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12 Abstract

13

14 Venture capital in East Asia has played a significant economic role in the region’s development and is expected to play an even

15 more significant role in the future. However, our understanding of the industry remains very limited. It is known that institutions

16 present in East Asia shape the behavior of organizations that are present in the region. This article examines how institutions,

17 particularly those related to the regulatory environment and culture of East Asia, shape the venture capital industry and create

18 differences from the venture capital industry in the West. These differences are true despite the fact that many venture capitalists

19 have been trained in Western venture capital firms and share similar beliefs about how venture investments are to be made. The

20 article concludes with a research agenda for building a fuller understanding of how venture capital works in East Asia and what

21 outside investors and firms need to familiarize themselves with.

22 # 2003 Published by Elsevier Inc.
23

24 1. Introduction

25 Venture capital has been widely recognized as

26 having an important function in regional economic

27 development (Sapienza, Manigart, & Vermeir, 1996;

28 Saxenian, 1994). The vital role it plays has helped to

29 encourage interest in venture capital throughout the

30 world (Gupta, 2000). To date most research on the

31 industry has occurred in the West in spite of the

32 industry’s growth in other regions. In Asia, $7.4 billion

33of new funds were raised in 1998 alone (Guide to

34Venture Capital in Asia, 2000). Though the funds

35invested by the venture capital industry play an

36increasingly important role in the economic vitality

37of the region (Ang, Lee, Lim, Singh, & Tan, 2000;

38Timmons, 1999; Wang & Sim, 2001), little is known

39about Asian venture capital in general, and East Asian

40venture capital in particular (Bruton, Dattani, Fung,

41Chow, & Ahlstrom, 1999; Wang & Sim, 2001).

42A central argument in much of the research on global

43business is that firms are embedded in country-specific

44institutional arrangements (Busenitz, Gomez, & Spen-

45cer, 2000; Child, 2000). These institutions impact the

46behavior of both individuals and firms in subtle but

47pervasive ways (Ang et al., 2000; Peng, 2003; Scott,

481995, 2002). The institutional differences in countries

49extend beyond basic differences in culture to funda-
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50 mental elements of a nation’s laws, business norms, and

51 commercial traditions (Kostova, 1997; Orru, Biggart, &

52 Hamilton, 1997; Peng, 2002). Institutions are typically

53 situation specific, thus the institutional characteristics

54 of a country are best examined with regard to a specific

55 phenomenon such as the venture capital industry rather

56 than in terms of general arrangements (Busenitz et al.,

57 2000; Lowe, 1998; Orru et al., 1997).

58 This article examines the practice of venture capital

59 in East Asia. Of particular interest is how indigenous

60 institutions (Lau, Tse, & Zhou, 2002; Tsui & Lau,

61 2002) affect the venture capital industry and create

62 differences from that of the West.3 Attention is

63 focused on venture capital in Hong Kong, Singapore,

64 and Taiwan. These regions represent three key centers

65 of the venture capital industry in East Asia plus the

66 three primary venture capital centers in East Asia

67 dominated by Overseas Chinese. This ethnic group

68 is well known for a number of idiosyncratic business

69 practices that have created a distinctive commercial

70 system (Chen, 2001; Weidenbaum, 1996). These prac-

71 tices and other local institutions shape behavior in that

72 region and could be expected to impact the function of

73 the venture capital industry. The venture capital indus-

74 try in East Asia is also influenced by normative

75 practices from the West. Thus, this article not only

76 examines current institutional influences on the ven-

77 ture capital industry in East Asia, but also considers

78 the future of the industry in the face of increasing

79 globalization. Finally, a research agenda and implica-

80 tions for managers of this vital domain will be dis-

81 cussed based on these findings.

82 2. What is meant by venture capital?

83 Venture capital in the West is commonly associated

84 with investments in early stage ventures where invest-

85 ment is made in return for an equity stake in a new

86 business. Firms which make venture investments in

87 later stage or mezzanine ventures or firms that invest in

88 mature companies seeking to turn those enterprises

89 around are not called venture capital firms in the West,

90 rather they are associated with private equity finan-

91cing. However, in East Asia the industry’s dividing

92lines are not as distinct as in the West. Firms com-

93monly do not focus on single types of investments as

94occurs in the West. Rather they focus on funding firms

95in narrower geographic regions as the ability to moni-

96tor funded firms is much more constrained due to

97travel and communication limitations (Ahlstrom, Bru-

98ton, & Chan, 2000; Bruton, Ahlstrom, & Singh, 2002).

99Thus, the term venture capital predominates in Asia

100but some of that activity would likely be called private

101equity in the West.

1022.1. An overview of venture capital in East Asia

103The size of the overall East Asian venture capital

104industry can be measured a variety of ways. Three of

105the most common measures are number of venture

106capital companies, number of professionals in those

107companies, and capital under management. Table 1

108provides summary statistics for the Asian venture

109capital industry.

110The industry in the United States (U.S.) has

111approximately twice as many firms as in Asia. How-

112ever, the amount of money in the U.S. industry is much

113larger. To illustrate, in 1998 the private equity and

114venture capital industry together raised an estimated

115$90 billion in new capital while the comparable

116amount in Asia was around $7 billion. Overall, the

117industry in the West, particularly the U.S., is much

118larger and better established than in Asia. The size of

119the firms and the funds they raise are larger. The result

Table 1

Overview of Asian venture capital

Country Number of

companies

Number of

professionals

Capital

(U.S. millions)

Hong Kong/PRC 29 494 15,442

Indonesia 46 189 328

Japan 231 1,786 12,513

Korea 123 409 2,995

Malaysia 20 59 460

Singapore 64 331 5,258

Taiwan 124 356 3,598

Thailand 8 49 15

Vietnam 7 28 258

Total 752 3,701 40,867

Source of data: The 2000 Guide to Venture Capital in Asia,

published by The Asian Venture Capital Journal.

3 Sapienza et al. (1996) found strong similarities between the

U.S. and European venture capital industry and they are considered

together here as the Western venture capital industry.

2 G. Bruton et al. / Journal of World Business xxx (2003) xxx–xxx
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120 is that venture capital professionals in the West must

121 manage larger funds and typically make larger invest-

122 ments than do their counterparts in East Asia. Addi-

123 tionally, many of the mechanisms that support venture

124 capitalists, such as services needed in conducting due

125 diligence, are better established in the West.

126 As Table 1 shows, three of the principal centers of

127 venture capital activity in East Asia are Hong Kong,

128 Singapore, and Taiwan. Ethnic Chinese dominate

129 most elements of the economic life of these three

130 geographic areas and have been shown to have strong

131 cultural institutions that impact other business phe-

132 nomenon (Chen, 2001). Focusing our examination on

133 this particular ethnic group in these three particular

134 locations in a single industry allows for greater control

135 of extraneous variables.

136 3. Regional institutions and venture capital

137 It has been argued that venture capitalists will follow

138 a similar worldwide model of investing, particularly for

139 later stage ventures (Jeng & Wells, 2000). This argu-

140 ment is based primarily on research that did not include

141 firms from countries in Asia. However, it is widely

142 recognized that East Asia has an environment and

143 institutions that differ from those of the U.S. and

144 Europe, which in turn can create extensive differences

145 in commercial practice and activity (Boisot & Child,

146 1988, 1996; Chen, 2001; Orru et al., 1997; Peng, 2000).

147 Some have summarized those differences under the

148 heading of Confucian dynamism (Hofstede & Bond,

149 1988). Whereas in the West, efficiency, profit motive,

150 and responsiveness to investors are thought to rank

151 supreme, in East Asia, building legitimacy, maintaining

152 harmony and securing connections are of key concern

153 to businesspeople (Ahlstrom & Bruton, 2001; Chen,

154 2001). In trying to understand the venture capital

155 industry in East Asia a key question is, do venture

156 capitalists follow a Western model of venture capital or

157 do they conform more to the East Asian environment

158 with its numerous customs and differences, and what

159 are the implications for the venture capital industry and

160 the funding of entrepreneurial firms in East Asia?

161 Institutional theory provides a useful lens through

162 which to examine these questions. Central to institu-

163 tional theory is the assertion that institutions in the

164 environment have an impact on a range of commercial

165activity including the actions people take and those

166that they even consider possible. The institutional

167aspects that shape organizational activity include reg-

168ulatory, normative, and cognitive components (Scott,

1691995, 2002) and are examined in turn below.

170Regulatory elements of institutions represent laws

171and sanctions that regulate the behavior of firms and

172individuals (North, 1990). Regulatory processes

173involve the setting of rules and their enforcement.

174For example, insider-trading laws persuade individuals

175and firms to neither take nor tolerate such actions. Thus,

176regulatory institutions include sanctions, laws, and

177regulatory fiat that regulate individual and organiza-

178tional action (Scott, 1995). Financial and commercial

179rules in East Asia are generally less developed than

180those of the West, and even when rules are present they

181are often not as strictly enforced (Backman, 1999;

182Khanna & Palepu, 1999). This fact has strong bearing

183on contracts and corporate governance, key concerns to

184the venture capitalist (Phan, 2000). The weakness in

185regulatory institutions can make the selection process of

186firms to fund more difficult and thus more challenging

187for East Asian venture capitalists.

188Normative elements of institutions define the roles

189or actions that derive from professional standards and

190are propagated through teaching and training (DiMag-

191gio, 2001). To illustrate, the medical and accounting

192professions have developed strong norms of behavior

193through the education and training process for their

194respective professions (Freidson, 1986; Mezias,

1951990). Similarly, an increasing amount of business

196activity occurs under the auspices of benchmarking or

197setting of behavior expectations of a firm by the

198behavior of leading firms in the industry; such bench-

199marking efforts help to establish normative institutions

200in the industry (DiMaggio, 2001). Much of the argu-

201ment that venture capital in East Asia is converging

202with the Western model rests on the fact that the

203venture capital training is the same in East Asia and

204the West. Many East Asian venture capitalists have

205either worked for a Western firm where they received

206their training in the industry or currently are associated

207with Western venture capital firms in some manner.

208Those Western firms provide natural benchmarks for

209the behavior of venture capitalists in East Asia. Thus,

210the normative practice of venture capital in East Asia

211is strongly influenced by practices from the West with

212respect to what venture capitalists should be doing and

G. Bruton et al. / Journal of World Business xxx (2003) xxx–xxx 3
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213 how they should be doing it (Bruton, Manigart, Fried,

214 & Sapienza, 2001).

215 Cognitive elements of institutions are most closely

216 associated with culture in that they typically are

217 created and carried by the culture of a given region

218 (Berger & Lickman, 1967; Jepperson, 1991; Scott,

219 2002). These institutions typically include informal

220 constraints embodied in traditions including subcon-

221 sciously accepted rules and customs, and taken-for-

222 granted commercial conventions. These cultural/cog-

223 nitive institutions develop over time through social

224 interactions among the various participants and shape

225 their views on what actions are appropriate and con-

226 ceivable (Scott, 2002). Consequently, certain actions

227 embedded in a culture are often taken for granted and

228 occur subconsciously.

229 When examining a widespread ethnic group across

230 different industries and countries, particularly in

231 locales whose regulatory regimes are not extensively

232 developed, the cognitive aspects of an institutional

233 system, transmitted primarily through the local cul-

234 ture, may hold the key to understanding the system’s

235 structure (Jepperson, 1991; Low, 2002). As noted

236 before, the culture of the Overseas Chinese is known

237 for its strong influence on managerial behavior and

238 resulting differences from that of the West (Chen,

239 2001). Some recognition has been given to the impor-

240 tance of relationships, or guanxi, for commercial

241 transactions in East Asia (Tsang & Walls, 1998).

242 The cognitive institutions, such as guanxi could be

243 expected to similarly impact venture capitalists in East

244 Asia, particularly those activities that involve intense

245 interpersonal interactions, such as selecting firms for

246 funding and monitoring those firms.

247 4. Methodology

248 4.1. Research design

249 To study the impact of institutions on venture

250 capital and how venture capital in East Asia functions

251 differently from that of the West, the researchers

252 conducted a field study from 1998 to 2000 in the East

253 Asian venture capital centers of Hong Kong, Singa-

254 pore, and Taiwan. Focusing on these three regions

255 meant reasonably consistent cognitive institutions

256 could be expected since business is dominated by

257Overseas Chinese in those economies, who share a

258common culture and set of commercial practices

259(Chen, 2001; Weidenbaum, 1996).

260The data were gathered using semi-structured inter-

261views, then assembled and coded in a manner broadly

262consistent with a grounded theory research design

263(Eisenhardt, 1989; Glaser & Strauss, 1967; Strauss

264& Corbin, 1990). In grounded research the researchers

265seek to examine a topic through an iterative process of

266comparing data to a baseline framework or to a new

267theory as it emerges from the data (Strauss & Corbin,

2681990). Thus, interviews were used in this research for

269four reasons. First, the venture capitalists often pre-

270ferred face-to-face interviews over questionnaires.

271Second, it is often necessary when examining East

272Asian related business activity to establish a relation-

273ship with respondents in order to receive a response,

274which also diminishes the usefulness of question-

275naires. This connection may come through a referral.

276Prior to contacting the venture capitalists such con-

277nections often needed to be arranged. Third, inter-

278views are less structured than are questionnaires as

279they allow the spontaneous discussion of problems

280and solutions and for follow-up questions on a topic

281with the development of recommendations (Frey &

282Oishi, 1995; Lee, 1999). While we were specifically

283concerned with potential institutional effects on ven-

284ture capital, we were also generally interested in

285understanding how venture capital works in East Asia.

286This method permits iteration and follow up as

287required in grounded theory. Finally, as this is a

288new area of study, the benefit of conducting in-depth

289interviews to develop a theoretical understanding of

290such a domain is well-established (Daft & Lewin,

2911990; Eisenhardt, 1989; Lee, 1999).

292The inquiry framework was guided by an under-

293standing of numerous agreed upon aspects of Western

294venture capital drawn from a variety of established

295sources in the domain (e.g., Fried & Hisrich, 1994;

296Gorman & Sahlman, 1989; MacMillian, Kulow, &

297Khoylian, 1988; Sapienza, 1992; Zider, 1998). Various

298sources have come to agree on several aspects of the

299U.S. venture capital industry. There is also evidence

300that these findings are also largely applicable in

301Europe (e.g., Sapienza et al., 1996). The findings on

302the Western venture capital industry can be organized

303into four broad topical areas that will direct the

304domains examined in this research: the selection

4 G. Bruton et al. / Journal of World Business xxx (2003) xxx–xxx
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305 process for firms to be funded, the monitoring of

306 funded firms, value added activities provided to

307 funded firms, and exit of the investment.

308 4.2. Sample

309 The authors conducted a total of 60 semi-structured

310 interviews with leading venture capital fund managers

311 and other experts on venture capital in East Asia; there

312 were an equal number of interviews in each region with

313 the total sample representing approximately 25% of the

314 venture capital firms active in the three regions at the

315 time of the interviews. We followed a purposive sam-

316 pling approach to the sample selection and subsequent

317 follow up (Lincoln & Guba, 1985). Purposive sampling

318 calls for selecting participants with specific character-

319 istics, such as extreme cases, typical cases, significant

320 variation, or politically important cases (Lincoln &

321 Guba, 1985). The venture capitalists were initially

322 identified from the Guide to Venture Capital in Asia

323 (1998). They were selected to ensure both a range of

324 firms both in terms of size (large and small venture

325 capital firms) and origin (locally founded as well as

326 internationally-based). In the final sample, the median

327 amount of funds under management was U.S.$ 110

328 million. At the high end, one firm had $700 million

329 under management while the smallest firm stood at $30

330 million. In terms of specialty areas, in Taiwan, most

331 firms specialized in electronics investments, although

332 two were in life sciences. In Hong Kong, the firms

333 invested in a wide range of sectors, although emphasis

334 was on later stage investments such as property and

335 infrastructure. There was some technology investing by

336 Hong Kong venture capitalists, although mostly in

337 Chinese language translation of popular U.S. Internet

338 sites. Singapore was split evenly between private

339 equity investments in established firms (hotels, prop-

340 erty, infrastructure, consumer goods) and electronics;

341 and thus Singapore lies between Taiwan and Hong

342 Kong in venture capital emphasis.

343 In addition, we also interviewed the founders of four

344 funded firms, two in Taiwan and one each in Hong

345 Kong and Singapore, for additional insights on the

346 venture capital process and to corroborate the infor-

347 mation provided by the venture capitalists. These

348 interviews helped to validate the results and provide

349 some additional insights. Finally, we interviewed a

350 government official in each location directly involved

351with promoting venture capital and technopreneurship

352for additional validation of the findings.

3534.3. Interview protocol

354As noted earlier the researchers wished to gain a

355broad understanding of venture capital practice in East

356Asia. Therefore, data were gathered through semi-

357structured interviews employing a replication logic

358approach to the interviews (Eisenhardt, 1989). That is,

359after collecting descriptive information about the firm

360and the venture capitalist background, we asked the

361respondent a number of open-ended questions. These

362questions examined the four topical areas identified

363from the Western literature. In addition, all interview

364subjects were asked to consider the major findings

365from the West on venture capital and to what extent

366these applied in East Asia. Appendix A provides an

367outline of topics covered and the questions asked.

368In the discussion that followed each succeeding

369interview the authors continued to employ replication

370logic to compliment the iterative, grounded research

371design (Eisenhardt, 1989). Thus, following the inter-

372viewee’s overview of the venture capital industry in

373East Asia in the four topical areas and how the

374activities were different from the model presented

375from the West, the interviewers presented their sum-

376mary of the emerging East Asian venture capital

377model based on previous interviews. The interviewee

378would then discuss how they agreed with or would

379clarify the emerging venture capital model to more

380accurately reflect what occurs in East Asia. After the

381interview, follow-up questions were often asked via

382the telephone or email. Thus, over the course of the

383interviews a consistent picture of venture capital in

384East Asia began to develop. We continued adding

385interviews in each country until incremental learning

386derived from the subjects became negligible (Glaser &

387Strauss, 1967).4 This process is the same as the one

388used by Fried and Hisrich (1994) when they examined

389venture capital decision-making in the U.S.

390In the subsequent interviews with funded firms, the

391interviewers asked senior managers in those firms the

4 Diesing (1971) argued that six cases often provide such a

number; however, in this study, it was felt that the greater number

of venture capital interview subjects coupled with follow-up

interviews with funded firms and government officials would

provide greater validity of the results.

G. Bruton et al. / Journal of World Business xxx (2003) xxx–xxx 5
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392 same questions. In addition, we asked them to respond

393 to the tentative conclusions drawn from the first round

394 of interviews and our review of the relevant literature.5

395 Similarly, the government officials were also asked

396 their views of venture capital and their assessment of

397 the East Asian model of venture capital as supplied by

398 the venture capitalists.

399 4.4. Data analysis and validation

400 Approximately half of the interview subjects were

401 ethnic Chinese subjects, and their command of Eng-

402 lish was such that all but two of the interviews were

403 conducted in English. The interviews conducted in

404 Chinese were translated at the time of the interview by

405 a native Chinese speaker present. In addition, to ensure

406 reliability, the native Chinese speaker also took notes

407 at the interviews and these notes were later examined

408 to ensure the information obtained was accurate. If any

409 discrepancy occurred, the interview subject would be

410 contacted for clarification. For all interviews, the

411 results were summarized and venture capitalists were

412 subsequently contacted for corroboration.

413 All of the venture capitalists interviewed were

414 responsible for funding decisions by their firms. In

415 addition, all interview subjects of the venture capital

416 firms were either a principal or a senior manager. For

417 those in the funded firms, all those interviewed were

418 firm founders. The government officials in the sample

419 were also senior (at the departmental level) officials

420 responsible for a variety of government venture capital

421 initiatives in each of their respective three regions.

422 Interviews were coded for categories and subcate-

423 gories by one investigator and one other researcher

424 who was not part of the study. The initial categories

425 were open coded (Strauss & Corbin, 1990) consistent

426 with the key concepts well understood in venture

427 capital such as venture investment selection, due

428 diligence and exit.6 Subsequent institutional con-

429structs were then coded and how they likely impact

430the main venture capital concepts were then identified

431and are summarized in Table 2. Reliability proved to

432be about ninety percent between the two coders, and

433there was also much agreement among the interview

434subjects. The results from each country were com-

435pared and a high degree of consistency was found as

436well. The summary findings were also shared with

437other leading venture capitalists in East Asia that were

438not part of the sample to get their observations and

439comments on the findings. To further validate the

440results, information was gathered from other sources

441such as industry authorities and government officials

442responsible for investment and industrial policy to

443further corroborate the data gathered. In general there

444was great consistency in the evidence gathered from

445all sources on all issues examined, though where

446disagreements occurred, these are also reported in

447the results. When there were additional observations

448and some differences, we have supplied those opinions

449and discuss explanations for these differences. These

450are all summarized in Table 2.

451In summary, apart from the replication logic used in

452building the model (Eisenhardt, 1989), there were

453three additional means by which the research findings

454were validated: (1) funded firms within each country

455were interviewed to ensure that the model developed

456accurately represented venture capital practice in that

457region; (2) government officials in all three regions

458were interviewed to provide validation and additional

459observations of the model; and (3) other prominent

460venture capitalists and industry participants not

461involved with this research were contacted to assess

462the findings. These three sources all confirmed the

463accuracy of the results and interpretation while pro-

464viding some amplification; these models of venture

465capital beliefs and behavior in turn were also generally

466consistent across countries. When some differences of

467opinion or emphasis emerged these have been reported

468in the results and summarized in Table 2.

4695. Results

470The results are discussed below in terms of how each

471category of institutions impacted the various activities

472of venture capitalists in East Asia, highlighting key

473differences from that of the West. Results are first

5 More information is available from the authors on the interview

protocol used.
6 The interview protocol in Appendix A contains the primary

(venture capital) categories used. Key subcategories—constructs that

operationalized the primary venture capital action categories such as

due diligence, emerged from the data. Additional coded categories

illustrating likely institutional effects also emerged. Representative

quotes from these categories and their proposed effects are reported

in the results section and summarized in Table 2.

6 G. Bruton et al. / Journal of World Business xxx (2003) xxx–xxx
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474 presented and additional insights on the impact of those

475 types of institutions on the actions of venture capital are

476 presented, and that is followed by a proposition to

477 summarize the findings. Any disagreements or differing

478 interpretations are also discussed.

479 5.1. Regulatory elements

480 The regulatory elements reflect laws and sanctions

481 that regulate the behavior of firms and individuals

482 (North, 1990). Regulatory processes involve the set-

483 ting of rules and their enforcement. Taiwan, Hong

484Kong and Singapore all possess some different laws

485concerning venture capital. The regulatory dimension

486in the three regions was consistently found to have an

487impact on how East Asian venture capitalists fund new

488firms. It was also found that the regulatory dimension

489also significantly impacts exit from the funded firms.

490Each of these findings will be reviewed in turn.

4915.1.1. Investment selection

492In the West venture capitalists rely on financial and

493accounting information contained in the business plan

494to initially evaluate the proposal (McGrath, 1997;

Table 2

Institutional forces in the U.S. and East Asia on venture capital

U.S. East Asia Additional observations and dissenting views

Regulatory Strong legal framework,

generally transparent and

well-regulated financial markets,

and effective corporate governance

system with strong protection

for institutional investors and

minority shareholders.

Legal system and corporate

governance mechanisms are

relatively weak, but are moving

toward Western common law

standards. Reporting standards

remain lax, more cross holdings,

insider control of information

and insider action based on

financials, representing a concern

to most of the venture capitalists.

Improper action by funded

firm principals more difficult

to monitor and control.

Most of the venture capitalists felt that the legal

systems in Hong Kong, Singapore and Taiwan

were not an overwhelming problem for them,

in spite of the weaker reporting, corporate

governance and disclosure requirements.

Two venture capitalists pointed out, however,

that the courts were not a remedy available

to them, and it was important to solve

contractual conflicts and other problems

outside of the courts.

Normative Professional standards play an

important role in defining

acceptable venture capital

activities.

Professional standards similarly

play an important role in defining

business activities. Venture capital

associations hold training and

encourage certain professional

standards. Similar educational

training and normative standards

as U.S. venture capitalists.

There was general agreement that the professional

standards of Western venture capitalists were an

ideal to be pursued and were reasonably upheld

in East Asia. The government officials interviewed

agreed and encouraged venture capital training

consistent with the Western model. Several venture

capitalists dissented somewhat, stating that the

realities of East Asian business dictated that

venture capital firms, if not the venture

capitalists themselves, behave somewhat differently.

This was particularly true with the need to monitor

investments extra carefully, and to usually have staff

based in the same locality where deals are funded.

Cognitive Strong emphasis on investor

and shareholder rights.

The importance of transparency,

disclosure and the role of

outsiders are well accepted.

Strong influence of Chinese culture

in much of East Asia. Emphasis

on maintaining guanxi networks.

Harmony with organizations and

lack of disclosure of information

can take primacy over shareholder

rights. Outsiders not easily trusted

and a high level of information

asymmetry is still tolerated.

Most venture capitalists agreed they try to get to

know the principals of funded firms as part of

due diligence process. One venture capitalist added

that guanxi was less helpful in securing funding, but

it was a necessary part of monitoring the firm.

Government officials argued that guanxi was no

longer important in securing funding as the business

models needed to be attractive, but they did not

comment on the monitoring process.
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495 Wright, Thompson, & Robbie, 1992).7 Additionally,

496 venture capitalists in the West use information present

497 in the plan to assess the risk of the proposed ventures

498 (Wright et al., 1992). While venture capital firms in

499 East Asia prefer to fund firms that have established

500 financials, the regulatory institutions (items set by

501 law) impact the quality of the information presented.

502 Timely, accurate, or useful information about the

503 financial performance can be difficult to obtain. Thus,

504 if a firm is not already established (three years of

505 financials) the risks are typically considered too high

506 for funding in East Asia, unless the firm’s technology

507 and business plan is exceptional.

508 The selection process is also made more challen-

509 ging by the difficulty of obtaining reliable data from

510 which to conduct due diligence. One Singapore based

511 venture capitalist commented ‘‘since investors have

512 less protection here [in Singapore] than in the West, it

513 helps to have other means to screen and select and

514 investments.’’ The venture capitalists generally agreed

515 that as legal protection against fraud is weaker and

516 market and accounting information have numerous

517 deficiencies in East Asia, it is helpful to know the

518 principal of the funded firm and his or her family.

519 Added another Singapore-based venture capitalist,

520 ‘‘this provides added protection as the firm principal

521 is less likely to disappear or drop out of the investment

522 because you know that individual as well as his or her

523 family.’’ Observed another Singapore-based venture

524 capitalist:

525 . . . I apply [the importance of relationships] to

526 venture capital and private equity deal making, both

527 on the hiring side and investing side. For example, I

528 love to do deals with people I have done deals with

529 before. So you will find that although we might

530 have done sixty or seventy transactions over the

531 years, they have not been done with sixty or seventy

532 different entrepreneurs, they have been done with

533 twenty-five to thirty entrepreneurs. Many of them

534 are repeat deals. The biggest risk in our busi-

535 ness . . . is the people risk and when you do a repeat

536 thing with the guy you have a good experience with,

537you have eliminated what I consider the biggest risk

538in the business—the people risk.

539Thus, while knowing firm principals, or knowing

540people that do, in the West is important in East Asia

541it was deemed so significant that it was a barrier that is

542difficult to surmount, if not impossible to overcome, in

543the selection process across East Asia. Overall, the

544selection process proved more difficult than in the

545West because the data that enables due diligence may

546not be readily available in East Asia. In addition, the

547absence of many legal protections and lack of case

548precedent in these countries generally make the enfor-

549cement of the contracts more difficult if problems

550arise.8 Thus we propose:

551Proposition 1: The less developed regulatory institu-

552tions in East Asia often leads to an absence of valid

553and reliable information on a firm seeking funding. As

554a result the selection process of firms to fund is more

555difficult and time consuming for venture capitalists in

556East Asia.

5575.1.2. Exit

558Another area that the weakness of regulatory struc-

559tures impact is exit from the venture. In the West

560venture capital firms are usually organized as limited

561partnerships with a fixed life (Sahlman, 1988). Thus,

562the goal of most venture capital firms is to exit their

563investments through initial public offering (IPO) in

564five to seven years. Most private equity investors in

565East Asia also expect to exit through IPOs or strategic

566sales of the funded firm, although a shorter time frame

567of two to three years is common since the ventures that

568are funded are typically more mature in East Asia.

569However, exiting can be problematic, even from suc-

570cessful, growing ventures.

571In Taiwan the TASDAQ is fairly well established

572but in Hong Kong and Singapore it is considered more

573difficult for young firms to obtain a listing on a stock

574market, and even when it does occur it usually takes

575much longer (Wang & Sim, 2001). Thus venture

7 This is particularly true for more mature firms such as those

funded in East Asia. The business model and founding team are

more critical the earlier the venture is funded. However, as noted

previously, most funded businesses in Asia are relatively mature

when compared to the U.S.

8 Although Singapore in particular has been working to develop

new laws to cover venture and private equity investment, much

remains to be done in East Asia terms of getting more laws on the

books as well as enforcing them properly. Sometimes laws from

other jurisdictions such as California are relied upon for certain

deals if local laws are not seen as inadequate.

8 G. Bruton et al. / Journal of World Business xxx (2003) xxx–xxx
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576 capitalists pointed out that a more frequently

577 employed exit strategy in these locales is to have

578 the firm locate a strategic buyer. However, finding

579 such ideal strategic partners can be challenging, and

580 when exiting via a sale to a strategic partner, the

581 multiple paid on the firm’s revenue stream results in

582 a return significantly lower than that traditionally

583 associated with an IPO.

584 One result of these exit difficulties is that many

585 venture capital firms have discovered that when they

586 do exit, their returns have not been as high as expected.

587 Private equity firms in East Asia regularly reported a

588 target of 20–30% return, but actual returns for many

589 funds have been much lower (Asia Pacific Private

590 Equity Bulletin, 1998). A number of different regions

591 have announced the introduction of NASDAQ-type

592 markets for smaller firms, such as Taiwan’s TASDAQ

593 and Hong Kong’s Growth Enterprise Market (GEM).

594 These new markets may help alleviate the exit pro-

595 blem for venture capitalists to some degree. Never-

596 theless, because of reduced liquidity in the market and

597 stricter listing laws exit through an IPO is far from

598 straightforward (Wang & Sim, 2001). Thus we pro-

599 pose:

600 Proposition 2: The underdeveloped regulatory insti-

601 tutions in East Asia suppress the development of

602 listing mechanisms for new startup firms. The resulting

603 exit from funded ventures in East Asia will be more

604 constrained and complex for the venture capitalist

605 than in the West.

606 5.2. Normative elements

607 The normative elements of an institutional system

608 are those well-accepted values, beliefs and practices

609 shared by professions, groups and opinion leaders in a

610 field, often propagated through education, textbooks,

611 training and consulting (DiMaggio, 2001; Scott,

612 1995). Venture capital requires extensive interaction

613 between the venture capitalist and the entrepreneur

614 they fund. Particularly, the monitoring of the funded

615 firm requires extensive interaction since the published

616 information may not provide an accurate indication of

617 the firm’s performance. Thus, the normative values of

618 the venture capitalist and how these values interact

619 with those of the funded entrepreneur in monitoring

620 the firm will be reviewed in turn.

6215.2.1. Values

622East Asian venture capital norms generally proved

623similar to what is known about venture capitalists in

624the West from authors such as Fried and Hisrich

625(1995). The venture capital industry in East Asia

626developed principally as individuals and firms from

627the U.S. and Europe moved into East Asia. The result

628is that most venture capitalists in East Asia have

629worked for or been trained in the U.S. or Europe.

630Additionally, venture capital associations hold train-

631ing programs throughout East Asia that encourage

632professional standards that are very similar to U.S.

633venture capitalist. These two factors help to produce a

634set of normative values among the venture capitalists

635very consistent with those from venture capitalists in

636the West.9 Thus we propose:

637Proposition 3: Normative values of venture capital-

638ists in East Asia will generally be very similar to those

639found in the West.

6405.2.2. Monitoring

641The venture capitalist must interact with entrepre-

642neurs of funded firms extensively in monitoring invest-

643ments. Thus, the normative values of indigenous

644entrepreneurs must also be considered in examining

645the venture capitalist actions in this domain (Lau et al.,

6462002). The result is that one key difference in normative

647practice from that of the West that emerged in East Asia

648is that monitoring is done much more through personal

649interactions with the entrepreneur who founds the firm.

650In the West venture capitalists monitor their invest-

651ment mostly through direct interaction with the entre-

652preneur. However, venture capitalists and the

653entrepreneur know that they will also monitor the

654investment through firm financials and via the venture

655capitalist’s membership on the board of directors

656(Fried, Bruton, & Hisrich, 1998; Fried & Hisrich,

6571992, 1995; Rosenstein, 1988; Sapienza, 1992).

658Accounting rules and reporting standards around East

659Asia can deviate significantly from international

660norms (Broadman, 1999; Low, 2000; Peng, 2000).

661Even in those cases that there are financials produced

662by one of the established international accounting

663firms, there can be considerable concerns about the

9 This does not necessarily mean the skill levels are the same;

instead, it simply means they have similar values.
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664 validity of the information presented. As one venture

665 capitalist interviewed recalled, ‘‘just because there are

666 audited statements from an international accounting

667 firm does not mean there are not multiple sets of books

668 in the firm.’’ Another venture capitalist added that you

669 should be prepared to go into a firm and count things

670 yourself. Thus, the normative values of entrepreneurs

671 help to shape the utility of the company information

672 that the venture capitalist will receive.

673 In terms of monitoring via the board, it cannot be

674 assumed that the venture capitalist will receive a board

675 seat in East Asia (Low, 2002). But even if a board seat

676 is obtained it may not mean what it does in the West.

677 As noted, corporate governance is weak in the three

678 regions examined with only limited influence of out-

679 side directors (Peng, 2000). Additionally, the informa-

680 tion received may be less than accurate. For example,

681 one venture capitalist reported that it is not uncommon

682 for the minutes of board meetings to be written before

683 the meeting has actually started, complete with ready-

684 made quotes from that venture capitalist.

685 Therefore, some of the traditional means to monitor

686 the funded firm in mature economies such as obtaining

687 regular accounting and financial information and

688 board membership may provide fewer insights in East

689 Asia. If the venture capitalists are to properly monitor

690 their investment they must develop trust with the

691 entrepreneur so that they obtain the desired informa-

692 tion and ensure its accuracy. Such trust between the

693 funded firm and the venture capitalist is consistent

694 with the nature of communication between parties in

695 Chinese culture. In this cultural setting there are

696 typically clear insiders and outsiders (Goa, Ting-Too-

697 ney, & Gundykunst, 1996), and the flow of informa-

698 tion to outsiders is severely restricted. Several venture

699 capitalists reported that they had to work very hard to

700 build trust with their funded firms to secure even a

701 modicum of information. Some of the same monitor-

702 ing approaches used in the West are relevant, while

703 other different circumstances and practices in East

704 Asia compel venture capitalists to monitor invest-

705 ments differently, specifically focusing on building

706 a relationship with the entrepreneur for which the

707 project is funded. Thus we propose:

708 Proposition 4: The normative values of funded entre-

709 preneurs result in monitoring activities in East Asia that

710 require venture capitalists to place emphasis on having

711or building relationships with funded entrepreneurs.

712The result is that the monitoring time, effort and costs

713will be higher than those for venture capitalists in the

714West.

7155.3. Cognitive elements

716The cognitive elements of institutions are com-

717monly transmitted through culture, of which in Hong

718Kong, Singapore, and Taiwan, is predominantly the

719culture of the Overseas Chinese (Chen, 2001; Jepper-

720son, 1991; Scott, 2002). Overseas Chinese culture

721particularly impacts actions of managers by imparting

722greater importance to relationships among business

723people, thus impacting how venture capitalists can add

724value to funded firms (Chen, 2001).

725The interviews revealed that the venture capitalists

726see the cultural/cognitive institutional elements (Scott,

7272002) as having a great impact on their day to day

728activities. For example, these elements have a signifi-

729cant impact on the nature of the value added venture

730capitalists can provide to funded firms. The intervie-

731wees stressed the U.S. venture capital industry influ-

732ences their training. The terms they used, their goals,

733and the values they expressed as to what the appropriate

734actions were for venture capitalists were generally

735consistent with those expressed by venture capitalists

736in the U.S. However, it was clear in these discussions

737that the venture capitalists in East Asia also are influ-

738enced by the environment in which they compete. The

739weaker regulatory system in East Asia in particular

740means that the culture of the region may become even

741more important in assuring that the actions desired are

742actually pursued (Chen, 2001). The ability of venture

743capitalists to compel a funded firm to perform certain

744activities is constrained by the weaker legal and enfor-

745cement regime in East Asia. Thus, culture as a means of

746influencing behavior becomes even more salient.

747Reflected one Singapore venture capitalist:

748In the [United] States, you have laws that people

749respect and are enforced. In Asia, that is often not the

750case. At our company, we try to do deals with people

751we know, or others know. And it helps if [the

752entrepreneur’s] family is here also. Then we can

753get to know them. This way, it makes it harder for

754people to slack off, or even skip town with our money.

755We can always go to his family and ask what is

10 G. Bruton et al. / Journal of World Business xxx (2003) xxx–xxx
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756 happening with their son. They usually will not want

757 to be embarrassed. . . This [influence of the family] is

758 helpful with our due diligence and monitoring.

759 When examining a widespread ethnic group across

760 different industries and countries, particularly in locales

761 whose regulatory regimes are not extensively devel-

762 oped, the cognitive-based institutions, transmitted pri-

763 marily through the local culture are a focus of concern

764 (Chen, 2001; Jepperson, 1991; Peng & Heath, 1996). As

765 noted before, the culture of East Asia has already been

766 known for its strong influence on managerial behavior

767 resulting in actions that differ from what would occur in

768 similar situations in the West (Chen, 2001). Two parti-

769 cularly important aspects of cognitive institutions will

770 be examined in turn.

771 5.3.1. Guanxi

772 One particular cultural issue stood out in the inter-

773 views. It was noted previously that the commercial

774 regulatory regime in East Asia is still weak in many

775 areas. One means that has developed to assure per-

776 formance across a wide range of businesses is that

777 there should be a relationship of some type between

778 the parties. The relationship may not be sufficient to

779 assure that the business activity between the two

780 parties occurs but it is a necessary condition before

781 the business activity is even considered. This relation-

782 ship can be such that the parties went to the same

783 school, their families are friends, they are related, or

784 share significant business interests with others.

785 The effect of such relationships is that cultural

786 control is established. As a result, in East Asia some

787 relationships between the venture capitalist and the

788 funded firm’s top management may have to be present

789 for funding to be considered. Relationships between

790 venture capitalists and their relevant networks of

791 investors, entrepreneurs, and other venture capitalists

792 are also important in the U.S. (Bartlett, 1995), but in

793 East Asia guanxi or connections between various

794 parties are particularly crucial. Guanxi is very helpful

795 to the venture capitalist in conducting due diligence,

796 successfully interacting with the firm, and ensuring the

797 firm achieves the desired results.

798 Thus we propose:

799 Proposition 5: Cognitive institutional elements in

800 East Asia will result in the actions of venture capitalists

801being particularly impacted by the consequences of

802guanxi.

8035.3.2. Value added to funded firm

804One of strengths of venture capital in the West is the

805value added to the firm by the venture capitalist

806(Bygrave, 1987; Zider, 1998). Providing value added

807to the firm through advice and services provided is

808also increasingly the case in East Asia’s venture

809capital industry (Ahlstrom et al., 2000). However, this

810is a recent change. Initial private equity investors

811tended to be passive financial investors. But, increas-

812ingly, the interest is to provide added value to the firm

813in a manner consistent with venture capitalists in the

814West.

815In the U.S., for example, the advice provided to the

816CEO of the funded firm is often very direct and may

817occur in regular interaction between the venture capi-

818talist and the CEO (Fried & Hisrich, 1995). However,

819in East Asia the manner in which the venture capitalist

820typically provides the advice to the CEO is different.

821As noted, the CEO of the firm culturally plays a

822paternal role that impacts the flow of information

823and organization. Thus, the venture capitalist in East

824Asia must deal appropriately with the key cultural

825factor of minzi—face or respect. In other words, the

826appearance of appropriate difference to an individual’s

827status in the society and the firm. It is arguable that

828even in the West the issue of face is important.

829However, its relative greater importance in a Chi-

830nese-based culture is widely recognized (Bond,

8311988). Additionally, in Chinese culture there is a bias

832to avoid conflict. Therefore, several venture capitalists

833indicated that one needs to advise a manager in a

834manner that allows the maintaining of face and avoid-

835ing of conflict. For example, rather than giving an

836ultimatum, an idea might be put forth as a suggestion.

837One Hong Kong venture capitalist commented:

838The setting where suggestions are provided is

839important. A venture capitalist should never make

840bold suggestions in front of a manager’s subordi-

841nates. The venture capitalist should take the man-

842ager aside and make the recommendation in private.

843This way, the manager can remain ‘in charge’ and

844take credit for the changes. It is important to give

845face to the entrepreneurs you fund—some are very

846sensitive to this.
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847 Thus we propose:

848 Proposition 6: Cognitive institutional elements in

849 East Asia exert strong influence on the manner in

850 which value is added to the firm by venture capitalists.

851 6. Discussion

852 The evidence here suggests that a range of institu-

853 tional elements present in East Asia influence the

854 actions of venture capitalists located in the region,

855 in spite of similar training and norms as venture

856 capitalists in the West. These institutions create sev-

857 eral differences from venture capital practice in the

858 West that venture capitalists and investors need to be

859 aware. The institutional elements (regulatory, norma-

860 tive, cognitive) can all exert influence; however, the

861 less formal cognitive institutional elements may play

862 the strongest role. In particular, the cognitive institu-

863 tions as exemplified by the Overseas Chinese com-

864 mercial culture strongly shape the behavior of the

865 venture capitalist in East Asia.

866 The Western and East Asian models of venture

867 capital developed within very distinct institutional

868 frameworks (Scott, 1995, 2002). In East Asia the

869 distinguishing characteristic includes the fact that

870 most East Asian economies have a deeply entrenched

871 concentrated ownership structure, with significant

872 family control of firms, and interlocking sharehold-

873 ings among firms, characteristic of Overseas Chinese

874 business practice (Allen, 2000; Chen, 2001; Zhuang,

875 1999). These normative and cognitive institutions

876 combine with the weak regulatory system and poor

877 corporate governance (regulatory institutions) to cre-

878 ate different and unusual challenges for venture capi-

879 talists working in East Asia.

880 These distinctive institutions have led to many

881 differences in the implementation of the various activ-

882 ities by the venture capital industry in East Asia. For

883 example, the nature of the regulatory institutions

884 means venture capitalists must conduct due diligence

885 as part of their firm selection quite carefully. One

886 Singapore-based venture capitalist related a story that

887 during a due diligence investigation it was found that a

888 funded firm failed to have much of the inventory that

889 was stated on its books. The inventory was actually

890 being held by a sister firm in a different part of

891SouthEast Asia. When asked about it, the funded

892company founder retorted that the inventory was still

893under its control, albeit some 1,500 kilometers from

894where it was reported to have been, and that there was

895nothing to worry about. The lack of regulatory institu-

896tions and sometimes different commercial norms

897makes close monitoring of funded firms quite impor-

898tant in East Asia, albeit challenging.

899Venture capitalists in the three regions examined

900often fund businesses that have some activities in

901Mainland China as well. The difficulties in implement-

902ing venture capital activities there are even more severe

903because of the paucity of laws and their enforcement in

904many industrial sectors (Ahlstrom, Young, & Nair,

9052002; Bruton & Ahlstrom, 2002; Lubman, 1999). To

906illustrate, the need for due diligence in China is even

907more critical since assets can gradually or even sud-

908denly disappear if not watched carefully, with the

909complicity of the local law enforcement (Ahlstrom

910et al., 2002). For example, one Hong Kong-based

911private equity firm helped to fund an existing business

912that was long established. However, due to the inability

913to properly do (personal) due diligence and monitor the

914China-based firm, the private equity firm found that one

915day that firm had closed without any warning to anyone

916and the entrepreneur had taken everything of potential

917value from the funded firm. He even carted off all the

918porcelain toilets bathroom fixtures from every floor of

919the building.

920The nature of the normative institutional elements

921present in the East Asian region also can impact the

922implementation of some common venture capital activ-

923ities. For example, the difficulty in gathering needed

924information to monitor funded firms has led many

925venture capitalists to focus their efforts primarily on

926given geographic areas where they know people and can

927travel to regularly, rather than on specific industries as

928would be more common among venture capitalists in

929the West (Bruton et al., 2001). Additionally, the strong

930role of the owner/manager leads the individual to often

931view the funds provided by the venture capitalist to be

932their personal funds. One venture capitalist related how

933this view resulted in expenditures for houses and cars.

934Thus, venture capitalists must closely monitor the funds

935expenditures to ensure they are spent as intended.

936Similarly, owner/managers in the region see venture

937capitalists only as passive financial investors. Histori-

938cally this has often been the role the venture capital
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939 industry was reduced to playing. However, today

940 venture capitalists are seeking to be more active

941 investors and provide value to the funded firm on

942 different levels (Gupta, 2000). Thus, the venture capi-

943 talists today must often educate entrepreneurs about

944 the venture capital process and their expectations.

945 The cognitive element of guanxi also relates to

946 another key implementation issue. For example, ven-

947 ture capitalists need to ensure that they understand not

948 only the prospective funded firm’s business model and

949 capabilities, but also any local-partner relationships,

950 and government connections the firm top management

951 team (particular its founder) has. As one venture

952 capitalist put it:

953 In a business situation, try to understand the context

954 of the word ‘friend’ or pengyou to learn what level

955 of influence or actual guanxi really exists and

956 whether your friend has the interest to use his or

957 her friendship for you or for others to your benefit.

958 Without the benefit of such guanxi or connections, the

959 ability to judge the credit worthiness of the entrepre-

960 neurs and their idea is limited. Additionally, without

961 such connections the ability to accurately monitor the

962 funded firm can also be insufficient. The role of such

963 connections also means that new venture capital firms

964 must be careful to include key individuals who have

965 such an understanding, or the venture capital firm will

966 be at a disadvantage until it can build the necessary

967 connections. Institutions in East Asia and their influ-

968 ence as compared to those of the West are summarized

969 in Table 2.

970 It is important to note that while there were broad

971 similarities in the venture capital industries in the three

972 countries examined there were also subtle differences.

973 Among the three regions the Taiwanese industry was

974 most focused on high technology investing. Thus, it was

975 in Taiwan where high risk, high return venture capital

976 investing was most likely to occur. For example, there is

977 an established (although not closely regulated) gray

978 market for shares of technology-focused firms prior to

979 their public listing in Taiwan. The result of this market

980 is that there is some exit opportunities for venture

981 capitalists not available in the rest of Asia.

982 Similarly, the role of the government in the venture

983 capital industry in Singapore differs from that of the

984 other two governments. The Singapore government

985 provides an important part of the venture capital

986available in Singapore. The government has a non-

987intervention attitude towards the management of these

988funds. However, the government does encourage the

989funds to seek out international opportunities in the

990U.S. and Europe for investment. The belief is that such

991investments will strengthen the normative values of

992the venture capital industry in that nation and align

993them more with those of the venture capital industry in

994the West. As a result the Singapore venture capital

995industry is more focused on ensuring values and

996behaviors consistent with those in the U.S. or Europe.

997Thus, there are subtle but pervasive differences in the

998venture capital industries even in the three regions

999examined. Future research should examine these dif-

1000ferences among other topics in the future.

10016.1. The future of venture capital in East Asia

1002There are significant differences between the ven-

1003ture capital industries of the West and East Asia. At the

1004end of the interviews the venture capitalists and

1005government officials also discussed their view of

1006the future of venture capital in East Asia. Specifically,

1007they focused on whether the differences identified here

1008will persist over time or whether the Western and East

1009Asian industries will converge in the future.

1010As noted before, the normative values of the venture

1011capitalists in the West and in Asia are generally similar

1012due to the nature of their training and propagation of

1013professional standards. However, it came clear in the

1014resulting discussion there are other changes occurring

1015among the normative institutions of the entrepreneurs in

1016East Asia that are driving the venture capital industry in

1017the West and Asia closer. The firms coming forward to

1018ask for funding are no longer focused in more mature

1019and primary resource industries. Instead, a variety of

1020technopreneurial startups are increasingly considered

1021for funding by venture capitalists in the East Asia.

1022Moreover, the nature of the entrepreneurs coming

1023forward to ask for funding is changing. Historically,

1024most of the top graduates from universities in the

1025region sought to go to work for large corporations.

1026Today however, the best and the brightest from uni-

1027versities are increasingly seeking to start their own

1028firms, particularly in high technology areas. These

1029students’ models are great entrepreneurs from the

1030West such as Bill Gates and Steven Jobs so they seek

1031to act accordingly. Additionally, increasing numbers
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1032 of prospective entrepreneurs are returning from uni-

1033 versities in the West and are bringing new ideas and

1034 expectations for the venture capitalist with them.

1035 Finally, since many of the firms have a strong tech-

1036 nology focus, the need for such businesses to more

1037 fully integrate and cooperate with other firms around

1038 the world encourages the firms to become more like

1039 those firms. Thus, firm selection can increasingly be

1040 expected to become more similar to the West.

1041 Additionally, entrepreneurs also increasingly

1042 understand that the venture capitalists can offer finan-

1043 cial and strategic managerial advice that will help

1044 firms achieve their goals. Thus, they are more willing

1045 to share information with the venture capitalists and

1046 take their value added activities. There are changes in

1047 the institutions in East Asia that are providing means

1048 for these entrepreneurs to have their new startups

1049 publicly listed which, in turn, helps to increase the

1050 interest of high quality individuals. The opening in the

1051 region of exchanges such as Hong Kong’s new Growth

1052 Enterprise Market stock market has created opportu-

1053 nities for entrepreneurs that did not exist before. The

1054 result is that the role of monitoring and exit will also

1055 become more similar to the West in the future. Thus,

1056 overall, it is likely that venture capitalists in East Asia

1057 will increasingly behave in manners very similar to

1058 their counterparts in the West. There are, however,

1059 institutional forces in East Asia that will continue to

1060 differ from those of the West. Although there are

1061 efforts in East Asia to change some of the laws and

1062 to improve enforcement and corporate governance, for

1063 instance, significant differences between the institu-

1064 tional profiles of the West and East Asia remain. These

1065 differences will mean that the practice of venture

1066 capital in East Asia will continue to vary from that

1067 of the West.

1068 6.2. Future research

1069 In the future greater effort should be made to

1070 explore East Asian venture capital, particularly in

1071 terms of the range of the issues raised here. Issues

1072 such as how venture capital financing is structured, the

1073 governance mechanisms that are employed, and,

1074 related to this, the character of the board of directors

1075 in the funded firm should be explored. Additionally,

1076 the nature of the value added services provided to the

1077 funded firm would be of interest. Historically, business

1078in East Asia is heavily based on relationships. Does

1079this reliance on relationships reduce or increase the

1080role of venture capitalists as a source of such connec-

1081tions? The role of the strong leader is particularly

1082salient in East Asia; does this role change when the

1083funded firm is in a high technology domain? In the past

1084such strong leaders were sensitive to not release too

1085much control to outsiders. It is possible that this role

1086changes in high technology concerns. Finally, how

1087does the addition of the new exchanges in East Asia

1088change the nature of exit?

1089The economies of East Asia are playing a bigger

1090part in the world economy. The ability to understand

1091business in this region, particularly entrepreneurial

1092activity will provide key insights regarding this impor-

1093tant part of the world economy (Peng, 2000). It is

1094especially important for managers and investors from

1095the West to understand how institutions in different

1096regions such as East Asia impact business and invest-

1097ment in those regions (Tsui & Lau, 2002). It is known

1098that venture capital is crucial for entrepreneurial and

1099industrial development (Timmons, 1999). Thus, by

1100continuing this exploration of East Asian venture

1101capital, greater insight should be possible regarding

1102this vital region of the world, its emerging firms and its

1103salient institutions and ways of doing business.
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1132 Appendix A. Interview protocol outline
1133 and follow-up questions10

1134 1. Please broadly describe the general venture capital

1135 process in East Asia together with your views on

1136 similarities and differences with venture capital

1137 activity in the West.

1138 2. Please describe the process for finding and

1139 selecting firms to fund. This includes how your

1140 firm conducts due diligence.

1141 3. Please explain how you monitor funded firms. For

1142 example, how often do you visit your funded firms

1143 and what do you check on when you visit them?

1144 What kind of regular documentation do you

1145 require from funded firms?

1146 4. Does your firm typically take a board seat? Are

1147 you on any boards of funded firms? Please tell us

1148 about your role on the board of funded firms.

1149 5. Please tell us about any problems with corporate

1150 governance? About management fraud?

1151 6. Please discuss the type of assistance that you

1152 provide to your funded firms. Is the assistance

1153 strategic or operating in nature? Can this help

1154 include forming alliances with other funded firms?

1155 7. Please describe the exit options available to for your

1156 funded firms and how you help them with this?

1157 8. Please describe any particular problems you had

1158 with a funded firm.

1159 9. Were there any challenges in performing venture

1160 capital activities in your view that were related to

1161 what is thought of as the more traditional

1162 approaches to doing business in East Asia?

1163 10. Please highlight any other differences from the

1164 Western model of venture capital.

116511. (For the funded firm principals and government

1166officials): Please evaluate and discuss the

1167answers given by our sample. Tell us where

1168you agree or disagree with the general consensus

1169of venture capitalists regarding the venture

1170capital process in your region.
11

117112. Please comment on the model of East Asian

1172venture capital as previous interview subjects

1173have described.

117413. Please provide us with the following basic

1175information about your firm: (a) how many

1176employees do you have? (b) how much do you

1177have under management right now? (c) what

1178funds have you managed in the past and have you

1179closed any previous funds? (d) what industrial

1180sectors or geographic regions do you emphasize?

1181(e) are there any industrial sectors or geographic

1182regions that you exclude and why? (f) how many

1183employees work full-time on due diligence?

118414. How do you give assistance to funded firms?

118515. In what way have you helped firms with the

1186scalability of their products or services?

118716. Please give us your view of the future of venture

1188capital in East Asia.
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