venture capital 
8.29 4.26 5.46 3.52 

 
Table 3.2: Comparison between GDP per capita and difficulty level of venture 
capital financing (Source: Chen, 1999, p.272) 
 
Zhang and Zhang. XD (2001, p.41-42) point out that under a mature market 
economy, the risks and interests between all venture capital participants (investors, 
venture capitalists and entrepreneurs) can be aligned by using financial derivatives, 
disclosure requirement, reputation mechanism and corporate structure. 
 
3.5.2 The functional mechanism of financial environment 
 
Financial system is a system for money transfer. It is combined of financial assets, 
market participants (intermediary) and the mode of financial transaction (market). 
The regulatory framework by government plays an important role in it. Financial 
system can be divided into three interrelated sections: 1. the financial sector, which 
includes financial institutions and markets to provide financial service to 



 

 28 

non-financial sectors; 2. the financing pattern and corporate governance which 
include the financing behavior of people, enterprise and government, financing 
instruments and the framework to coordinate all stakeholders’ interest for a company, 
3.the regulation system ( Qu, 2002, p.9-10) 
 
3.5.2.1 Bank-based and market-based financial system 
 
According to Monnet and Quintin, the financial system can be divided into the 
bank-based and market-based financial system (2005, p.5-10). Allen and Gale (2001, 
p72) make a research on several industrialized countries and find out that the U.S. 
and UK are market-based financial systems and Germany, Japan and France are 
bank-based financial systems. Black and Gilson (1997, p.44-45) make a comparison 
on these two financial systems and point out that the U.S. model is better for both 
venture capitalist and entrepreneur, the Japanese model is more stable and 
conservative and tend to invest in later stage.  
                                                      Unit: $ Billion 
 GDP Banking 

Assets 
BA/GDP Equity market 

capitalization 
EMC/GDP 

U.S. $6,301 $3,319 53% $5,136 82% 
UK $824 $2,131 259% $1,152 140% 
Japan $4,242 $6,374 150% $2,999 71% 
France $1,261 $1,904 151% $457 36% 
Germany $1,924 $2,919 152% $464 24% 
 
Table 3.3: An International Comparison of Banks and Markets in 1993 (Source: 
Allen and Gale 2001 p.72) 
 
3.5.2.2 The previous research on financial environment 
 
Based on the previous study of the effects of financial environment on venture capital, 
the researchers find out that there is a close relationship between a country’s financial 
environment and its development of venture capital industry. By comparing the 
financial environment of U.S., Japan and Germany, Black and Gilson (1998, p.246, 
274) point out that one of the reasons for U.S.’s success in its venture capital industry 
is a developed stock market. The exit through an IPO allows the entrepreneur and the 
venture capital fund to enter into a self-enforced implicit contract over control, in 
which the venture capital fund agrees to return control to successful entrepreneur by 
exiting through an IPO. The bank-based financial system in Germany and Japan can 
not provide such incentives. Ameer (2003, p.1-4, 24-25, 36-37) makes a research on 
several developing countries in south east Asia, he states that a firm’s financing policy 
(non financial firm) is not only influenced by trade off between the tax advantage of 
debt financing and financial distress costs , but also by exogenous financial sector 
development shocks. The reform of financial system results in financial liberalization 
which has a huge effect on the mode of financing and capital structure dynamics. 
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Through their research and analysis on statistics from 1988 to 2001 on fourteen 
European countries, Rin et al. (2004, p.1, 21-22) find out that the degree of opening of 
financial market to venture business has effects on the returns of early stage venture 
capital investment. 
 
3.5.2.3 The financial background of venture capital formation 
 
From 1970’s to early 1990’s, the financial market in developed countries experienced 
a transformation which is characterized by internationalization and securitization 
(Frankel, 1998, p.255-265). The internationalization is presented by cross-border 
transactions in bonds and equities. According to the data provided by OECD (Oedy 
and Hviding, 1995, p.16), the transactions in bonds and equities’ percent of GDP in 
U.S. and Japan are 9.3% and 7.0% respectively in 1980, these percentages increased 
to 92.5% and 118.6% in 1990. Besides, there is a growing international diversification 
of asset holdings by institutional investors. The securitization is presented by the 
increased percentage of stock market capitalization Per cent of GDP and the change of 
financing method. From 1980’s to early 1990’s, the average percentage of stock 
market capitalization Per cent of GDP increased from 48% to 75% in several 
developed countries (Oedy and Hviding, 1995, p.62). For financing method, the 
percentage of direct financing increased during the 1980’s. In early 1980’s the 
percentage of direct financing is 17.6%, 7.2% and 4% in U.S., Japan and France. Until 
the end of 1980’s, the percentage increased to 24.1%, 11.7% and 18.5% respectively 
(OECD/GD 2004: 37). The transformation of financial system creates conditions for 
the formation and development of venture capital industry. Cai and Chen. (2003, p.41) 
find out that the effects of financial system on venture capital industry can be 
concluded into three aspects: 1. government releases the restrictions on investment of 
pension funds and insurance fund, which increase the supply of venture capital fund; 
2. internationalization increases the scope of supply and demand of venture capital; 3. 
securitization results in the development of stock market, especially the growth 
enterprise market (NASDAQ for instance) which is one of the major incentives for 
venture capitalist to do investment.  
 
3.5.3 The functional mechanism of cultural environment 
 
Regarding to the definition of culture from Wiki, it is the set of shared attitudes, 
values, goals, and practices that characterize an institution, organization or group 
(www.wikipedia.org). The people with different attitudes, values, goals, and 
practices determine the different behaviors in venture capital. 
 
Japan and U.S. can be regarded as representatives of western and eastern culture. 
Suzuki et al. (2002, p.1-3) make a comparison between entrepreneurship in Japan 
and silicon valley, they find out that Japanese entrepreneurs are more group and 
society oriented compared with other countries, and the family member’s opinion is 
very important in one’s becoming an entrepreneur in Japan, the group values are 
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taught when people are in school and company. Besides, the entrepreneurship in 
Japan demands different characteristics compared to those managers in large 
companies, but in U.S. there is less difference between them. The researchers also 
point out that only a few people in Japan decide to do business themselves, most of 
them want to become the professional managers in large companies, and the 
managers should oppress their personality and obey the group, but in U.S., people 
have strong personality and are more willing to take ventures. As a result, the U.S. 
has a better culture environment for venture capital (Ohe et al. 1992). Even in U.S., 
the regional cultural difference still exists. By comparing the difference of 
development between Silicon Valley and route 128, Saxenian (1996) points out that 
different cultural background plays a vital role in two regions. Compared with 
Silicon Valley, the route 128 is more conservative and has strict hierarchy. It’s 
oriented by large firms and governments. The Silicon Valley encourages small 
business and has few restrictions. As a result, Silicon Valley is more successful than 
route 128.  
 
3.5.4 The functional mechanism of the science and technology environment 
 
Refer to the previous section in this thesis the essence of venture capital is the 
“venture”. Venture capitalist invests money to venture business with high growth 
potential in order to receive better rate of return. The venture business with high 
growth potential is not limited to the high-tech firm. All firms with good business 
model and high growth potential are attractive to venture capitalist. As a result, the 
conclusion can be made that technology is a factor which affects the development of 
venture capital industry, but venture capital is not always associated with technology.  
However, it cannot be denied that the formation and development of venture capital 
industry is largely depending on the development of high-tech industry, especially the 
SMEs. The development of technology provides investment opportunities for venture 
capitalists. There is a positive relationship between the development of technology 
and the amount of money venture capitalist willing to invest in high-tech firms. This 
is characterized by the transformation of R&D system mentioned above. The 
proportion of government direct investment on R&D in OECD countries decreased 
gradually for the past decades. In 1993, 60% of R&D capital is provided by private 
institutions (OECD, 1997). This trend shows that the connections between the 
development of technology and private institutions (include venture capital firm) are 
stronger when the time passed.  
 
3.5.5 The functional mechanism of the talent environment 
 
The people involved in venture capital can be divided into three categories: the 
investor who provides money to venture capitalist, the venture capitalist who 
manages the money provided by investor and entrepreneur who sets up the venture 
business. Their relationship can be described by the following chart:  
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Figure 3.4: Participants in venture capital  
 
 
3.5.5.1 The quality of entrepreneurs 
 
In venture capital industry, the most important criterion for venture capitalist to make 
investment decision is the characteristics of entrepreneur. Macmallan et al. ( 1985, 
p.121-122) make a survey on investment criteria in U.S., they find out that 
entrepreneur’s personality and experience have higher ranking compared with the 
product and service, the market potential and financial position. In their research, the 
first four entrepreneur’s personality and experience which the venture capitalist most 
concerned with are the capability of sustained intense effort, the ability to handle the 
risk, the familiarity with the market and the management skills. Carland et al. (1984, 
p.355-356) make a research on the characteristics of entrepreneur in U.S. in different 
period and find out that the most common characteristics shared by successful 
entrepreneur are innovation, energy and risk management. By comparing the two 
researches the conclusions can be made that they should have enough energy to 
manage the business, they should be innovative and they should have good 
management skills to operate the firm.  
 
3.5.5.2 The quality of venture capitalists 
 
By examining the venture capital process, the role of venture capitalist is to find the 
investment opportunity, attracting money from investors, making investment and 
providing value added service. The venture capitalists can only make investment 
decisions when they become professionals of the product or service provided by 
venture business. When venture capitalists provide value added service, they should 
join the management team or board of directors to manage the venture business, by 
which the management skill is required. In the whole venture capital process venture 
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capitalist should use good communication skills to communicate with investors and 
entrepreneurs. Kaplan and Stromberg (2001, p. 2, 10-11) make an analysis on the 
role of venture capitalist from the principal-agent conflict perspective, which 
includes contracting, screening and monitoring process. They point out that in 
contracting process the venture capitalist allocate their rights in order to facilitate 
monitoring and minimize the impact of identified risk factors In screening process 
venture capitalist should identify the areas where they can add value. Therefore, the 
venture capitalist should also have the ability to identify and control the risks 
associated with investment.  
 
3.5.6 The functional mechanism of the law and policy environment 
 
3.5.6.1 The overall functions of law environment 
 
The research on the role of law in venture capital is never stopped since it has a more 
direct effect on venture capital and it’s under the control of government, which means 
that an enforcement of an inappropriate law would have a negative impact on venture 
capital market. According to the nature of venture capital, it has long-term investment 
period and the risks and returns to investing in SMEs are pronounced, legal rights and 
protections afforded to investors and entrepreneurs are therefore particularly 
important in venture capital markets (Cumming and Fleming, 2002, p.3). Nowak 
(2003, p. 425-426) points out that the efficiency of capital market is determined to a 
large extent by relevant laws, especially the laws related to corporate governance and 
investor protection.  
 
Fan (2004, p.28-31) studies the overall functions of the laws related to venture capital 
and shows that the laws related to venture capital sharing some common  
characteristics with all other laws, but it also has some unique features. The first is the 
guiding function, from the guidance of law, all participants in venture capital should 
know what can and can not do, for instance, fulfilling the contract and operating 
legally. The aim of this function is to protect venture capital participants from doing 
illegal actions. The second is the function of appreciation. The people can evaluate the 
venture capital participants to find out whether their behaviors are legal or not 
according to the law. The third is the forecasting function. The venture capital 
participants can forecast the possible actions taken by each others to reduce the 
uncertainty and decrease the risks. Besides, they can also forecast the law which is 
possibly enforced in future based on current laws to make a better plan. The fourth is 
the education function. If some venture capital participants are punished by laws 
regarding to their illegal action, the others will be warned. The fifth is the motivating 
function. The tax incentive is one of the examples. The functions can be described as: 
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Figure 3.5: The basic functions of the law related to venture capital (Source: Fan, 
2004, p.31) 
 
3.5.6.2 The specific functions of law 
 
Regarding to the venture capital process mentioned earlier in this section, the laws 
related to venture capital can also be categorized by process. The laws related to 
financing process include the law to set up the venture capital firm and the law to 
increase the source of financing. The laws related to investment process include the 
law to increase the demand of venture capital. The laws related to exit process 
include the law to widen exit channels and the law related to stock market regulation.  
 
The laws related to set up the venture capital firm are corporate law, trust law and 
limited partnership act. Compared with the firms in other industry, limited partnership 
is the most important organizational form in venture capital. As Sahlman ( 1990, 
p.473, 487,489) stated, the limited partnership is the prevailing organizational form in 
venture capital industry, venture capitalists acting as general partners and the outside 
investors acting as limited partners. Compared with corporation, there is no corporate 
tax and income taxable directly to individual partners, double taxation is avoided. 
Besides, the venture capitalists act as general partners who have to take unlimited 
liability, which force them to act on behalf of investors. The framework can be 
described as follows:  
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Figure 3.6: The framework of Venture capital limited partnership enterprise (Source: 
Fan, 2004, p.90) 
  
The laws related to increase the source of venture capital fund are insurance law, 
loan-guarantee act, pension fund act, taxation law and so on. Gomper and Lerner 
(1998, p.45) find out that because of the term “prudent man” in Employee 
Retirement Income Security Act of 1974 (ERISA), the percentage of pension fund in 
venture capital is less than 8% in 1976. But after this term is modified, there was a 
huge increase in new fund raising during the following years. In 1980, the amount of 
the newly raised fund is 1.25 billion USD, 30% of it is pension fund. In the 
following years the U.S. government further released the restrictions on pension 
fund investment, which results in the continuous increase of capital rising and the 
percentage of pension fund in venture capital. It shows that there is a negative 
relationship between the restrictions on pension fund and the total volume of venture 
capital fund. Besides, Gomper and Lerner (1998, p.45) also find out that there is a 
negative relationship between the tax rate and the total volume of venture capital 
fund.  
 
The laws related to the demand of venture capital are the taxation law (from the 
venture business’s perspective), the patent law and public procurement act (Fan, 
2004, p. 211-220). Poterba (1989, p.376) studies the effects of capital gain tax on 
venture business and find out that the amount of startup activities would be declined 
in responses to higher capital gains tax rates. Fan (2004, p.228, 234-235) makes a 
survey on entrepreneurs in China and points out that the value added tax ranks the 
No.1 in the factors of hindering the development of high-tech SMEs. The major roles 
of property law on venture business are promoting innovation and increasing 
competition advantage. Bigus (2006, p.27) states that patent law mitigates conflicts 
in venture capital financing process which promotes innovations. Hong et al. ( 2007, 
p 3) make a research on the public procurement in western countries and find out 
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that the public procurement promotes the innovation and the development of the 
venture capital industry in all time periods.   
 
The research of the effects of law on exit process shows that the law determines the 
efficiency of exit. Cumming and Macintosh (2003, p.96) make a comparison 
between U.S. and Canada for the efficiency of venture capital exit and find out that 
the U.S. is more efficient because its laws are more preferable. According to 
Bygrave and Timmons (1992, p. 14), the exit channels include IPO, managers buy 
back, merger, sale shares to another firm and liquidation. The laws related to exit 
process include corporate law, security law, bankruptcy law and regulations made by 
SEC on stock exchange market (Fan, 2004, p.249-289). 
 
All major relevant laws can be categorized as follows. The name of the law may be 
different in different countries. 

Category Laws 

laws to increase the source of 
financing 

taxation law, pension fund act, 
loan-guarantee act, insurance 
law, ERISA and so on 

laws to increase the demand 
and investment of venture 
capital 

taxation law, patent law, public 
procurement act and so on 

laws related to the 
operation of venture 
capital system 

laws to widen exit channels 

corporate law, security law, 
bankruptcy law, 
regulations on stock exchange 
and so on 

 
Category Laws 

laws related to organizational structure corporate law, trust law, partnership act and 
so on  

 
Table 3.4: The laws related to venture capital.  
 
3.5.6.3 The functions of public policy 
  
Lerner and Shepherd (2009, p.8) state that the first and arguably most critical task for 
government, in order to initiate and sustain venture capital markets, is to ensure that 
public policy settings (e.g. tax and regulatory settings) are conducive to venture 
capital investments. This involves removing impediments to the formation of venture 
funds and venture business, and may extend to some forms of support for the 
development of such activities. The words “conduct” and “direct” show the different 
characteristics between the law and policy. By analyzing the role of government in 
venture capital, Murry (2007, p. 125) makes some recommendations on venture 



 

 36 

capital policy. He divides the policies into five categories. The first is about 
investment regulations, according to his suggestions the government should use 
policies which can attract investors from all aspects to increase the total amount of 
venture capital fund. The second is about tax incentives. The third is equity program, 
it relates to the government funding program, includes both direct and indirect 
investment. The fourth is to build business angel networks in order to reduce 
information asymmetry. The last is to enhance the second-tier stock markets. 
Keuschnigg and Nielsen (2003, p.28) conduct a study on the public policy on venture 
business at start up stage and make some conclusions about the related policy. They 
point out that the public policy ranges from stimulating basic research in institutions 
of higher education to direct government fund investment. It includes entrepreneurial 
training, government consulting, favorable accounting rules and tax policy targeted to 
venture businesses.  
 
By analyzing the previous researches, this thesis divides the public policy into two 
categories based on the direct and indirect influence on venture capital: 
 

 
policy aim 

equity investment (direct investment in 
venture business and FOF)  

make investment on venture business 
and venture capital firm, attract capital 
from society  

government subsidy and risk sharing (for 
both venture capital firm and venture 
business) 

encourage entrepreneurs to set up 
venture business and venture capitalist 
to make investment, especially the 
high-tech industry with higher risk 

government loan encourage venture capitalist to make 
investment and attract capital from 
society 

 
Table 3.5: Government policies with direct influence (Source: Fan, 2004, p.12-15) 
 
In China, government fund includes all these direct functions in most cases. A fund is 
usually divided into several parts and for different use. And only the fund from 
society which makes co-investment with government fund can enjoy all benefits.  
 

policy aim 
R&D support create technology advantage for venture 

business 
Education  train potential entrepreneur and venture 

capitalist 
Science park and incubation center create venture capital environment and 

attract social capital 
Table 3.6: Government policies with indirect influence (Source: Fan, 2004, p.12-15) 
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3.5.7 The functional mechanism of the social intermediaries and service system 
 
As Wang ( 2001, p.3) defines, the venture capital intermediaries are professional 
service organizations to communicate and make connections between venture 
capitalist and entrepreneurs by designing, creating and using varies financial 
instrument and methods. Besides, they also act like independent organizations to 
provide financial, legal and investment consulting services to customers. Gao (2003, 
p.2) makes a comparison between intermediaries and venture capitalist and says that 
the intermediaries do not participate in direct investment, financing and management 
activities, they only provides professional services to help its customers to make their 
deals. The intermediaries should always comply with the principle of credibility, 
integrity, objectivity. Besides, they also need to obey the law and professional 
standard.  
 
An and Liang categorize the venture capital intermediaries into two groups as follows: 
 

General intermediaries Special intermediaries 

law firm trade association 
accounting firm standard institute (for technology) 
asset valuation firm project valuation firm 
investment consulting firm financing guarantee company 
credit rating agency  intellectual property valuation institution 
business bank   
investment bank  
 
Table 3.7: Categorization on intermediaries (Source: An and Liang, 2001, p.69) 
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Besides, they also conclude the functions of these intermediaries in venture capital 
process: 
 

 
 
Figure 3.7: The functions of intermediaries in venture capital process (Source: An and 
Liang, 2001, p.69) 
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3.5.8 Summary of venture capital supporting environments 
 
environment Main factors effects 

Economic environment Economic structure: the 
increased proportion of 
high-tech industry, the quick 
formation and development of 
SMEs 
 
Economic system: 
privatization and 
marketization 
 
GDP 

The formation of venture 
capital 
 
The supply of venture 
capital fund 
 
The development of 
venture capital 
 
 

Financial environment Bank based and market 
based system 
 
Degree of financial 
liberalization: restrictions on 
financial market 
 
Internationalization 
 
Securitization 
 

The formation of venture 
capital 
 
The development of stock 
markets 
 
The supply of venture 
capital fund 
 

Cultural environment Cultural difference : 
personality, attitudes toward 
taking ventures and risks 
 

The number of 
entrepreneurs for SMEs 
 
The behaviors of venture 
capital participants  

Science and technology 
environment 

The development of 
high-technology 
 
The development of 
high-tech companies 
 
 
 
 
 
 

Increase the number of 
high-tech companies 
 
Increase the demand for 
venture capital 
 
The transformation of roles 
on R&D between 
government and private 
institutions 

Talent environment Abilities of entrepreneurs: 
Having enough energy, be 

It determines whether there 
are enough qualified 
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innovative, having 
management skills, 
experience, etc. 
 
Abilities of venture 
capitalists:  
Professional knowledge on 
product or service, overall 
management skills, risk 
management skills, 
communication skills, etc.  
 

entrepreneurs to set up 
venture businesses which 
are attractive to venture 
capitalists and whether 
there are enough qualified 
venture capitalists to find 
investment opportunities 
and make investment. 

Law and policy 
environment 
 
 
 

Laws: 
laws related to increase the 
source of financing 
 
laws related to increase the 
demand and investment of 
venture capital 
 
laws related to exit channels 
 
laws related to operation of 
venture capital firm 
 
Policies: 
Government fund: direct and 
indirect investment, subsidy 
and risk sharing 
 
Tax incentive  
 
R&D support 
 
Education and so on  
 

Increase the source of fund, 
increase investment, reduce 
investment risk, increase 
the No. of SMEs, bring 
more talent for venture 
capital firm and venture 
business, etc.  
( can affect most of other 
environments) 

Social intermediaries 
and service system 

Intermediaries which can 
provide service to venture 
capital industry 

Facilitate the venture 
capital process, act as 
independent third party to 
provide service to both 
venture capital firm and 
venture business 

Table 3.8: Summary of venture capital supporting environments 
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3.6 The functional mechanism of the multi-factors of the venture capital 
supporting environments 
 
The previous sections analyze the effects of each single factor of the venture capital 
supporting environments, this section will focus on the relationship between each 
factor and how they support venture capital industry as a whole.  
 
3.6.1 The previous research on multi-factors of the venture capital supporting 
environments 
 
Refer to the summary of venture capital supporting environments ( Table 3.8), readers 
can find out that venture capital industry cannot develop without any single 
environment from all seven supporting environments mentioned by author. All seven 
supporting environments work together to give support for venture capital industry. 
This is confirmed by many previous researches. 
 
Bygrave and Timmons (1992, p.232-260) make a research on U.S. venture capital 
environment and find out that there are four factors working together to affect venture 
capital. They are government policies (education, technology, policies related to 
industrial organization and capital market, etc.), culture and social values (attitude on 
risk, failure tolerance, the presence of successful role models, etc.), institutions 
(private and public research institutions, university, etc.) and location factors 
(business environment and policies, resources nearby, local infrastructure, etc.). 

 

Hu (2003, p.2) states that the successful operation of venture capital is relied on both 
macro and micro environment. The macro environment includes the law and policy, 
technology innovation, financial market and the qualified venture capitalist, the 
venture capital firm cannot develop without any single factor in macro environment. 
 
Schofer and Leitinger (2002, p.10-11) analyze the necessary framework for venture 
capital in various Central and East European countries and find out that the venture 
capital industry is supported by the framework which includes four aspects: legal 
environment, economic environment, entrepreneurial spirit and social environment 
(social value, cultures, etc.).  
 
Gilson (2003, p. 49-51) analyzes the development process of venture capital in U.S. 
and points out that the formation and development of venture capital in U.S. is related 
to its own specific environment, the other countries cannot use U.S. model directly 
regarding to their own environment, the supply of fund, the specialized intermediaries 
and entrepreneur are the most important factors necessary to be considered.  
 
3.6.2 The relationships between environments 
 
From table 3.8, readers can also find out that there are some causal relationships 
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between supporting environments. For instance, the economic and talent 
environments are the most basic two environments that can affect other environments. 
The laws and policies can affect other environments, and it’s in turn also affected by 
other environments. In this section, the author will reveal some basic relationships 
between all seven venture capital supporting environments.  
 
Gao (2003, p. 289-302) divides the external environment for venture capital into two 
main categories: the induced environments and imposed supporting environments. 
The induced environments are from the bottom up. Compared with the induced 
environments, the imposed environments are from up to down, it’s usually realized by 
introducing laws and regulations, the principal is the central government. By applying 
his methods, the seven supporting environments discussed in previous sections can be 
divided into two groups: 
 
Induced supporting environments Imposed supporting environments 

Economic environment Law and policy environment 
Financial environment Social intermediaries and service system 
Cultural environment  
Talent environment  
Science and technology environment  
 
Table 3.9: Categorization on venture capital supporting environments  
 
In induced supporting environments, regarding to previous discussion, the economic 
environment provides material basis and cultural environment provides spiritual basis. 
Therefore, they are considered to be the most basic factors. The relationship can be 
described as follows:  
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Figure 3.8: The functional mechanism of induced supporting environments 
 
 
 
In imposed supporting environments, laws and policies support and regulate the social 
intermediaries and service system. 

 
Figure 3.9: The functional mechanism of imposed supporting environments 
 
 
When combining both induced and imposed supporting environments, as discussed in 
previous study that the induced supporting environments are more basic, and can not 

Economic environment Cultural environment 

Science& technology 
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Financial 

environment 

Talent environment 
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Venture capital 

Law environment Policy environment 
Social intermediaries and 
service system 

Venture capital 
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be easily affected by government, the imposed supporting environments can be 
directly affected by government to facilitate and ensure the success operation of 
induced supporting environments. They work together to form the venture capital 
supporting environment. 
 

 

Figure 3.10: Relationship between induced and imposed supporting environments 
(Source: Gao, 2003, p. 295) 
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4. Empirical Finding 
 
This chapter will provide empirical findings from all seven venture capital supporting 
environments in China. The findings include information from secondary data, the 
participant observations from author’s past years’ work and relevant laws and policies.  
 
The data collection in this chapter is based on table 3.8 in previous chapter. Section 
4.1 is related to Chinese economic environment, the GDP, economic system and 
economic structure will be examined. Section 4.2 is related to Chinese financial 
environment, the financial system, the degree of financial liberalization, financial 
internalization and securitization will be discussed. Section 4.3 is about cultural 
environment in China, the effect of culture on both venture capitalists and 
entrepreneurs will be studied. Section 4.4 is related to science and technology 
environment in China, both the development of high-technology and high-tech firms 
will be examined. Section 4.5 discusses about talent environment in China, the 
abilities of venture capitalists and entrepreneurs will be studied. Section 4.6 is related 
to law and policy environment in China, this section will focus on the laws related to 
each venture capital process. Section 4.7 is about social intermediaries and service 
system in China, the author will give a short explanation on current situation of 
general and special intermediaries.   
 
4.1 Economic environment in China 
 
As mentioned in previous chapter that compared with financial environment, the role 
of economic environment is more basic which provides material basis for other 
supporting environments. It can be divided into three aspects: the general 
development of economy, the economic structure and the economic system. 
 
4.1.1 The general development of economy in China 
 
The gross domestic product (GDP) is usually used to measure a country’s economic 
development. Besides, the deposit balance shows the potential amount of money to 
invest in venture capital fund. From 2003 to 2009, the GDP per capita, deposit 
balance and the total amount of venture capital fund in China are as follows: 
  

                                                                         
Units: US dollars 

Year Scale 2003 2004 2005 2006 2007 

 

2008 2009 

GDP Billions 1,641 1,932 2,236 2,658 3,382 4,520 4,909 

GDP per capita Units 1,269 1,486 1,710 2,021 2,559 3,403 3,677 
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Resident deposit 

balance 

Billions 1,449 1,789 2,083 2,387 2,548 3,218 3,852 

Total amount of 

venture capital 

fund 

Billions 29.7 57.2 47.55 70.08 124.2 191.96 204.29 

  
Table 4.1: Chinese GDP, GDP per capita, resident deposit balance and total amount of 
venture capital fund from 2003 to 2009 (Source: www.imf.org, www.stats.gov.cn,   
www.cvcri.com) 
 
 
Compared with China, the relationship between GDP and venture capital in 
U.S. is as follows: 

 
                                     Units: US dollars 

 
 
Year Scale 2004 2005 2006 2007 

 

2008 2009 

GDP Billions 11,867 12,638 13,399 14,062 14,369 14,119 
Amount of 
new rising 
fund 

Millions 19,154 28,963 31,965 36,131 28,571 15,220 

 
Table 4.2: U.S. GDP and total amount of new rising venture capital fund from 2004 to 
2009 (Source: www.bea.gov , www.nvca.org ) 
 
From the macroeconomic perspective, there is a strong relationship between GDP and 
the total volume of venture capital. Both GDP and volume of venture capital increased 
rapidly during the past years except in 2009 because of the influence of the world 
financial crisis. This is also confirmed by U.S. venture capital market which shows 
that a positive relationship exists between GDP and the volume of venture capital 
fund.  
 
One of the characteristics of Chinese economy is the imbalance in development of 
regional economy. This is also reflected in the regional development of venture capital. 
The following table shows the venture capital in several better developed provinces or 
cities in China in the year of 2009. 



 

 47 

                                                                                               Units: U S dollars 
 
Region Scale Beijing Shanghai Shenzhen Sichuan  

province 
Jiangsu 
Province 

Heilongjiang 
Province 

GDP Billions 169.42 211.88 121.12 207.53 494.53 122 

GDP per capita Units 10,298 11,320 13,607 2,535 6,438 3,166 

Newly-raised Capital (by percentage of newly 
raised capital) 

percentage 14.25% 46.91% 11.24% 9.15% 1.91% 1.8% 

distribution of venture capital(by percentage of  
total investment)  

percentage 18.97% 11.43% 4.34% 3.5% 7.39% 1.74% 

 
Table 4.3: Venture capital activities in different regions in China in 2009 (Source: www.stats.gov.cn, www.cvcri.com) 
 
Regarding to this table, most of the venture capital fund is raised in Beijing, Shanghai and Shenzhen, which are the most developed cities in 
China. Some other places which are not shown in this table, such as Hunan province, the newly raised capital only takes 0.07% of the total new 
raised capital in 2009 in China. The Guizhou province is the place with the lowest economic development in China which takes only 0.14% of 
total venture capital investment in 2009. 
 
Compared with China, U.S have similar situation. In 2009, there were 891 deals made in Silicon Valley and on 2 deals in the region of 
AK/HI/PR.  (Source: www.nvca.org ) 
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4.1.2 The development of Chinese economic system 
 
The economic system is characterized by privatization and marketization. Unlike 
Russia and some Eastern Europe countries, the transformation of economic system 
from planned economy to market economy in China is a gradual advancing process. 
The process can be divided into three steps (Chang & Gao, 1998). The first step is 
from 1978 to 1984. Before 1978, the Chinese economy is totally planned by 
government. In this step, the private business is started and consumer goods market is 
developed. However, the planned economy is still dominating the market since the 
market mechanism is introduced only in some aspects of economy. Therefore this step 
is also called “the marketization process outside the economic system”. Regarding to 
the development of economy and the restrictions by government, there is no venture 
capital firm existing and no any idea to develop the venture capital industry. The 
second step is from 1985 to 1991, the framework of market economy is formed and 
the government influence on economy become more indirectly. The companies have 
more autonomy and the shareholding system is introduced. The stock market is 
founded. The market economy has become an important part of economy system. The 
venture capital starts in this period. In 1985, the government realizes the importance 
of venture capital and regards it as a part of economic system transformation. The first 
venture capital fund called China Venture-tech Investment Corporation was founded in 
that year. During that time, there was no stock market, regulated financial market and 
relevant supported laws. As a result, there is no any significant development for 
venture capital at that time. The third step is from 1992 until now. It is the first time 
for the government to make clear that the objective of economy transformation is the 
market economy. The capital and labor market is developed. The private economy is 
encouraged. Economy begins to be in the right track at that time. In 1990’s, the major 
participant of venture capital is the government, both central and local government set 
up venture capital firms to support venture businesses and make relative laws and 
policies to support the overall environment. The social capital still takes the 
wait-and-see attitude because of the high risk of investment. As a result, the mode of 
venture capital in China in 1990’s is government-oriented. In the end of 1990’s the 
venture capital is affected by internet bubble, the plan for GEM（Growth enterprise 
market) is stopped and many investments are suspended. After 2002 the market 
recovered and venture capital maintains the rapid development. The above shows the 
relationship between the venture capital and economy in China. It is quite obvious 
that venture capital can not develop without the support of Marco economy.  
 
4.1.3 Changes of Chinese economic structure 
 
The economic structure is based on the proportion of high-tech industry in a nation’s 
economy. During the past years the Chinese high-tech industry experiences a steady 
growth. 
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Years 2001 2002 2003 2004 2005 2006 2007 
Percentage 
of GDP 

2.8 3.1 3.7 4.0 4.4 4.7 4.5 

 
Table 4.4: Value added high-tech industries as a percentage of GDP in China from 
2001 to 2007 (Source: www.sts.org.cn ) 
 
4.1.4 Comparison on economic environment with U.S. 
  
Compared with China, the U.S. general economic background is much better. U.S has 
a very different history on the development of its economic system. U.S. has 
experienced a much longer period of time for privatization and marketization. The 
history of NASY stock exchange is more than 200 years. The roots of its venture 
capital can be traced back to 1920’s and 1930’s. In 1946, American Research and 
Development Corporation (ARD) was founded to provide capital for new and rapidly 
growing firms. After that time, the venture capital in U.S. experienced a rapid growth 
until 1970’s. After 1980’s its venture capital continues to growth except several 
economic recessions’ periods (Bygrave and Timmons, 2002). The whole development 
process of U.S. venture capital is within a mature economic system. Besides, the U.S. 
pays more attention on high-tech industry. In 2009, the U.S. R&D expenditures take 
2.68% of total GDP. In China, the percentage is 1.47% (www.census.gov ) 
 
4.2 Financial environment in China 
 
4.2.1 Chinese bank-based financial system  
 
As mentioned in previous section that there are two financial systems, one is bank- 
based and another one is market-based financial system. In China, although the 
Chinese stock market has experienced high-speed growth for past twenty years and 
the total market value reaches 3,683 billion U.S. dollar in the end of 2009 
(www.cscr.gov.cn), the indirect financing method is still dominated. In other words, 
the Chinese financial system is bank-based. In the end of 2009, the value of total 
assets for all Chinese banks reaches 11,640 billion U.S. dollar and the loan provided 
by bank fulfills more than 80% of total financing demand for the whole society 
(www.gov.cn). However, the bank usually does not invest in venture businesses 
directly. According to the Law of the People’s Republic of China on Commercial 
Banks, it prohibits commercial bank to make direct equity investment to venture 
businesses. In most cases, the role of bank in venture capital in China is to provide 
loan to venture businesses, and act as trustee for trust fund.  
 
4.2.2 Financial liberalization in China 
 
The effects of financial liberlization are mainly reflected in the restrictions on source 
of financing for venture capital firm. In China, the source of fund for venture capital 
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firm is limited compared with other countries due to its strict restrictions imposed by 
government. Over the past decade, the pension fund, insurance company and 
commercial bank are prohibited to participate in venture capital investment. Until now, 
the commercial bank is still not allowed to invest in venture capital fund according to 
the Law of the People’s Republic of China on Commercial Banks, Article 43 which 
states that commercial banks cannot invest in the non-self-use real property or 
non-bank financial institutions and enterprises. Compared with commercial bank, 
there are some deregulations on social insurance fund and insurance company 
investment in recent years. In 2009, the government modified the Insurance Law of 
The People's Republic of China and allowd insurance company to make equity 
investment according to Article 106. The social insurance fund is allowed to invest in 
private equity fund from the year of 2008, but the total investment in PE should not 
exceed 10% of total asset of social insurance fund.  
 
Investors Investment % 
Non-financial enterprise 52.74% 
Individuals 23.47% 
Government guided fund 19.02% 
Government direct investment 2.73% 
Securities company 0.87% 
FOF 0.18% 
Bank 0.08% 
Insurance company 0.02% 
Others 0.89% 
 
Table 4.5: The source of new raised venture capital fund from domestic venture 
capital firm in 2009 (Source: www.cvcri.com)   
 
The percentage of the source of newly raised venture capital fund reflects the above 
discussion. Because of the low financial liberalization, the roles of bank, insurance 
company and pension fund are limited. However, all of them have great potentials. 
The restrictions on their investment are decreased gradually. Therefore, they would 
become the major venture capital investors in future. 
 
4.2.3 The transformation of Chinese financial market 
 
From the previous study, the transformation of financial market is another factor can 
affect the development of venture capital. It’s characterized by financial 
internalization and securitization.  
 
The internalization is mainly reflected by the scope of supply and demand of venture 
capital. The internalization in the area of venture capital is seriously affected in recent 
years by government policies. In 2006, the Chinese government enforces the 
Regulations for M&A of Domestic Enterprises by Foreign Investors. In Article 42, it 
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states that where a domestic company sets up a company with special purpose abroad, 
it shall apply to the Ministry of Commerce for going through the examination and 
approval formalities. In Article 11, it requires where a domestic company, enterprise 
or natural person intends to take over its domestic affiliated company in the name of 
an overseas company which it lawfully establishes or controls, it shall be subject to 
the examination and approval of the Ministry of Commerce. Besides, Article 40 
requires that the transaction for the overseas listing of a special-purpose company 
shall be subject to approval of the securities regulatory institution of the State Council. 
Since there is no time limit for the approval and the low passing rate, companies 
which have planned to do IPO abroad have to decide to do it in China instead because 
of the increased cost and uncertainty. Besides, the government imposes strict 
restrictions on the foreign currency exchange. As a result, foreign investors with U.S. 
dollar fund have to reconsider the investment decisions because one of the major exit 
channels is affected. Meanwhile, the RMB fund gets more investment opportunities. 
 
Although the foreign venture capital fund is affected by laws, the Chinese venture 
capital is still involved in global venture capital market. CVCRI shows that in the year 
of 2009, the percentage of newly raised fund from China and foreign countries takes 
52.49% and 47.51% respectively. Besides, there are 19 out of 66 IPOs (with VC 
background) are taken in overseas stock market (including Hong Kong). 
(www.cvcri.com )  
 
Securitization is reflected by the development of stock market. From the venture 
capital’s perspective, the stock market is one of the major exit channels and it has 
direct effects on investment decisions. There are two stock markets in China, 
Shanghai stock market and Shenzhen stock market. Until now, there are three boards, 
the main board, the small and mid enterprise board (SME board) and growth 
enterprise market (GEM). The following table compares the main listing requirements 
for all boards. 
 
 Main board & SME board GEM 

Profitability/Growth A net profit of over $4.43 

million in aggregate for the 

preceding three financial years 

and a profit for each of those 

years. 

Profitable for the most recent two years, 

with a net profit of at least $1.48 million 

in aggregate for the most recent two 

years, and with constant profit 

increments. 

OR 

A net profit of at least $0.74 million for 

the most recent year, business revenue of 

at least $7.4 million for the most recent 

year, and a business revenue growth rate 

of at least 30% for the most recent two 

years. 

Cash Net cash flow over $7.4 - 
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Flow/Liquidity million in aggregate from 

operations for the preceding 

three financial years. 

OR 

Business revenue over $44.3 

million in aggregate for the 

preceding three financial years. 

Business Record Has been in business for more 

than three years. 

Has been in business for more than three 

years. 

Net Assets Intangible assets at the end of 

the latest period must not 

exceed 20% of total net assets. 

Net assets of at least $2.95 million at the 

end of the latest period. 

Stability 

Requirement 

No significant change in 

directors, management and 

principal business and no 

change in the de facto 

controller for the most recent 

three years. 

No significant change in directors, senior 

management and principal business and 

no change in the de facto controller for 

the most recent two years. 

 
Table 4.6: The main listing requirements for main board and GEM in China (Source: 
http://www.csrc.gov.cn) 
 
By examining those requirements, it is very difficult for venture businesses to fulfill 
the listing requirements for the main board and SME board. As a result, many of them 
choose to list overseas. The GEM started from October 2009, it has much more 
flexible listing requirements and the lock-up period is one year, which is the same as 
the main board. However, the GEM has more requirements for the industry. Until now 
(Aug 2010), there are 100 companies listed on GEM and the total market value 
reaches $59.1 billion (www.szse.cn).  
 
4.2.4 Comparison on financial environment with U.S. 
 
Compared with China, U.S. has fewer restrictions in financial market which can be 
reflected by the percentage of pension fund in venture capital fund. As early as in 
2004, 42% of newly raised venture capital fund in U.S is pension fund 
(www.nvca.org ). Besides, U.S has a mature financial market. NASDAQ Stock 
Market was founded in 1971. It has much longer history than China’s GEM.   
 
 
4.3 Cultural environment in China 
 
After China opened up in the end of 1970’s, the values, norms, believing, the way of 
thinking and social practices are totally changed. The previous collectivistic value 
orientation is gradually abandoned and personal value is focused. People’s attitude on 
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risk is transferred from risk-averse to risk-neutral. In the past, people are shy to talk 
about money, but now everyone is eager to profit. It’s difficult to judge whether these 
changes are good or not, but from the venture capital’s perspective, all these newly 
formed cultures could be the positive factors to let people to accept venture capital. 
This is approved in the real world, just like the stock market, people have great 
enthusiasm and interest in it and think it could be the best opportunity to maximize 
the profit in a very short time right after the venture capital is started in China,. 
However, the Chinese traditional culture still has negative effects on venture capital 
and makes it different from other countries. 
 
4.3.1 Effects of culture on entrepreneurs’ decision 
 
Like the other business, each participant involved in venture capital has both rights 
and obligations. For venture business, the right is to use money provided by venture 
capital firm to develop the business, the obligations include transfer part of shares to 
venture capital firm and accept the value added service provided by venture capitalist. 
According to Chinese culture, the owners of a firm must have absolute control on 
their business, all senior managers should have close relationship with the owner, the 
business information, especially the financial information is not allowed to disclose to 
others. This habit is contradicted to value added service by which the venture capital 
firm usually sends a person to be a director or CFO of venture business to help to 
manage the firm. Besides, in China, the credit culture is not formed. As a result, 
venture capitalist has to be very close to venture business to monitor how the invested 
money is spent. For venture businesses, it is not enough for them to show their 
financial data, they also need to get approval from venture capitalist every time when 
they want to spend money. This institutional arrangement forces some Chinese 
entrepreneurs to seek the loan from banks. Some venture businesses at seed stage are 
willing to accept management from venture capitalist since they are not qualified to 
bank financing. However, venture capitalists do not like to invest in such firms in 
most cases because of the time and risks they have to take. 
 
4.3.2 Effects of culture on government backed venture capital firm 
 
In many Chinese government venture capital firms, there is no single person to take 
the responsibility for the failure of investment, but the relevant government official 
has the right to make investment decisions. As a result, the obligation is diversified 
and the right is centralized. One of the Chinese traditional cultures is bureaucracy, 
which makes the public servants have too much power and the citizens do not have 
authority to supervise them. This phenomenon makes the venture capital fund used 
for personal interest sometimes. This happened many times in many different Chinese 
government venture capital firms, especially in several years ago before the relevant 
laws were released to protect the power against being misused. At that time, many 
government funds are used to invest in real estate and stock market. Some of them 
suffered huge losses but there was no one to take responsibility for the loss.  
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4.3.3 Effects of culture on doing venture business 
 
Like Japan and other East Asia countries, the introvert personality is another 
characteristic of Chinese. The people with introvert personality tend to be more 
reserved and less outgoing (www.wiki.com). For most well educated people, having a 
stable job with a good payment is better than doing a venture business.  
 
4.3.4 Effects of culture on creditworthiness 
 
The Chinese social networking system results in the lack of credit culture. Chen 
( 1997, p. 19-30) divides the Chinese social networking system into three levels, the 
core level are the blood and marriage relations, the second level are the friendship and 
alumni relations, the outside level is business relations. In this situation, the 
relationship between people is much more important than business contract and the 
business contract can be changed or even become invalid if it’s affected by social 
relationship. In venture capital, the contract is the best way to reduce the agency 
problem, which includes the agency problem between investor and venture capitalists 
and the agency problem between venture capitalist and venture business. Although the 
contract is protected by law, if the whole society does not have the culture on 
fulfilling the contract, there would be a high probability that the signed contract could 
become invalid to increase the agency cost. By examining the credit system between 
China and U.S., we can find out that the law is one of the factors to hinder the 
development of credit culture, but the deep-seated causes of this phenomenon is the 
traditional culture.  
 
 People’s understanding on 

the meaning of credit 
Punishment on people who 
break the trust 

 
 
 

U.S. 

The credit can be sued as 
merchandise to product and 
sale. The concept of credit 
includes loan, credit risk and 
bankruptcy. 

The people who break the trust 
are not only responsible to his 
counterparty but also to the 
whole society. The punishment 
includes the fine and penal 
labor. 

 
 

China 

The credit is only related to 
morality. It’s a standard to 
measure the people’s morality. 

There is no mechanism to 
punish the people who break 
the trust 

Table 4.7: The differences on credit system between China and U.S. (Source: Mao, 
2002, p.34) 
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4.3.5 Comparison on culture environment with U.S. 
 
As mentioned in previous chapter, compared with China’s traditional culture, the U.S. 
culture is better for the development of venture capital. American people have strong 
personality and are more willing to take ventures. Besides, the trustworthiness culture 
in U.S. can further reduce the cost of venture capital investment. 
 
 
4.4 Science and technology environment in China 
 
4.4.1 The overall development of science and technology 
 
The overall development of science and technology depends on the cost of R&D, the 
total amount of researchers, the scientific education, the amount of patent, patent 
protection, etc... Regarding to the data provided by National Bureau of Statistics of 
China, the competitiveness of overall development of science and technology in 
China ranks upper-middle level in the world. Until 2008, the total cost of R&D 
reaches $68 billion, total amount of researchers is 1.97 million, total amount of patent 
is 0.828 million, which includes 0.29 million patent of invention. Gross output of 
high-tech industries is $843 billion. In China, the majority of R&D fund is from 
enterprise, which takes 70.4%, and the remaining (29.6%) is from the government. 
 
Indicator Ranking (from 55 countries) 
Total cost of R&D 4 
Total amount of researchers 1 
Total amount of scientific thesis 6 
Total amount of patent 6 
Science and technology education 8 
Total cost of R&D / GDP 24 
Patent protection  31 
Researchers per thousand people 40 
Law to support scientific research  23 
Relationship between basic research and 
economic development 

17 

 
Table 4.8: Rankings of overall development of science and technology in China in 
2008 (Source: www.stats.gov.cn) 
 
4.4.2 The development of high-tech companies 
 
For recent years, the high-tech companies experience a high speed development. 
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 2001 2002 2003 2004 2005 2006 2007 2008 
Number of 
companies 

24,153 28,504 33,392 39,490 43,249 49,166 56,047 51,476 

Employment 
(thousand) 

5,118 6,018 7,295 8,638 10,161 11,826 14,522 12,748 

Production 
($ Billion) 

2,272 3,527 4,874 6,590 8,239 10,612 14,167 14,261 

Revenue 
($ Billion) 

2,944 3,767 5,219 7,105 8,820 11,299 15,476 15,527 

Export 
($ Billion) 

395.1 569.1 900.9 1,515 2,051 2,646 3,684 3,564 

 
Table 4.9: Main economic indicators of high-tech company in China from 2001 to 
2008 (Source: www.sts.org.cn) 
 
4.4.3 Comparison on Science and Technology environment with U.S. 
 
Compared with China, U.S has a stronger science and technology environment.  
 
 Total R&D 

expenditure 
Amount of invention 
patents 

Amount of S&T 
papers 

China  $68 billion 67,948 271,000 

U.S $368.8 billion 157,283 625,000 

Table 4.9:  Comparison between U.S and China on Science and Technology (Source: 
www.sts.org.cn) 
 
 
4.5 Talent environment in China 
 
4.5.1 The entrepreneurs in China 
 
By the author’s past years’ participate observation the Chinese entrepreneur who is 
doing a venture business can be divided into three categories.  
 
One of the categories is the people who start a venture business after more than ten 
years working experience in that industry. These people usually can write a good 
business plan, most of them are in TMT, IT and new material industry. For those 
people, there are many advantages to start a venture business. First, they have the 
industrial experience. They know the future direction of that industry and understand 
consumer market. Second, they usually have technology patent on hand, and this kind 
of technology is different from the technology in lab, it has already been proved by 
the market and can be applied immediately. Third, many of them have management 
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experience, or at least have some knowledge on it. Fourth, they usually have some 
money to start the business, the business can operate for two or three years even if 
they can not acquire money from venture capitalist. Fifth, they have some networking 
on that industry. For all these reasons mentioned above, the successful rate of those 
people doing venture business is higher than others, and they have more probabilities 
to get money from venture capital firm.  
 
The second category is the professors or researchers from university and other 
institutions. They usually have many patents and advanced technology. Their 
advantage is R&D. Usually the money for R&D is provided by government, their 
students can help do the research and the research place is the lab in university. 
Therefore they do not need to stop their current jobs. However, the venture capitalists 
are seldom interested in such kind of business. There are several reasons for this. First, 
they pay too much attention to the technology and know nothing about the market. 
Some technologies are good, but they are difficult to be commercialized. Second, they 
do not have management experience. Third, if venture capitalists make investment on 
their business but the business failed later on, they still have their jobs as professor or 
researcher, they are not influenced by the business failure but the venture capitalists 
lose the money. Therefore, venture capitalists can not be sure whether these professors 
and researchers are really dedicated to the venture business.  
 
The third is the university students. They have great enthusiasm on doing business. 
They are the most innovative group compared with the other two types of 
entrepreneurs. However, they are not attractive to venture capitalists. It is usually the 
government responsibility to provide small amount of fund to help them. For the 
previous experience, even for the business which can get the money from government 
fund, two thirds of them still failed within three years. The failure is caused by several 
reasons. First, the student does not have management or even social experience. 
Second, they do not have industrial experience. Third, the enthusiasm has a negative 
side, the students usually want to produce a product at a very high level, but after a 
period of time they gradually realize that it’s impossible to produce that product. As a 
result, they have to change their business. The time and money are wasted. 
 
4.5.2 The venture capitalists in China 
 
As mentioned in previous sections that the market for venture capitalists has not 
formed in China. The current partners or general managers in venture capital firm can 
be regarded as the first generation of venture capitalists in China. They are well 
educated and have many successful cases. They can be categorized into two groups, 
one is the people who have government background and work for government backed 
venture firm in 1990’s, another one is the people who have foreign education 
background, they introduce foreign venture capital fund to China. All of them are the 
backbone of Chinese venture capital industry. However, the number of them is limited. 
There are many successful entrepreneurs in China who might be the potential venture 
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capitalists in future, but until now they usually act as investors (general partners) of 
venture capital firm.  
 
Most of people in venture capital firm are investment managers or project managers 
who are at the middle level of the firm. The sources of these managers are usually 
from three groups. From the author’s past years’ observation, more than half of them 
are engineers or other staffs from large companies. They usually have deep 
knowledge in a specific area. Therefore, they can make judgment on the technology. 
However, the lack of financial and management experience makes them difficult to 
involve in investment and value added process. The second largest group is the people 
who have working experience in financial institutions. They have knowledge on both 
finance and accounting. However, the venture capital investment is different from the 
other financial investment. It requires management experience. Since many venture 
businesses are high-tech firms, they also need to have some basic knowledge on the 
technology. The people working in financial institutions usually do not have such 
experience and knowledge. The third group is the people from the government who 
work in government backed venture capital firm. Their main job is coordination 
instead of direct involvement in investment. They are usually only responsible for 
monitoring on both venture capital firm and venture business although they also need 
to have some basic knowledge on how to select firms and the whole process of 
investment,. Based on above discussion, none of these groups can be qualified as 
good venture capitalist. The venture capitalist should have experience and knowledge 
in both management and technology. This is one of the reasons why some foreign 
venture capital funds still hesitate to enter into Chinese market. 
 
4.5.3 Other limitations on talent environment in China 
 
The Chinese education system is exam-oriented education system. The student’s 
comprehensive ability is ignored. The entrepreneurs should be innovative and have 
strong ability to manage a firm. The venture capitalists should be interdisciplinary 
talent. The people graduated from exam-oriented education system usually can not 
satisfy these requirements. 
 
The mechanism of talent mobility is another limitation. China's household registration 
system makes people difficult to move from one place to another. For instance, 
companies in Beijing usually do not want to hire people who are outside of Beijing. 
As a result, the talent can not be free to change their job if the working place is in 
another province or city. 
 
 
4. 6 Law and policy environment in China 
 
In previous discussion the law related to venture capital is categorized into four parts: 
the law related to increase the source of venture capital financing, the law related to 
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increase of the demand of venture capital, the law related to exit mechanism and the 
law related to organizational structures of venture capital firm. Generally speaking, 
the law related to venture capital in China is lag behind compared with many other 
countries. One of the reasons is that there is no integrated legal system to support 
venture capital. The law cannot catch up with the development venture capital. As a 
result, there are many blind spots left. The venture capitalists cannot refer to the law 
sometimes when they encounter problems. Another reason is what this thesis has 
already discussed, the laws such as insurance law and law on commercial banks have 
many restrictions on venture capital investment, and these laws actually hinder the 
development of venture capital. However, the situation becomes better in recent years.  
 
4.6.1 Laws related to increase of the source of venture capital financing in China 
 
In China, the law related to increase of the source of venture capital financing 
includes Law of People’s Republic of China on Commercial Banks, Insurance Law 
and the laws related to Chinese social security fund investment. Until the end of 2009, 
the resident deposit balance is $ 3,852 billion. The amount of social security fund 
reaches $115 billion (www.ssf.gov.cn). In the year of 2009, insurance companies earn 
$164.5 billion for insurance premium (www.gov.cn). Because of the government 
restrictions, none of these funds could make any investment related to venture capital 
until recent years. Even if there are some deregulations after 2008, the effect is not 
significant.  
 
4.6.2 Laws related to the demand and investment of venture capital in China 
 
The laws related to the demand of venture capital are the taxation law and the patent 
law. The taxation has effects on both venture capital firm and venture business.  
 
Until 2007, only local governments provide tax incentive to venture capital firm. The 
tax advantage is different from place to place and the incentive method is different. 
The local tax incentive is not limited to venture capital firms. In Shanghai, the 
individual income tax for limited partners in venture capital limited partnership 
enterprise is up to 20% (compared with 35% for all other people). In Beijing, both 
limited and general partners can enjoy individual income tax rate up to 20%. For 
venture businesses, there is no specific tax incentive. However, many of the venture 
capital backed companies are high-tech companies which have tax incentives from 
both state and local governments. According to Enterprise Income Tax Law of the 
People’s Republic of China (modified in 2008), Article.28, Enterprise income tax rate 
shall be reduced from 25% to 15% for high-tech enterprises which are authenticated 
by authorities. Besides, according to Article.57, the high-tech enterprises located 
within legally-established special zones can enjoy transitional benefits. By further 
examining the Notice of the State Council on Providing Transitional Preferential Tax 
Treatments to High-tech Enterprises Newly Established in Special Economic Zones 
and in Pudong New District of Shanghai (2007), it can be found that the high-tech 
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enterprises located in Pudong district, Shenzhen, Shantou, Zhuhai, Xiamen and 
Hainan shall be exempted from the enterprise income tax for the first 2 years as of the 
tax year to which the first revenue arising from production or operation is attributable, 
and shall be taxed at half of the statutory tax rate of 25% for the third to the fifth 
years.  
 
The nationwide tax incentive for venture capital started in 2007. In 2007, the Ministry 
of Finance and State Administration of Taxation release the Notice on the Relevant 
Tax Policies on the Development of venture capital firm. It’s the first nationwide tax 
incentive for venture capital firm. It states that all venture capital firms which invest 
to high-tech SMEs for more than two years can use 70% of the total investment to 
deduct the tax payment, and the tax can be deductable during the following years until 
all deduction is used. Although this is not applicable to venture capital limited 
partnership enterprise and the venture capital firms which prefer to invest in 
traditional industries and venture business in later stages, it still attracts many new 
venture capital funds.   
 
The laws related to intellectual property rights are trademark law, patent law and 
copyright law. All there laws have been enforced for more than twenty years and a 
legal system has been formed to protect intellectual property. However, by examining 
these laws, there are many conflicts existing among them. The trademark right is 
conflict with the name right and portrait right. Besides, there are some blind spots in 
these laws. There is no specific requirement to recognize and protect the reputed 
trademarks and no clear requirement for compensations. Compared with trademark 
law, the patent law (modified in 2008) is better applicable to the current situation. The 
trademark law’s last modification was taken place in 2001 and it is modified currently 
in order to reduce its conflictions with other laws. In reality, normally when a firm 
wants to apply for patent, the main aim is to protect itself against suing from others 
who may have a similar intellectual property (it might happen with very low 
probability), it’s almost impossible to protect its own intellectual property against 
copying from others. Because its lack of awareness of intellectual property rights in 
past years in China, it takes time to form the environment to let people get used to it.  
 
4.6.3 Laws related to organizational structures of venture capital firm in China 
 
The laws related to organizational structures of venture capital firm are corporate law, 
law on partnerships and trust law. Before 2007, there is no article about limited 
partnerships in Law of the People's Republic of China on Partnerships, and there is no 
venture capital limited partnership enterprise existing (except in Zhongguancun 
Technology Park in Beijing, limited partnership is allowed after 2001). Law on 
partnerships is modified in 2007. It's the first time that the central government 
recognizes the limited partnership as a legal form of partnership. In the end of 2007, 
there are more than ten venture capital limited partnership enterprises existing in 
China. In the year of 2008, 51.19% newly raised fund is limited partnership enterprise. 
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In the year of 2009, this percentage is decreased to 25.2% (www.cvcri.com). Although 
limited partnership enterprise can avoid double-taxation and operate more efficiently, 
but it has many drawbacks in China. One of the reasons is that the state government 
enforces tax incentive for venture capital firms in nationwide, all venture capital firms 
can enjoy the benefit if they fulfill the requirements, but this tax incentive is not 

applicable to venture capital limited partnership enterprise. Another reason is that 
there is no mature market for general partners (venture capitalists), their credit is not 
ensured. Besides, although general partners have to take unlimited liability, in China 
there is no law related to personal bankruptcy. There might be some other reasons 
such as the local industry and Commerce Administration Bureau does not know the 
process to register the limited partnership enterprise and limited partnership enterprise 
cannot open securities account. Refer to all these reasons, the corporation is still the 
dominate form for venture capital fund in China.  
 
4.6.4 Laws related to exit mechanism in China 
 
The laws related to exit mechanism are corporate law, security law, bankruptcy law 
and laws and regulations on stock exchange.  
 
According to statistics made by CVCRI, venture capital exits are:  
 
  Trade sales IPO liquidation 
2009 Percentage of No. of case 65.9% 28.32% 5.78% 
2008 Percentage of No. of case 75.32% 23.28% 1.3% 
2007 Percentage of No. of case 53.85% 42.31% 3.85% 
 
Table 4.11: The percentage of number of cases of different exit channels in China 
from 2007 to 2009 (Source: www.cvcri.com)  
 
Regarding to the statistics, the trade sale is the most common method to exit. After 
2009 when the growth enterprise market was founded, it becomes much easier for 
venture businesses to do IPO in domestic market. Due to this reason, the current focus 
should be laws related to trade sales. The most closely related law in this area is 
Corporate Law of the People’s Republic of China. After the modifications made in 
2005, some changes make the venture capitalist easier to trade their shares on hand. In 
new modified corporate law, article 142 states that Shares held by the promoters of a 
company shall not be transferred within one year from the date the company is 
incorporated (before 2005, it’s three years). Article 143 requires a company shall not 
purchase its own shares, except where: it reduces its registered capital, it merges with 
another company that holds its shares, it rewards the staff and workers of the 
company with its shares or a shareholder requests the company to purchase his shares 
because he holds objections to the resolution on the merger or division of the 
company adopted by the shareholders general assembly (before 2005, the only way is 
to reduces registered capital).  
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4.6.5 Comparison on Laws and Policies environment with U.S. 
 
Compared with the law and policies in China, the history of law related to venture 
capital in U.S. has more than 50 years. Until now, even Chinese government makes 
many improvements on laws related to venture capital, but the laws in U.S. are more 
open ended and can provide more incentives. However, the perspectives of laws in 
both countries are the same: provide tax incentive to encourage investment, release 
restrictions on investment to increase the source of venture capital fund, release the 
restrictions on organizational structure on venture capital investment firm.  
 
Legislations and their impacts on venture capital investment in U.S.:  
 
Legislations Impacts 
Small Business Act of 1958 Increased the availability of venture 

capital for small business. 
Employment Retirement Income Security 
Act (1974) 

Discouraged plan fiduciary incentives for 
high-risk investments 

Revenue Act (1978) Provided capital gains tax incentive for 
equity investments. Capital committed 
increased by 556 million from previous 
year. 

ERISA’s “Prudent Man” Rule (1979) Clarified investment guidelines for 
pension investors to allow for higher risk 
investments. 

Small Business Investment Incentive Act 
(1980) 

Redefined venture firms as business 
development companies, eliminating the 
need for registering as an investment 
advisor. 

ERISA’s “ Safe Harbor” 
Regulation(1980) 

Stated that venture managers would not 
be considered fiduciaries of plan assets. 

Economic Recovery Tax Act (1981) Lowered capital gains rate. Capital 
commitments doubled to $1.3 billion in 
1981. 

Tax Reform Act of 1986 Reduced incentive for long-term capital 
gains. 

Source: Bygrave & Timmons, 2002, p.24 
 
 
4.7 Social intermediaries and service system in China 
 
Based on the discussion above, there are two groups of intermediaries: the general and 
special intermediaries. The general intermediaries (bank, law firm, accounting firm, 
etc.) have developed for twenty years, but they have very little experience to provide 
service to venture capital since the history of venture capital in China is very short 
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compared with other countries. The special intermediaries (trade association, 
intellectual property valuation institute, etc.) have developed only for few years and 
their service usually can not meet the requirements of venture capital. As a result, the 
social intermediaries as a whole can not give appropriate support to venture capital 
industry in China.  
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4.8 Summary of findings 
 
Supporting 
environment 

 Findings 

Economic environment 1. The venture capital activity has a positive 
relationship with GDP and resident deposit balance 
in China. From the nation’s perspective, both GDP 
and the volume of venture capital fund have 
experienced a rapid growth for the past years and 
show a strong positive relationship. From the 
region’s perspective, the province or city with higher 
GDP usually have more venture capital activities.  

 
2. The privatization and marketization in China have 

experienced 30 years development and can be 
divided into 3 steps. A continuous progress has been 
made during 30 years. However, until now, the 
Chinese economic system can not be regarded as 
complete market economy when compared with 
western countries.   

 
3. Chinese economic structure changes during the past 

years. The role of high-tech industries becomes more 
and more important. 

 
Financial environment 1. China has a bank-based financial system, but 

commercial banks can not make direct investment in 
venture capital.  

 
2. For financial liberalization, there are many 

restrictions on the source of venture capital fund. 
After 2008 a small amount of insurance company’s 
fund and social insurance fund are allowed to invest 
in venture capital fund. But they do very few venture 
capital investments until now.  

 
3. Chinese government encourage the development of 

local venture capital fund, however, the foreign fund 
still plays an important role in Chinese market. The 
Chinese venture capital is involved in global market. 

 
4. It’s difficult to let venture capital-backed firm to do 

IPO on the main board. But after 2009 when growth 
enterprise market started, it becomes much easier to 
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do IPO in China with a higher P/E ratio compared 
with other countries. The exit channel is widened. 

Cultural environment The traditional Chinese culture hinders the 
development of venture capital. It has negative 
influences on venture capital in the following areas: 
the financing decision made by entrepreneurs, the 
investment decision made by venture capitalists, the 
decision to start a venture business.  

 
Science and technology 
environment 

1. The Chinese government pays great attention to the 
development of science and technology. The 
competitiveness of overall development of science 
and technology in China ranks upper-middle level in 
the world 

 
2. High-tech companies experience a high speed 

development.  
 

Talent environment 1. There are mainly three groups of people who usually 
start a venture business: the experienced people from 
companies, the researchers and professors, the 
university students. The experienced people from 
companies usually are easier to succeed in venture 
business than others.  

 
2. The source of venture capitalist is mainly from three 

kinds of person: people who have deep knowledge in 
a specific area, people who previously worked in 
financial institution, government officials. But only 
few of them can be regarded as qualified venture 
capitalist.  

 
3. The Chinese education system and household 

registration system limits the development of venture 
capital talent environment. 

 
Law and policy 
environment 
 

1. Laws related to increase the source of venture capital 
financing is deregulated after 2008, but the effect is 
not significant.  

 
2. Tax incentive can motivate venture capitalists to 

make investment. Both central and local governments 
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provide tax incentive in China. Especially after 2007 
the central government provides up to the amount of 
70% of total investment to deduct the tax payment. 
Besides, there are many tax incentives for high-tech 
firms to encourage the development of high-tech 
industries.  

 
3. The laws related to intellectual property rights falls 

behind compared with other countries, which can not 
give enough protection to venture business.  

 
4. The limited partnership is allowed after 2007, but it’s 

not encouraged by government according to tax 
issues.  

 
5. After 2005, it became easier for venture capitalists to 

trade their shares on hand which facilitate the exit 
process. 

 
Social intermediaries 
and service system 

1. The general intermediaries do not have enough 
experience to provide service related to venture 
capital. 

 
2.  The special intermediaries have developed only for 

a few years and their service usually can not meet the 
requirements of venture capital. 

 
 
Table 4.12: Summary of findings in each venture capital supporting environment in 
China  
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5. Analysis 
 
The findings will be discussed and analyzed in this chapter. The focus will be on both 
limitations and possible solutions of venture capital supporting environment in China. 
For solutions, both the overall objective to develop Chinese venture capital supporting 
environment from long term perspective and the possible actions the Chinese 
government can do to improve each venture capital supporting environment will be 
analyzed and presented.  
 
 
5.1 The general objective of developing Chinese venture capital supporting 
environment 
 
The history of venture capital in China is very short compared with many other 
countries. Its further development would be a long process. Based on the findings and 
analysis, it’s quite obvious that the supporting environment in China differs from 
other countries, especially the economic and cultural environment when compared 
with western countries, for instance, the America. As the Gilson (2003, p. 49-51) 
stated the development of venture capital in U.S. is based on its own specific 
environment, the other countries should consider their own supporting environments 
when developing local venture capital industry. Therefore, when developing the 
Chinese venture capital, the government should combine the actual conditions of 
China and the experience from other countries.  
 
As mentioned in the theoretical framework chapter, the venture capital supporting 
environments can be divided into two groups: induced and imposed supporting 
environments. Since the venture capital industry in China is still in the early stages of 
development, the government still plays an important role in it. The role of 
government is mainly reflected in imposed supporting environments, which is directly 
influenced by the power of government. When Chinese government enforces its 
power on laws, policies and social intermediaries and service, the imposed supporting 
environments can be built and improved in a relatively short period.  
 
The induced supporting environments are prerequisite in imposed supporting 
environments. The development of induced supporting environments is a long term 
process. As a result, it’s impossible to build a perfect imposed supporting environment 
unless there is a perfect imposed supporting environment. Therefore, the development 
of venture capital supporting environment as a whole requires a long period of time. 
In this process, the imposed and induced supporting environment continuously 
interact with each other, imposed supporting environment can accelerate the 
development of induced supporting environment, and induced supporting 
environment can optimize the government’s decisions. The process can be described 
by following figure: 
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Figure 5.1: General objectives of developing venture capital supporting environments 
in China  
 
 
5.2 The objective of developing Chinese imposed venture capital supporting 
environment 
 
5.2.1 Developing law and policy environment in China 
 
From the experience of other countries, the government should build a complete legal 
system to support venture capital. As discussed in previous sections, none of the laws 
was designed for venture capital before 2005 in China. After Provisional Rules of 
Administration of Venture Investment Companies was enforced in 2005, government 
began to modify the relevant laws in order to make the law environment adapt to the 
development of venture capital. Generally speaking, the law and policy environment 
make a great progress in recent five years, and these new laws can solve most of the 
previous problems. The next target should be the laws related to further widen the 
source of capital and the laws which can give better patent protection. However, 
based on the current situation, it’s difficult to enforce the laws related to these two 
areas in near future. For patent protection, most people in China do not have social 
awareness on it. It usually takes a long time to make people change their mind and 
habit. For laws related to increase of the source of venture capital fund, the investment 
of many kinds of funds, especially the social security fund, is not merely a financial 
investment. The investors need to consider the social and political issues as well. 
Therefore, it requires a longer period of time to make changes compared with other 
laws.  

Short-term target 

Build and improve imposed 
supporting environment  

Medium and long-term target 

Improve induced supporting environment 

Long-term target 

Interaction and improvement for both imposed and induced environments 
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5.2.2 Developing social intermediaries and service system in China 
 
From the previous studies, both general (accounting firms, law firm, banks, etc... 
which provide service to all kinds of businesses) and special intermediaries 
(intellectual property valuation institution, project valuation firm, etc… the service 
provided by them can fulfill the special needs of venture capital firm) can not satisfy 
the venture capital’s requirement. From the author’s experience, developing special 
intermediaries is more urgent than general intermediaries. Although general 
intermediaries are lack of venture capital’s experience, but no matter for auditing or 
legal service, the principles are the same compared with their previous work. What 
they need is to follow the new procedures or learn some new professional knowledge 
of venture capital related to their service. Therefore, they can efficiently adapt 
themselves to this new area. The special intermediaries are urgently needed by 
venture capitalists in China, especially the venture capital association and the agencies 
which can provide service related to intellectual property and technology evaluation. 
Although there are some local venture capital associations in some places, but most of 
them are meaningless. In most cases the only service they can provide is related to 
networking. As mentioned before that some people in venture capital firm are 
professionals in a specific area, but their knowledge cannot cover every industry or 
every aspect of a certain industry. Besides, even venture capital firms are familiar 
with a industry, sometimes they still want a verification from an independent third 
party in order to assure the safety of investment (to prevent moral hazard of project or 
investment manager). There are only few such agencies in China and the quality of 
their service is not assured. Therefore, the government should pay more attention on 
special intermediaries. The improvement includes using laws to regulate the 
intermediaries’ market and providing training to relevant people to let them qualified 
for the job.  
 
 
5.3 The objective of developing Chinese induced venture capital supporting 
environment 
 
5.3.1 Developing economic environment in China 
 
Until now, China becomes the second largest economic entity. The Chinese economy 
has experienced a rapid growth for the past years and this upward trend will continue 
in the following years. Therefore, the venture capital will continue to develop in 
accordance with the economy trend. However, the growth of Chinese economy is 
largely based on labor intensive industry. From long term perspective the economic 
growth mode should be changed and the country should rely more on capital and 
technology intensive industries. The economic development is a very long process 
and can not be controlled by government. But building a market economy can take 
relatively shorter period of time. The efficient operation of whole venture capital 
process is based on the market economy. Therefore, the first step is to build a more 
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complete market economy. Besides, the government should pay more attention to 
high-tech firms, to change the economic structure in order to provide more investment 
opportunities for venture capitalists.  
 
5.3.2 Developing financial environment in China 
 
As discussed in law and policy environment the restrictions on source of financing  
still exist. However, there are some deregulations in recent years which bring a small 
amount of insurance fund and social security fund to venture capital. The GEM makes 
venture capital firm much easier to exit. Generally speaking, the financial 
environment for venture capital becomes much better in recent years. The next thing 
the Chinese government should do is to further reduce restrictions on financial market 
and improve supervision mechanism on financial market by enforcing relevant 
regulations. 
  
5.3.3 Developing cultural environment in China 
 
The traditional culture can not be changed easily. But government can use educations 
to cultivate the habit of innovation, let people more aware of creditworthiness and let 
people have right investment philosophy. The habit of innovation can be cultivated by 
educations in School. The awareness of creditworthiness can be improved by 
enforcing relevant laws to punish dishonest behavior. Right investment philosophy 
can be cultivated by education and training. 
 
5.3.4 Developing science and technology environment in China 
 
The Chinese government has made many efforts on the development of science and 
technology and the overall development of science and technology has relatively high 
ranking in the world. However, much of the effort is made to support state owned 
companies and many supported technology can not be commercialized. Therefore the 
government should pay more attention to SMEs and market.  
 
5.3.5 Developing talent environment in China 
 
For entrepreneurs, the researchers, professors and university students, they usually do 
not have relevant management or industrial experience. Especially for student who is 
lacked of both fund and experience. Therefore the government can use technology 
incubation center to give them a better environment to start a business. Incubation 
centers should have professional people to provide free consulting service and free 
training to entrepreneurs. Besides, they should also help entrepreneurs to apply for 
fund supplied by government. 
 
Until now, there is no subject or course related to venture capital in universities in 
China. The only way to get venture capital education is to study in private institutions. 
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However, the quality of education from private institutions can not be guaranteed and 
the cost of study can not be afforded by individuals in most cases. Therefore the 
government should provide more training on venture capital investment with 
affordable tuition fees. Besides, the government should also modify the household 
registration system to increase mobility of talent.  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

 

 



 

 72 

6. Conclusions 
 
The findings and analysis will be summarized and concluded in this chapter. Based on 
the research, suggestions for further researches are given in the end of this chapter.   
 
 
6.1 Conclusions on the results 
 
The purpose of this research is to find how venture capital supporting environments 
work in China and the expected actions the Chinese government can do to improve 
venture capital supporting environments. In theoretical section the author finds out 
seven venture capital supporting environments which can be used as a system to be 
applied to find the facts. In empirical finding section the author makes a deep analysis 
on each supporting environment in China in order to answer the first research 
question. The second research is answered in analysis section which is based on the 
results of the first research question. By reading the paper, readers can have some 
knowledge of how to analyze a country’s macro environment of venture capital and 
the general background of Chinese venture capital.  
 
Although the research does not cover every element in each supporting environment, 
from the findings the general ideas of each supporting environment can be formed:  
 
Economic environment: The Chinese economy as a whole is strong under rapid 
growth. The venture capital has been formed and developed during the past 30 years 
since China opened up its economy. This is in line with the previous researches that 
the venture capital can not be formed without a good economic structure. The positive 
relationship between China’s GDP and venture capital activities confirms that the 
development of a nation’s economy is the most basic factor for the development of 
venture capital.  
 
Financial environment: Many restrictions on financial market reduce the total source 
of venture capital fund. The GEM is a milestone of Chinese venture capital industry. 
The bank-based financial system in China can not give enough support to venture 
capital industry compared with market-based financial system in America. 
 
Cultural environment: The Chinese culture has negative effect on development of 
venture capital. Since there are many similarities in Chinese and Japanese culture, the 
result from this study is in line with the previous researches compared with eastern 
countries, the western countries have a better cultural environment to develop venture 
capital.   
 
Science and technology environment: The overall environment is good, but SMEs are 
lack of support. The positive relationship between China’s development on science 



 

 73 

and technology and venture capital confirms the result of previous researches that 
science and technology environment can give support to venture capital. 
 
Talent environment: The China’s exam oriented education system can not develop 
comprehensive qualities of a person. China is lacked of venture capitalist. Both 
venture capitalists and entrepreneurs are not qualified and lack of training. This result 
is in line with the previous researches that only the people with good comprehensive 
qualities can be qualified as a good venture capitalist or entrepreneur.   
 
Law and policy environment: The environment is much better than before. 
Modifications on laws and policies in recent five years have solved most of the 
previous problems. There is a strong relationship between the law and policy and the 
booming of venture capital industry in China in recent years. This result is in line with 
the previous researches that the law and policy environment gives a strong support to 
venture capital.    
 
Social intermediaries and service system: The environment is not enough to support 
venture capital. Intermediaries are lack of professionals, regulations and experience.  
 
The author also tries to find out the role of Chinese government in venture capital.  
 
The role of Chinese government: The government should improve overall venture 
capital supporting environments instead of just providing government fund. The 
government has direct influence on imposed supporting environments ( law and 
policy, Social intermediaries and service system) and indirect influence on induced 
supporting environments. Therefore, government should first build a firm imposed 
supporting environment and let it to affect induced supporting environments in the 
long run. This method has been successfully applied in several countries, for instance, 
Israel, UK and America.   
 
 
6.2 The theoretical and practical contributions 
 
The major theory in this paper is about what factors can be included into venture 
capital supporting environment and how they work independently or as a whole to 
support venture capital industry. These factors include economic, financial, cultural, 
talent, science and technology, laws and policies and social intermediaries and service 
system. Their sub indicators and effects are summarized in table 3.8. By applying 
them to China’s case, the author further confirms that most of the venture capital 
supporting environments work in the same way in developing countries (China) as 
well as in developed countries ( OECD countries). As mentioned in chapter one, the 
research of single factor of venture capital supporting environment is mainly focus on 
the five factors. The first one is financial market. It’s the key issue for the success of 
venture capital industry. The result of this research further confirm the importance of 
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financial market since the whole development process of Chinese venture capital is 
based on the development of financial market, especially the stock market. The 
second factor is tax incentives. In China’s case, the tax incentive on venture capital 
firms’ corporate tax and venture capitalists’ personal income tax did increase the 
investment activities in past years. This result confirms the importance of tax issues 
on venture capital industry. The third factor is culture, the Western culture is better for 
the development of venture capital. Refer this study, as one of the representatives of 
Eastern culture the Chinese culture has lots of drawbacks when developing venture 
capital. The forth factor are law and policy. During this study, the author notices that 
the law and policy are one of the most important factors in venture capital supporting 
environment, they have more direct influences and can affect other factors. The last 
one is about regional economy. In this research the author finds out that the economy 
is the most based factor and it has strong relationship with the venture capital 
activities.  
 
For practical issues, the theory of venture capital supporting environment can be used 
to identify a country’s or a region’s general macro environment of venture capital. 
From the summary of theoretical section, the readers can know what kind of 
environments can be included, what factors in each environment can be included, 
what are the effects of each factors in each environment on venture capital. Since 
most of theories used in theoretical section are double checked by different 
researchers from research in different countries or regions, the whole framework of 
theory is not only applicable to China, the readers can use it to find and analysis 
venture capital supporting environments in any countries or places. It might be useful 
to some researchers in venture capital industry or people in government whose job is 
related to venture capital.  
 
This study may also provide some help to people who is interested in Chinese venture 
capital. Although the findings are very general, after reading this paper the readers 
can have a basic understanding of what are the current situations in Chinese venture 
capital industry. Since the venture capital develops very fast in recent years in China, 
many data in previous researches are out of date. This paper tries to provide most up 
to date information to readers. Besides, as the author’s previous job is in government 
venture capital firm, he has connections with both venture capitalists and 
entrepreneurs. It’s possible for him to receive fairly objective comments from both 
venture capitalists and entrepreneurs on each other. These practical experiences are 
reflected in empirical findings. It might help readers to have some basic ideas about 
venture capitalists and entrepreneurs in China. 
 
 
6.3 Future research 
 
This study was restricted by its limitation on data. Since it’s difficult to collect data by 
questionnaires in China, all findings are based on author’s participate observation in 
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past years and secondary data.  
 
It is possible to conduct this research by interviewing on both venture capitalists and 
entrepreneurs to collect data on what they think of how these seven venture capital 
supporting environments work, and summarize and compare the interview results to 
the results of previous researches in table 3.8, to find whether the findings are in line 
with or contradicted to the previous research.  
 
This paper only focuses on the effect of venture capital supporting environment on 
venture capital industry as a whole. Another way of research is to analyze the effects 
of venture capital supporting environment on venture capital firm at firm’s level. For 
instance, selecting a group of venture capital firms in U.S and their branches in China, 
using questionnaire to collect data on their investment behaviors (what investment 
stages or which industries they prefer to make investment) and compare the data 
between two countries to analyze the differences. After that, applying the venture 
capital environments in two countries to find out how venture capital environment 
creates these differences.   
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