DSTI/DOC(2000)7

TABLE OF CONTENTS

THE INTERNATIONALISATION OF VENTURE CAPITAL ACTIVITY IN OECD COUNTRIES:

IMPLICATIONS FOR MEASUREMENT AND POLICY ...l oot 3
INTRODUCTION ... S 6
VENTURE CAPITAL ACTIVITY ..coovvomovrrorererrereeereeeen, et S SR 9
Functioning of venture capital markets............cococovvvrvrennn.. et e e e ne I 9
MeaSurement PrODIEINS ...........couu e iuureeeeeee e ceeeecsee oo sese e s e e ee s s s e eeee e e e e e e ee e 11
Funds raised for private equity / VENTUIe CAPItal...............oveeeereemeeeeeee e s oo 13
Total funds raised: “country of management” versus “country of Origin” .........c..oocoiiecinceneeecrirenes 13
SOUICES OF FUNAS w.cvveeeeoee ettt e e se e eeeeee s s e s ee s ee s eses 17
Venture capital inVeStMENt .o.u.....ooevcveeeeeecr oo U SO OO TON 18
Total investment: “country of management” versus “country of deStination” ...............cooooo.oooovoeovvoon... 18
InVestment bY SEAZE ..........c..ociurrmeereeinieeie e ees e erereerenes e eeneees 2
INVESIMENE DY SECTOT........oueeiracereieeee ettt et e s e s es e s s e e e eeee e s oe e ee oo RS 28
Investment by stage and sector ......................... 30
FACTORS INFLUENCING VENTURE CAPITAL ACTIVITY AND THE IMPLICATIONS OF
INTERNATIONAL VENTURE CAPITAL FLOWS....... eserne s e st n bRt e et e st e s rreenene 33
The cyclical nature of venture éapxtal TNATKELS ...ttt cten ettt e eeees e e s e s rons 33
Implications fOr OVETNMENT POLICY ..vuverercereremrreereeeeae e eeeeeenes s e eeees s e oeeoeeoeeeeeeeeeeeees e, 34
The relationship between barriers to entrepreneurship and venture capital ACHVILY .ovcereee e 38
ANNEX ..ttt sttt et et e e ee e e oo ee oo e ee e e oo 45
REFERENCES......oooitttnitttcs ettt st st ss s ss e e e s ees e e ee e es et eeeeeeeeeeees 52
Boxes
Box 1: Capital-CONSIrANed GUIETIDETE «....vvevvesueesvesseeerereasaeeeeesesteeeseesesseoseseee s eeeeeeeeeees oo oo eeeee oo eeeee e 6
Box 2: Direct inVestors ......cccevevverieeerevneereneeeeseeseenas ettt eee s ae b SR b et st e e r e e e e e e aaaesaberanaesersmnn .11
Box 3: Government as venture Capitalist.........cocoveureereereeeceernescrsec s esee e resrenn s ren s 35
Box 4: Some government policies affecting the demand for venture capital ...........c.oeueeeeeeeeeosorreeeen, 38

Box-5: Adjustments of the indicator of barriers to entrepreneurship ....o....eveeeceececeeeeeeeeeee e 41



DSTYDOC(2000)7

Figures
Figure 1: Simple framework of underlying factors and the impact of venture capital.........cccccoereervrrrreenne. 8
Figure 2: Venture capital MAKELS .......ccverirrrererercrcrrerern et cacesessessenaeseesesssssesessenssssencsesssssnssssensssssssio 10
Figure 3: Breakdown of funds raised for private equity according to the “country of management”

and “country of origin” approach, 1999 (as a percentage of GDP).......cccoueerrernvnicnnincinicreceeiieas 17
Figure 4: Share of major sources of funds raised, 1995-99 (as a percentage of total) .....ccceeevvciiiinnnnne. 18 -
Figure 5: Breakdown of total private equity investment according to-the “country of management”

and “country of destination” approach, 1999 (percentage of GDP).......ccccvvvevvvmiiiniininininicnceee, 22
Figure 6: Total private equity investment according to the “country of management” and “country of

destination” approach, 1999 (percentage of GDP) ettt nnessnen s snensessessssnnnssrasssen 22
Figure 7: Degree of internationalisation for funds raised and investments, 1999 .........c.coocecenrereuneeneeriverrnes 24
Figure 8: “Country of management” compared to “country of origin” (for funds raised) and “country of

destination” (for investment): the case of the United Kingdom, 1999 (USD million) .......cccoceueiinnie. 25
Figure 9: Venture capital investment (“country of management” approach) by stages as a percentage of

GDP, 1995-99 ..ot es s eeateeteteesetne et b eat s s s s st st Re bR an e s e s s ee e se s eremin 26
Figure 10: Venture capital investment (“country of management” approach) in early stages and

expansion as a percentage of GDP ...t 27
‘Figure 11: Investment in early stages and expansion: “country of management” versus “country of

destination” approach, 1999 (percentage of GDP)......ccoiiriince e 28
Figure 12: Share of high- -technology sectors in total venture capital mvestment (“country of

management” approach), 1995-99 ... 29
Figure 13: Share of high-technology sectors in total venture capital investment (“country of
‘ MANAZEMENE” APPTOACIL)....e.eeeeerarueriicres ittt st e st sttt s e 30
Figure 14: Investment in early stages and expansion (“country of management™ approach) and the share

of high-technology sectors in total investment, 1995-99 .........cccvumccrmremmmiinrimnirsrs e ssesss s 31
Figure 15: Level of entrepreneurial activity, 2000 .........c.oeomriiniiiineninienesestni s 37
Figure 16: Barriers to entrepreneurship, around 1998..........cooocvcnnincnncenen, vt et 40
‘Figure 17: Barriers to entrepreneurship and underlying variables, around 1998........cooeinimnininnnnnccnns 42
Figure 18: Barriers to entrepreneurship (excl. some items) and venture capital aCtiVity ......cooorerverrererssrines 44
Tables '
Table 1. Main sources of finance by business development STAZE .........ccovomrrrmnerienenievssssssnessinesssrssvessseas 9
Table 2: New funds raised for private equity / venture capital (USD billion) .......ccvevvvneniomininnicnnnrcennn, 14
Table 3: Breakdown of European funds raised for private equity according to the “country of

management” and “country of origin” approach, 1999 (USD million) ......cooememreuveccnininiinnnciccinicnnns 16
Table 4: Total private equity / venture capital INVESTMENL ....c.ocrmirisniimnrnieies et s 19
Table 5: Breakdown of European private equity investment according to the “country of management”

and “country of destination” approach”, 1999 (USD million) ........cecevemmemerrircnnincinmsieisnnssnscsescssenne 21
Table 6: Cross-border venture capital investment flows as a percentage of domestic investments............. 23
Table 7: Availability of different breakdowns of venture capital investment.........ocmeriesemnnccrncncniseicnes 31
Table 8: Actual and hypothetical venture capital investments, 1999 ... 32

Table 9: Formalities for establishing a corporation, around 1998 .......cccuiieninniniecnnnnsisesssnes 39



