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EXECUTIVE SUMMARY

The venture capital industry began in the U.S. and expanded from there to Europe and latter to
Asia to become a worldwide industry. While the industry has developed a critical mass in
different regions of the world, it is unclear if the values and actions of venture capitalists spread
out in a uniform manner from the U.S. base. This study utilizes an ingtitutional theory
framework to examine venture capitalist’'s behaviorsin the U.S,, Europe, and Asia.

This research examines venture capital professionals in three distinct regions of the world (Asia,
U.S,, Europe) and finds reasonably consistent views around the world on the relative importance
various venture capitalist roles. For example, consistent across the three continents is the finding
that the most important roles are strategic roles; support roles are viewed as moderately
important, while interpersonal roles are relatively unimportant. Thus, there is general support for
asimilarity of the perception of the various roles of the venture capitalist.

However, it also finds that how those roles are implemented is shaped by cultural institutional
influences in the given region. Specifically, Asian venture capitalists, despite sharing similar
views on the relative importance of a variety of roles, differ in how the roles are enacted. Thus,
the time spent with the CEO of a funded venture does not decline for time as it might in the
West, since monitoring the investment is only part of the concern in Asia. The Asian venture
capitalist is also concerned about building and nuturing the relationship with the CEO of the
funded firm. Thus, we attribute the differences found to the greater emphasis in Asia on the
importance collective action.

Increasingly, Asian business schools have begun to establish separate courses in “Asian
Management.” This trend reflects a belief that management practice in Asia is different from
practice in the West. To successfully compete in such an environment venture capitalist, and in
genera al managers, must seek to understand both the differences and similarities between

management practices in different parts of the world and change their behaviors accordingly.



ABSTRACT

This research utilizes an institutional perspective to examine the behavior of venture capital
professionals in three distinct regions of the world (Asia, U.S., Europe). Based upon a mail
survey, we find reasonably consistent views around the world on the relative importance of
various venture capitalist roles. However, we find that how those roles are implemented is
shaped by cognitive institutional influences in the given region. We find that a model developed
in the U.S. to predict the amount of venture capitalist/CEQO interaction is not valid in Asia
Further, Asian boards have much greater insider representation than do U.S. or European boards.
We attribute these difference to the greater emphasis in Asia on the importance of collective
action.



VENTURE CAPITALISTSIN ASIA:
A COMPARISON WITH THE U.S. AND EUROPE

Whether it be Hong Kong's new joint Cyberport project with Microsoft or Taiwan and
Singapore’'s national programs to build domestic high technology firms, there are wide-spread
efforts in Asia to emphasize the development of high technology firms. It has been widely
recognized that venture capital plays a critical role in the development of high technology
ventures in the United States (U.S.) (Black & Gilson, 1998). To date our understanding of the
behavior of venture capitalistsin Asiais very rudimentary. Such knowledge must be built before
venture capital can be utilized to its maximum benefit in the development of indigenous high
technology in Asia.

It is recognized that the cultural systems present across multiple nations create
institutional structures that impact organizational behavior (Friedland & Alford, 1991) and firm
strategy (Peng, 2000). There are indications that entrepreneurial behavior is similarly impacted
(Busenitz, Gomez, & Spencer, 2000). But to date, the impact of cultura institutions on the
actions of venture capitalists in Asia has not been examined. This is consistent with the often-
lamented fact that the theoretical development of management in general (Doktor, Tung, &
VonGlinow, 1991; Hofstede, 1990) and entrepreneurship in specific (Giamartino, McDougall, &
Bird, 1993) has not examined issues from a multinational perspective.

The venture capital industry began in the U.S. and expanded from there to Europe and
later to Asia to become a worldwide industry. While the industry has developed a critical mass
in different regions of the world, it is unclear if the values and actions of venture capitalists
spread out in a uniform manner from the U.S. base. Prior research has shown that the venture
capital industry has similarities between the U.S. and Europe (Sapienza, Manigart, & Vermaeir,
1996). Culturaly the two regions have strong similarities. On the other hand, Asian culture is
significantly different. Institutional theory would predict that the local culture should impact
venture capitalist behavior in regions with strong cultural norms. However, this prediction is yet
to be examined.

Scott (1995b) argues that there are three different types of institutions that shape the

behaviors of individuals in subtle but pervasive ways. normative, regulatory, and cognitive. He



sees normative and cognitive institutional influences as the more critica to professionals.
Broadly, normative institutional forces are the codes of behavior that develop for individuals
while cognitive institutional forces are behaviors that become so ingrained that they are taken for
granted. Therefore, our research examines the impact of normative and cognitive institutional
forces on the venture capital industry in the Asia, contrasting Asian venture capitalists with their
U.S. and European counterparts. The result will offer insight not only on the nature of venture
capitalist behavior in Asia, but also on the viability of institutiona theory in internationa
management research.
BACKGROUND

Venture Capital Industry —in the U.S.

The principal rationale that motivates the U.S. venture capital industry is the desire to do
as well as financially possible (Sahiman, 1990). The industry started very small and had to find
means to control the risk associated with financing startup ventures. In order for venture
capitalists to diversify their investment risk while maximizing return, when the industry was
beginning venture capital firms often syndicated their investments with other venture capitalists
(Reiner, 1989). For such relationships to work strong interconnections and relationships among
venture capitalists had to be developed (Bygrave, 1987).

The number of venture capitalistsin the U.S. today has greatly expanded, and the average
venture fund is much larger. Asaresult, American venture capitalists are less likely to syndicate
investments. However, despite the lessening of the financial interconnections that come from
syndication, strong interconnections among U.S. venture capitalists continue. For example, it
continues to be common practice for a venture capitalist in the U.S. to seek advice from venture
capitalists at other firms (Fried & Hisrich, 1994), or to cooperate in monitoring of investments
(Fried, Bruton, & Hisrich, 1998).

Fried and Hisrich (1995) highlighted the role of these interconnections in the
development of similarities among venture capitalists. They called these similarities the
industry’s dominant logic. This dominant logic produces similar values among the venture
capitalists in the U.S. (Fried & Hisrich, 1995). To illustrate, it has been shown that venture



capitalists have common values about what they perceive their roles to be in their interactions
with funded firms (MacMillan, Kulow, & Khoylian, 1989). Beyond the provision of capital, the
roles have been aternatively depicted as including strategic, interpersonal, and support
dimensions (Sapienza, 1992) or described as value-addition through management assistance,
monitoring and control, and reputational capital (Black & Gilson, 1998). In any case, prior
theorists have generally assumed that values, roles, and activities are relatively uniform among
venture capitalists.

These similar values are reinforced by a strong trade association in the industry. The
National Venture Capital Association was formed in 1973. In addition to supporting public
policy initiatives, the Association provides continuing education and industry research services.
A major thrust of the organization is the promotion of “professional behavior”. The Association
has written professional standards with which members agree to comply. Despite being a strictly
voluntary organization with relatively expensive membership fees (e.g. $8,000 per year for a
venture firm with $100 million under management), over half of all American venture capitalists
are members. Thus, in the U.S. there is wide spread acknowledgement that practitionersin the

industry share many similar values and implement those values in similar ways.

Venture Capital Industry —Outside of the U.S.

Thereis aso evidence that norms of behavior and the institutional configurations of U.S.
venture capital firms have been exported to other parts of the world (Manigart, 1994). For
example, Sapienza, Manigart, & Vermeir (1996) examined venture capitalists in both Europe and
the U.S. and found high similarities in the emphasis venture capitalists placed on various roles
and how they implement those roles. However, Europe and the U.S. are culturally quite similar.

Asian culture is very different from that of the U.S. or Europe. To date, the behavior of
Asian venture capitalist has largely been ignored in academic research. However, it cannot be
presumed that venture capitalists operate in Asia as they do in the West (Bruton, Dattani, Fung,
Chow, & Ahlstrom, 1999). For example, in the West the strong financia performance of the
venture capital industry is assumed to be due to the extensive control and oversight of the firmin

which the venture capitalists invest (Zider, 1998). This strong level of control may be inspired



by the agency relationship present between the venture capitalist and the CEO of the funded firm
(Bruton, Fried, & Hisrich, 1998). However, Asian businesses, in general, are characterized by far
greater emphasis on the group rather than on individuals (Hofstede & Bond, 1988). There are
indications that agency concerns, such as existsin the U.S., may not be present in Asia (Bruton et
a., 1999). The Asian emphasis on the group may result in the venture capitalists viewing their
relationship with the CEO of the firm not as an arms-length agency relationship but as part of a
relational contract (Bruton et al., 1999).

Black and Gilson (1998) also perceive significant differences between the U.S. venture
capital industry and that elsewhere; however, they see capital markets, not culture, as the primary
cause of the difference. In brief, they argue that the presence of a well-developed market for
IPOs and a norm of relatively rapid exit by venture capitalists in the US creates a vibrant industry
that motivates greater intensity of involvement and development of expertise in the U.S. than in
Germany, Japan, and other places where public markets for high-risk companies are weak. Thus,
while their view includes an element of institutional forces (i.e., norms of implicit expectations
of venture capitalist exit), they focus on the impact of capital markets on differences in industry
structure and behavior. Thus to date, no quantitative, empirica investigations have concretely
established the nature and causes of differences and similarities in venture capitalist behavior in
Asiaand the West (U.S. and Europe).

Institutional Per spectives

The use of institutional theory in management literature is growing. However, there are
wide variances in how researchers view ingtitutional theory. For example, some researchers have
built institutional theory conjectures on organizational action from economic perspectives such as
game theory (Schotter, 1981), and transaction cost economics (Coase, 1937; Williamson, 1985).
In contrast, others have viewed institutional theory through an organizational theory perspective
(DiMaggio & Powell, 1991). These different lenses have led to some disagreement as to the
institutional elements that may impact afirm’s behavior.

Scott (1995a) seeks to bring some consistency to the analysis of institutional theory. He

recognizes that various theoretical lenses emphasize different institutional forces and that the



institutional forces emphasized could be grouped together into three categories. normative,
regulatory, and cognitive. Each rests on a different assumption about the nature of social action
(Scott, 1995a: 49).

The first of Scott’s forces are normative; these pressures help define what behaviors and
values are expected of individuals (Selznick, 1949; March, 1981; Scott, 1995a). For example, in
educational institutions there are strong norms against the development of romantic relationships
between teachers and their current students. Regulatory forces, the second category, include the
laws and political power that regulate individual and organizational action (Scott, 1995a). For
example, insider trading laws proscribe the use of certain information for individual or company
gain. The third category consists of cognitive institutional influences that develop over time
through socia interactions among participants (Berger & Luckmann, 1967). Such cognitive
processes shape individuals' views of what is possible and what actions should not be considered
(Scott, 1995b).

Scott’ s categories are not without controversy, nor or the lines that demarcate between the
various categories always clear (Hirsch & Lounsbury, 1997). However, Scott’s categories have
received wide use in the general management literature, and more specifically have been
employed in the limited research that has used institutional theory in international entrepreneurial
settings (i.e., Busenitz, et. al., 2000).

As noted before there is evidence of consistency in the behavior of venture capitalistsin
the U.S., and some evidence exists as to how similarities have developed. For example,
Suchman (1995) found that legal terms in venture capital agreements that were routine in Silicon
Valley were less common the farther a firm was from Silicon Valley. Over time, however, the
routine spread from Silicon Valley to the rest of the country. While this consistency in behavior
has been pointed to as support for the use of institutional theory to analyze the industry (Fried,
Bruton, & Hisrich, 1998), its actual use as a theoretical framework in venture capital is quite
limited.



Regulatory Institutionsin Asia

Black and Gilson (1998) argue that the differences in venture capital between countries
are based on whether the given country’s capital market is bank centered or stock market
centered. Asian capital markets are bank centered, while the U.S. is stock market centered.
European markets lie in between with the United Kingdom more stock market centered and
Continental Europe more bank centered. One of the reasons for a nation being bank or stock
market centered is the regulatory scheme employed by that nation. Bank centered markets
traditionally have been encouraged in Asia by regulators alowing banks to own equity in
customers firms and to serve on the board of directors of those firms. American regulators in
contrast have strongly opposed such behaviors.

Further, Asian regulatory control is less supportive of stock markets. Financial reporting
is often far less transparent (Backman, 1995) and shareholders have significantly fewer
protections (Allen, 2000). These various factors point to the fact that the regulatory institutions
in Asia are far different than in the West. However, it is generally considered that normative and

cognitive institutions are more critical to professionals such as venture capitalist (Scott, 1995).

Normative I nstitutionsin Asia

Normative influences develop through shared interactions that ultimately lead to
behaviors that are taken-for-granted over time and which ultimately constrain the potentia
actions of professionals in an industry (Berger & Luckman, 1967; Jepperson, 1991). These
interactions and the roles of professionals are determined initially by economic efficiency
concerns. However, later entrants to an industry respond more to the isomorphic forces present
(Kabers & Fogarty, 1998). Among the isomorphic forces that encourage this consistency in
behavior are strong trade and professional associations within the industry (Oliver, 1996). These
groups commonly held beliefs about what conduct is expected of participants in the industry
shape later entrants behaviors (March, 1981).

Evidence of the presence, and power, of normative factors in a professional setting is

evident in the U.S. in the development of human resource programs (Barron, Dobbin, &
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Jennings, 1986), affirmative action programs (Dobbin, Edelman, Meyer, Scott, & Swidler, 1988),
and the establishment of audit committees (Kalbers & Fogarty, 1998). In each of these cases
professionals that follow the originators tended to replicate what the others had done, whether or
not it was economically rational to do so.

Institutional theory suggests that strong normative institutions in the venture capital
industry lead to similarities in the perceived roles of the venture capitalists around the world. The
strong professional associations present in the U.S. are also present in other regions of the world
such as Europe and Asia. Additionally, there are strong personal inter-linkages between
professionals in the various regions of the world. Many of the venture capital firms are
international in their operations with professionals from the U.S. typically locating overseas to
establish the operational procedures of the firm in the new region such as Europe or Asia.
Additionally, a lot of non-U.S. venture capitalists have studied at leading U.S. universities or
worked in U.S. firms before returning to their home country. Thus, their training and foundation
would be consistent with the U.S. industry standards. Even when the venture capitalist is from
outside of the U.S. and has no direct connection to the U.S,, his local training was typically
conducted by leaders who have a basis in the U.S. industry (Manigart, 1994).

In short, we expect the normative forces at work in the venture capital industry to be such
that as venture capitalists become established in Asia, the perception of the roles they are to
fulfill will be similar to those already existing in the U.S,, rather than for new ones to be
invented. Based on these normative forcesit is hypothesized that:

Hypothesis 1: The perceived importance of roles of venture capitalist will be the samein
the United States, Europe, and Asia.

Cognitive Institutionsin Asia

Cultural differences impact how organizationa activities are implemented (Adler, 1991).
Consistent with the collectivist orientation of Asian culture, there is a strong commitment to
shared responsibility by individuals within an organization (Boisot & Child, 1988). The
emphasis in Asian firms is on taking collective actions rather than on a single individual being

responsible for an activity. Similarly, Asian decision-making places a greater reliance on
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collective group efforts rather than individuals (Biggart & Hamilton, 1992; Hamilton & Biggart,
1988; Orru, Biggart, & Hamilton, 1991).

Collectivism’s role in behavior in organizations in Asia has been far reaching, even
impacting such issues as firm budgeting (Ueno & Sekaran, 1992). This orientation towards
collectivism in Asia, and China in particular, is so strong that when organizations seek to force
individuals to work alone rather than in the groups their performance drops (Earley, 1993).

These differences have led Biggart and Hamilton (1992, p. 472) to argue that “Asian
economies espouse different institutional logics from Western economies, ones rooted in
connectedness and relationships.” Thus, in Asia the cognitive forces impacting venture
capitalists’ behavior must be seriously considered.

The belief that cognitive institutions shape venture capitalist behavior in Asia is
consistent with the limited existing evidence on implementation of professional roles in
international settings. For example, the accounting profession is widely viewed as having strong
normative institutions that shape accountants' behavior. However, it has been shown that while
overall control and expected roles may be established centrally by strong institutions, the actual
performance of a given task is learned locally from others doing a similar function (Freidson,
1986; Meyer & Rowan, 1977). Dirsmith, Heian, and Covaleski (1997) argue that in the
accounting profession overall roles may be determined centrally by strong professiona
institutions, but the performance of those functions are decoupled from those professional
institutions and the actual learning of actions occurs locally. Unfortunately this research did not
frame its analysis in terms of institutiona theory, so it is not possible discern if culture shaped
the differences found. However, the findings do imply that the focus on cognitive institutions
and potential differencesin venture capitalists’ behavior in different regions may be insightful. It
also indicates that the findings of the research presented here may have broader implications than

venture capital alone.

Implications of Cognitive Institutionsfor Venture Capitalistsin Asia

Sahlman (1990) argues that U.S. venture capitalists structure deals in order to maximize
returns, minimize agency risk, and maximize efficiency in the operation of the venture capital

firm itself. Implicit in these rationales is the belief that the venture capital firms and their
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portfolio companies are two separate and independent entities. Thus, the venture capitalist
focuses on ways to monitor the funded firm in order to maximize oversight while at the same
time protecting his own time and resources; the ultimate goal being to maximize overal capital
gains from the venture capitalist’s portfolio.

However, the venture capitalist/entrepreneur relationship may be different in a setting
where collectivism, rather than individualism, is the cultural (cognitive) institution. This
fundamental shift in perception would be consistent with other previously noted characteristics of
Asian firms. For example, Asian cultural buyer/supplier relationships are much closer than in the
West (Backman, 1995; Weidenbaum & Hughes, 1996). Rather than strictly an economic
contract, the buyer/supplier relationship is a relational contract (Dore, 1983). The concern in
Asiais not just on the economics of the contract, but also the relationship it represents (Kao,
1993). Tiessen (1997) refers to such relationships in Asia asrelational ties. In Asiait expected
that the long term relationship present (or expected relationship), overlap of persona and equity
links, extended interconnected networks, and the emphasis on interconnections that go beyond
the formal legal relationship change the nature of the buyer/suppler relationship (Gerlach, 1992).
Likely this collectivistic perspective will similarly impact venture capitalists.

Cognitive I nstitutional Impact on the Time Spent with CEO

The CEO of the firm is the principal contact the venture capitalist has with the funded
firm. The Western focus on controlling economic risk in order to maximize capital gains leads to
the venture capitalist spending most of her time with her funded firms which carry the greatest
risk. Sapienza, et al. (1996)' examined venture capital across national borders, looking at venture
capitalist backed firmsin the U.S,, the U.K., the Netherlands, and France. The study found that
the amount of time the venture capitalist spent in face-to-face contact with the venture's CEO
varied according to the perceived risk of the funded venture. However, this relationship was

stronger in predicting the behavior of U.S. venture capitalists than European venture capitalists.

! Jeng and Wells (2000) examined venture capital in 21 countries. However, they only examined New Zealand in
Asiawith the remaining countries examined coming from North America or Europe. It isarguable that New Zealand
is culturally more similar to Europe than Asia. The research did not examine governance i ssues.
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As was discussed previoudly, in Asia the venture capitalist and CEO may have a
relational contract which emphasizes the relationship between the parties as much as capital
gains maximization. Thus, the time spent by the venture capitalist with the entrepreneur will be
impacted more by the effort to build and maintain the relationship, rather than on economic
efforts to control risk or minimize venture capitalist time and effort in order to maximize capital
returns. In a collectivist society the time spent interacting later in the relationship with the CEO
will be just as valuable as time spent initially since the focusis on arelational contract.

Additionally, Asian accounting practices do not offer the same transparency that is
standard in the West (Broadman, 1999; Backman, 1999, Lubman, 2001, Mann, 1997).
Collectivism and relational contracts help overcome this regulatory shortcoming. Rather than
relying on what the portfolio company reports (which may not be accurate), the venture capitalist
may instead rely on her relationship. Over time problems are less likely to arise, and when they
do tend to be solved more cooperatively. The result is that in Asia we do not expect the venture
capitalist’s time spent with the CEO to vary according to the number of years since the initial
investment.? Therefore, we hypothesize that:

Hypothesis 2: The number of years the funded venture has been in the portfolio of the
venture capitalist will be negatively related to the amount of time the venture capitalist devotes to
the funded venture in the United States and Europe, whereas time in portfolio will be unrelated to

the amount of time spent by the venture capitalist in Asia.

Cognitive I nstitutional Impact on Governance

Venture capitalists in the U.S. are known to have a strong impact on the governance
structure established for the funded firms in their portfolio (Shalman, 1990). The board is a
major mechanism through which the venture capitalist can monitor and control the actions of the
funded firm (Fried & Hisrich, 1994). To illustrate, Kaplan and Stromberg (2000) found that

venture capitalists explicitly negotiate the size of the funded firm’'s board and its composition.

2|t isworth noting that Black and Gilson's model (1998) would predict that the amount of time devoted by venture
capitalists would diminish over time, even in Asia, because the productivity of involvement would lessen over time.
However, because the incentive to invest time in Asiawas not as high to begin as it wasin the US, this decrease
should not be as great as elsewhere.
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With an average board size of 6 and venture capitalists directly holding 41 percent of the board
seats, the board of directorsin funded firmsis strongly influenced by the venture capitalist.

One reason board size is limited in the West is that the focus is on efficient decision
making. The smaller the board, the easier it is to reach a decision in atimely manner. However,
in a culture where the emphasis is on collectivism, the central focus of the board may shift to
building relationships among all of the various stakeholders of the firm. If a function of the
board is to provide relational links between interested parties, the board will need to be larger so
that more parties can be included. Therefore, we hypothesize:

Hypothesis 3: The board of directors of venture capital funded firmsin Asiawill be larger

than venture capital funded firmsin the United States and Europe.
In the West the board of directors has limited insider representation. This controls the potential
agency risk of firm management maximizing their personal interests rather than the firms
(Sahlman, 1990). However in Asia, since the cognitive institutions lead to a focus on
collectivism and relational contracts there is less emphasis on controlling agency risk. As a
result, the venture capitalist in Asiais less likely to require the board of directors of the funded
venture to include external members at the expense of internal representation. Therefore, we
hypothesize:

Hypothesis 4. The board of directors of venture capital funded firmsin Asia will include
agreater percentage of internal board members than will the board of directors of venture capital
funded firmsin the United States and Europe.

RESEARCH SAMPLE

The data utilized in this research was gathered through the use of the same survey tool in
three separate data collection efforts, in three different regions of the world. The U.S. data were
collected in 1987-1988; the methodology and results are reported in detail in Sapienza (1992),
Sapienza and Gupta (1994), and Sapienza and Timmons (1989). As a portion of the research
effort in the U.S,, the validity and inter-rater reliability of the survey tool was established. The

same survey tool was then used with both the European and Asian samples.
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The European portion of the data was collected in 1992; Sapienza et al. (1996) reports the
methodology and results of the research. Sapienza et al. (1996) examined the three largest
venture capital markets in Europe, the United Kingdom (U.K.), France, and the Netherlands.
However, it is arguable that the U.K. represents a cultural and economic mixture of the U.S. and
continental European countries. For example, Hofstede's (1980) research places the U.S. and
U.K. in the same grouping when integrating the information on uncertainty avoidance and
masculinity, whereas most of continental Europe appears in other national groupings. This is
consistent with Sapienza et al. (1996) who found that on several dimensions (e.g., the impact of
the venture stage on the interaction between the CEO and venture capitalist) the U.K was more
similar to the U.S. than to the other two European nations.

However, economic and political interaction resulting from its proximity to Continental
Europe aso results in the U.K. having other characteristics that are more similar to Continental
Europe than that of the U.S. For example, Hofstede's power and uncertainty avoidance
dimensions place the U.K. with other European countries. Further, since Hofstede's work
(1980), the European Union has promoted the greater integration of U.K business with
Continental Europe. Since the U.K. contains characteristics of both continental Europe and the
U.S., this research, in contrast to Sapienza et a. (1996), does not include the U.K. venture
capitalist. Rather, respondents only from Continental Europe (France and the Netherlands) are
examined.

The Asian portion of the data was collected in 1997. The venture capitalists were

identified through the use of the Guide to Venture Capital in Asia (1996). Two waves of surveys

were sent to the managing director of venture capitalist firms in three Asian countries -- Japan,
Korea and Taiwan. These three countries were selected since they represented the highest value
obtained on the “Confucian Dynamism” variables among the 22 Asian nations surveyed by
Hofstede and Bond (1988). Orru, Biggart, and Hamilton (1991) also used these three countries
for their investigation of organizational isomorphism in Asia; they argued that business in the
three nations represented qualitatively different conceptualizations than that found in the West.
While the surveys are from different time periods, the focus of this research is the impact
of the normative and cognitive institutions on professionals. Because such institutions change

slowly, the impact of the different survey time frames is minimal for the purpose of this study.
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To illustrate, Kaplan and Stromberg (2000) found that the median size of the boards of funded
firmsin the U.S. was 6 members while Spaienza (1992), using data 10 years earlier than Kaplan
and Stromberg’s, found a mean of board size of 5.7.

The response rate for the U.S. portion of the research was 85 percent. The survey in this
portion of the research was conducted by personal interview, which encouraged high response
rates. Mail surveyswere utilized for both the European and Asian samples. Response rates of 35
percent and 32 percent were obtained respectively. Tests for differences between respondents
and non-respondents were not significant in any country; thus, the potential of non-response bias
appears low. Similarly, tests between the first and second wave of respondents demonstrated no
significant differences, indicating low probability of potential response bias.

The U.S. portion of the research asked each respondent to complete surveys on two
portfolio companies, preferably one doing well and one not doing well; respondents were board
members for the targeted ventures. The European and Asian respondents were asked to pick one
venture only; in Europe it was to be a firm on which they served on the board of directors and
invested in at least two years. For the Asian sample, respondents were asked to detail the
investment where they had been on the board of directors the longest.®* The U.S. and Asian
surveys were in English while the European survey was translated into the respective nation’s

predominant language.

METHODS OF ANALYSISAND VARIABLES

M easur es

Roles of the venture capitalist

The potential roles for the venture capitalist were taken from Sapienza, Manigart, and

Vermeir (1996). * The roles are built on the prior research of Gorman and Sahiman (1989) and

® Despite differences in sampling frame, respondents of all three regions showed enough variation in important
variables. E.g. all samples consist of both well performing and badly performing ventures, and the time a venture
wasin the portfolio of the venture capital firm was comparable in the three regions (on average 4.2 yearsin the US,
3.2 yearsin Europe and 5.6 yearsin Asia) (seetable 1).

* Descriptions of the eight roles provided: Sounding board = Listens, responds objectively, frankly, and truthfully;
Financier = Provides or arranges funding in atimely manner; Business advisor = Discusses plans, reviews targets,
offers feedback, provides management assistance, notes threats, Mentor/coach = Provides encouragement, positive
reinforcement, support, and motivation; Friend/confidant = Is concerned for CEO, will go out of hisway for CEO,
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MacMillian, Kulow, and Khoylian (1989) and have been shown to have validity in the U.S. The
venture capitalists were asked to rate the importance of eight roles.  “Sounding Board,”
“Financier,” “Business Advisor,” “Mentor/Coach,” “Friend/Confidant,” “Source of Professional
Contacts,” “Source of Industry Contacts,” and “Management Recruiter.” Respondents were
asked to rate the importance of these roles on a Likert type scale (1=not important, to 5=of great
importance).

Time Devoted to Funded Company

Venture capitalists were asked to provide the total number of hours per year they devoted
to the funded firm.
Board Size

Board size is measured as the total number of board members.

Percentage of Internal Board Members

The percentage of internal board members is number of board members who were
portfolio company employees divided by the total number of board members.

Y ears of Venturein Portfolio

The number of years the venture had been in the venture capital fund's portfolio was
rounded to the nearest whole year.
Control Variables

Venture Capitalist Experience

In the U.S. it has been shown that the greater the professional experience level of the
venture capitalist, the lower the time devoted to the funded firm (Sapienza & Gupta, 1994).
Evidence of similar behavior was found in Continental Europe (Sapienza et al., 1996). From an
institutional theory perspective, there is not a strong prediction of what impact experience will
have on venture capitalist behavior in Asia. Therefore, the venture capitalist’s experience is
employed as a control variable. The experience of the venture capitalist was examined in two
ways. first her experience as a venture capitalist and second his experience in the industry of the
funded firm.

listensto CEQO's problems; Source of professional contacts = Knows or can locate CPAS, lawyers, etc.; Source of
industry contacts = Helps generate orders, reach licensing agreements, locate key suppliers, etc; Management
recruiter = Helps locate key members for management team.
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The variable “venture capitalist experience as a venture capitalist” was coded as O if the
venture capitalist had been in the industry five years or fewer years, and 1 if he had been in the
industry more than five years. The variable “venture capitalist experience in industry of funded
firm” was coded as O if the venture capitalist had experience in the industry of the funded firm
for two or fewer years, and 1 if she had more than two years of experience.

CEO Experience

Sapienza, et al (1996) controlled for CEO experience in the belief that agency risks and
the amount of monitoring required would vary according to the background of the CEO.
However, beyond agency theory, upper echelons theory argues that the top management such as
the CEO is critical to the performance of a business (Finkelstein & Hambrick, 1990). Sapienza
et al (1996) specificaly controlled two variables, 1) the CEO’ s year’sin the focal industry, and 2)
the CEO’s previous start-up experience as an entrepreneur, coded O if the CEO had no prior
experience and 1 if he did have such experience.

Business Risk

Consistent with Sapienza et al. (1996) it is expected that greater effort may be required to
monitor ventures with high businessrisk. Therefore the stage of the venture was introduced as a
dummy variable coded “0” if the venture was seed, start-up, or early stage venture and “1” if it
was a later stage venture. Consistent with Zaltman, Duncan, and Holbeck (1973) three measures
of innovation were used: technical, product, and marketing innovation. The venture capitalists
were asked to rate each of these three dimensions relative to their competitors, O=innovation in a
given area was equal to or less than competitors, 1=innovation in that given area was greater or
much greater than competitors.

Geographic Distance

The dependent variable in our regression (testing hypothesis 2) is the amount of time
devoted by the venture capitalist to the funded firm. It is possible that the distance between these
two individuals may impact the amount of time that can be devoted on a face-to-face basis,
particularly in Asia where there are often difficulties in communication and travel. While the
sampled venture capitalists are from Japan, Korea, and Taiwan, these venture capitalists often
invest over awide areain Asia. Thus, geographic distance was controlled. Geographic distance

was measured as the time in minutes it took for the venture capitalist to travel to the headquarters

19



of the portfolio company. The means and standard deviations of all variables are reported in
Table 1>

Insert Table 1 About Here

Analysis

To test Hypothesis 1 the mean differences of the perceived importance ascribed to each of
the eight roles by the venture capitalists in each region were examined. Hypothesis 2 was tested
using an ordinary least squares multiple regression in which the independent variables and
control variables were regressed against total time spent by venture capitalist with the CEO. The
results are reflected for each individual region of the world. Tests were conducted to ensure that
the data meet the requirements of regression analysis. Multicollinearity was deemed not to be a
threat in the data due to tests for minimum tolerance. Tests to assure that common method
variance did not undermine the validity of the data were based on Podsakoff and Organ’s (1986)
work. The factor structure of the dependent and independent variables demonstrate that common
method variance was not a significant problem for this data set. Hypotheses 3 and 4 were tested
using t-tests.

RESULTS

Importance of roles

Hypothesis 1 argued that venture capitalists would perceive their role in funded firms
similarly across all three continents. Table 2 shows the means for each role from each continent,
ranked from most important to least important overal, and p-values of t-tests of differences
between the means of each individua role between continents. There is mixed support for
Hypothesis 1. The top-four most important roles are the same in each continent, namely
“sounding board,” “financier,” “business advisor” and “mentor/coach.” However, there are d'so a
large number of significant differences between the perceived importance of the different roles.
Asian venture capitalists are consistent with their American colleagues for some roles, but also

with their European colleagues for other roles.

® For space considerations, the correl ations between the independent variables are not shown, but they al remain
within acceptable limits. They can be obtained from the authors upon request.
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Insert Table 2 About Here

The role of “sounding board” is significantly more important in the US than in Asia and
in Europe, and more important in Europe than in Asia. The role of “financier” is significantly
more important in Europe than in Asia and the U.S,; there is no difference in importance in the
U.S. and Asia. The roles of “business advisor” and “mentor/coach” are significantly more
important in the US than in Asia and Europe, while they are not perceived to be different in Asia
and Europe. Asian venture capitalists perceive their role as “ source of industry contacts’ as more
important than do their American and European colleagues. Finally, there is no difference
between the perceived importance of less important roles “source of business contacts’ and
“management recruiter” in the three continents.

Amount of time devoted to the venture

Hypothesis 2 argued that the length of time the funded venture was in the portfolio of the
venture capitalist would impact the amount of time devoted by the venture capitalist to the
funded firm in the U.S. and Europe, but not Asia. The regression results for Europe and the U.S.
were significant and demonstrate the longer the funded firm was in the venture capitalist
portfolio the lower were the hours worked with the firm. As predicted, the overall regression for
Asiawas not significant nor was time the venture was in the portfolio.

As noted above, venture capitalist experience was employed as a control variable. In a
manner consistent with Sapienza, Manigart, and Vermeir (1996) the coefficient of the experience
of the venture capitalist in the venture capital industry was significantly negative in the U.S. and
Europe; but as expected the control variable was not significant in Asia. The experience of the
venture capitalist in the industry of the funded firm was significantly positive in the U.S., but not
in Asia or Europe. A U.S. venture capitalist devotes significantly less time to a later stage
venture than to an early stage venture and to a venture that is more innovative on the product

dimension, but not an Asian or European venture capitalist. Thus, Hypothesis 2 is supported.

Insert Table 3 About Here
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Board size

Hypothesis 3 argued that the board of directors of firms funded by venture capital would
be larger in Asia than in the U.S. and European. A review of Table 4 shows that Asian boards
are significantly larger than European boards, but not U.S. boards. Thus, there is moderate

support for Hypothesis 3.

Insert Table 4 About Here

Internal board members

Hypothesis 4 argued that the percentage of insiders on Asian boards would be larger than
that in the US and Europe. A review of Table 4 shows strong support for the hypothesis: Asian

boards have a significantly higher percentage of insiders than U.S. or European boards.

DISCUSSION

Our prediction that venture capitalists view of the relative importance of roles would be
the same in the U.S., Europe, and Asia, received mixed support. Consistent across the three
continentsis the finding that the most important roles are strategic roles; support roles are viewed
as moderately important, while interpersonal roles are less important. Thus, there is genera
support for a similarity of the perception of the various roles of the venture capitalist. This
similarity is consistent with Sapienza, et al., 1996.

However, there are some significant differences in the perceived importance of specific
roles. The most important roles, namely “Sounding Board,” “Financier,” “ Business Advisor”
and “Mentor/Coach” were rated as less important in Asia than in either the U.S. or in Europe.
One explanation may be that roles which emphasize the individual have relatively less
importance in a collectivist society, and those that emphasize function (source of contacts and
management recruiting) may be relatively more important. Alternatively, Black and Gilson's
(1998) position on the efficacy of involvement might suggest that in Asia venture capitalists do
not as finely distinguish between roles because there is little incentive to do so.

We argued in the development of Hypothesis 2 that venture capitalists in Asia would be

more likely than those in the West to maintain the same level of effort over time because their
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motivation to contribute to the collective good would not depend solely on the economic
productivity of such effort. If market forces alone drove involvement, the intensity of their
involvement could be expected to diminish significantly over time (Black & Gilson, 1998).
Indeed, the general observation that time involvement in Europe is lower than that in the US is
consistent with Black and Gilson's (1998) depiction of why US venture capitalists are more
active. However, here we observe that Asian venture capitalists devote as much time to their
portfolio companies as do US venture capitalists and that this level of effort does not diminish as
the length of the relationship grows. In short, the result is consistent with motives other than
self-interested efficiency in the Asian market. Black and Gilson (1998) effectively explain the
greater economic efficiency of the US market but do not fully explain choices that are not totally
economically driven. Our data suggest that norms based on other than economic efficiency have
developed in Asia.

The means by which normative institutions have been transmitted to Europe and Asia are
not difficult to identify. As noted previousy many venture capitalists in Europe and Asia
received their training in the U.S. and maintain contact with U.S. venture capitalists (Bruton, et
a., 1999). But there are also other sources of influence. For example, the leading institute for
training of venture capitalists in Asiais the Institute of Private Equity Investment. Since 1995,
this institute has provided semi-annua training seminars in Asia for new Asian venture
capitalists. Over 60 percent of the Institute’s instructors have been venture capitalists that either
received their education or training in the U.S., or are currently affiliated with a U.S. firm. In
addition, the instructional materials used in the training are largely drawn from research on the
U.S. industry. Thus, even now the normative institutions on which the values of the industry in
Asiarest are connected to the U.S. industry. However, those values and attitudes, and how they
are implemented, are impacted by the local culture or cognitive institutions. The collectivist
values of Asian society impacting venture capitalists values and actions; a finding consistent
with the general evidence on the impact of collectiveness on business within the region (Biggart
& Hamilton, 1992; Biggart & Hamilton, 1988; Orru et al., 1991).

Culture (cognitive institutions) clearly has an impact on the results of the regressions.
The model that works so well in the U.S. has no predictive power in Asia. It is interesting to

note from the regression results in Table 3 that as the cultural connection with the U.S. gets more
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distant, the explanatory power of models developed in the U.S. grows increasingly weak. The
explanatory power of the variables in the regression is greatest in the U.S., declines as the model
is applied to the European sample (particularly when the U.K. is excluded), and disappears in
Asia

Similarly, the results for Hypothesis 4 indicate that culture impacts venture capitalist’'s
behavior in Asia. Thus, there is strong evidence from this study that an assumption that U.S.
research has automatic application in different parts of the world is incorrect. Instead, local
cognitive institutions (culture) impact the behavior of professionals, such as venture capitalists.
These differences can be significant even though these professionals say they are conducting
roles similar to what is understood in the West.

Our results are consistent with the view that Asian venture capitalists are less concerned
with efficiency in dealing with portfolio companies, and more concerned with creating and
maintaining a strong relationship, than are their U.S. and European counterparts. While this
difference appears driven by differing cognitive institutions, our results do not indicate if the
Asian venture capitalists behavior is correct. Perhaps downplaying efficiency concerns is
consistent with a collectivist culture, but not with high-performance. On the other hand, the
American and European venture capitalists might be wise to be more concerned with the creation
of relational rents (DeClerq & Sapienza, 2000). Without performance data, we cannot make a
judgment as to whether the Asian emphasis on the relationship is justified.

Future Research

Future research should expand our understanding of the impact of venture capital on high
technology firmsin Asia. This study looked at the Asian venture capitalist’s relationship to their
funded firms. We should also explore how the Asian venture capitalist makes investment
decisions, and how the Asian venture capitalist gets the money he isinvesting. In the U.S. these
are seen as pure economic investment decisions, whereas in Asia the issues are aso clearly
impacted by relationship issues.

There are also specific issues from this study that merit further investigation. The lack of

difference between the U.S. and Asiain board size is counter to what was predicted. From aUS
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perspective, the Board is seen as the primary governing entity for the company. So, if you want
to create strong linkages, you create them at the board level. However, thislogic may not hold in
Asia The true role of the Asian board is unclear. Our study is consistent with the limited
research in this area which has found that Asian boards are much less independent than those in
the US and Europe (Weidenbaum & Hughes, 1996).

Future research on Asian board behavior should examine control issues in light of the
cognitive institutions present in Asia. For example, how actively do boards intervene in their
funded firms? What is their role in strategy development and evaluation? Upon what information
do Asian venture capitalists base their funding decisions? It may be expected that because of the
collectiveness of Asian venture capitalists, they intervene far less than their Western.

The evidence here suggests that the nature of the interaction between the CEO of the
funded firm and the venture capitalist will be different in Asia. Thus, topics such as CEO
dismissal need to be examined in Asiain light of institutional theory. Similarly, the potential for
the networks of informal control that develop between parties in Asia to substitute for the formal
legal control mechanisms used in the West needs to be examined.

This research was at the micro level, focusing on differences in behaviors between
venture capitalists in different parts of the world. Future research can explore the macro level
implications of these micro level differences. How does differing venture capitalist behavior
impact portfolio company performance? How does it impact the performance of Asian venture
capital firms? How does it impact the performance of Asia s economy?

Finally, Scott (1995a) argues for a broader investigation of institutions so that the impact
of the different types of institutions on organizational behavior can be better understood. The
information presented here supports this analysis. The evidence is that while normative
institutions shape overall values, cognitive institutions shape the implementation of those values
among professionals in a worldwide industry. Future researchers should seek to expand this
understanding to better comprehend how various institutions interact with each other to shape
“professionals’ behavior. Similarly, different professions need to be examined across the three
regions to determine the applicability of our findings to other professional groups. There is no
reason to expect that venture capitalists as a professional group act radically different than other

professionals, however, the findings here should be validated.
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CONCLUSION

To date the development of management theory has been largely based on a single
culture, that of the U.S. (Doktor, Tung, & VonGlinow, 1991; Hofstede, 1990). Management
scholars should examine whether management theory differs across countries and how possible
differences are shaped by cognitive ingtitutions. Increasingly, European and Asian business
schools have begun to establish separate courses in “European Management” and “Asian
Management.” This trend reflects a belief that management practice in Europe and Asia is
different from practice in the U.S. To avoid fragmentation of the body of management
knowledge and practice, scholars must seek to understand both the differences and similarities
between management practices in different parts of the world. Institutional theory, as
demonstrated here, provides a strong basis to seek to understand those differences and

similarities.

26



BIBLIOGRAPHY

Abbott, A. 1988. The system of professions: an essay on the division of expert labor. Chicago:

University of Chicago Press.

Adler, N. J. 1991. International dimensions of organizational behavior. Boston, MA: Kent
Publishing.

Backman, M. 1995. Overseas Chinese business networks in Asia. Singapore: John Wiley.

Backman, M. 1999. Asian eclipse: exposing the dark side of business in Asia. Singapore: John
Wiley Publishers.

Barney, J.B., Busenitz, L., Fiet, JO., & Moesel, D. 1989. the structure of venture capital
governance: An organizational economic analysis of relations between venture capital firms and

new ventures. Academy of Management Proceedings, 64-68.

Barron, J. N., Dobbin, F. R., & Jennings, P. D. 1986. American Journal of Sociology. 92: 350-
383.

Barry, C., Muscarella, C., Peavy, J. & Vetsuypans, M. 1989. The role of venture capital in the
creation of public companies. Evidence from the going public process. Journal of Financia
Economics. 27: 447-471.

Berger, P. L. & Luckmann, T. 1967. The social construction of reality. New Y ork: Doubleday.

Biggart, N. W. & Hamilton, G. G. 1992. On the limits of a firm based theory to explain business
networks. The Western bias of neoclassical economics. In N. Nohria & G. G. Eccles (Eds.).

Networks and Organizations, 471-490. Boston: Harvard Business School Press.

27



Black, B.S. & Gilson, R.J. 1998. Venture capital and the structure of capital markets: banks

versus stock markets. Journal of Financial Economics, 47: 243-277.

Boisot, M. Child, J. 1988. The iron law of fiefs: Bureaucratic failure and the problem of

governance in the Chinese economic reforms. Administrative Science Quarterly, 33: 507-527.

Broadman, H.G. 1999. The Chinese state as corporate shareholder. Finance & Development
36(3): 52-55.

Bruton, G. D., Fried, V.H., & Hisrich, R. D. 1998. Venture capitalists and CEO dismissal.
Entrepreneurship Theory & Practice, 21: 41-54.

Bruton, G. D., Dattani, M., Fung, M., Chow, C., & Ahlstrom, D. 1999. Private equity in China:
Differences and similarities with the western model. Journal of Private Equity, 2(2): 7-14.

Busenitz, L. W., Gomez, C., & Spencer, J. W. 2000. Country institutional profiles. Interlocking

entrepreneurial phenomena. Academy of Management Journal, forthcoming.

Bygrave, W.D. 1987. Syndication investment by venture capital firms: A network perspective.
Journal of Business Venturing, 2: 972-989.

Chen, C. C. New trends in rewards allocation preferences: A Sino-U.S. comparison. Academy of
Management Journal, 38: 408-428.

Coase, R. H. 1937. The nature of the firm. Economica, 4: 386-405.

DeClerg & Sapienza, 2000. The creation of relational rents in venture capitalist/entrepreneur
dyads. Presented at Entrepreneurial Finance Conference, Jonkoping, Sweden.

28



DiMaggio, P. J. 1991. Constructing an organizationa field as a professiona project: U.S. art
museums, 1920-1940. In W.W. Powell & P. J. DiMaggio (Eds.). The New Ingtitutionialism in
Organizational Analysis, 267-292. Chicago: University of Chicago Press.

DiMaggio, P. J. & Powell, W. W. 1991. Introduction. In W.W. Powell & P. J. DiMaggio (Eds.).
The New Ingtitutionialism in Organizational Analysis, 1-38. Chicago: University of Chicago

Press.

DiMaggio, PP. J. & Powell, W. W. 1983. The iron cage revisited: Institutional isomorphism and
collective rationality in organizational fields. American Sociological Review, 48: 147-160.

Dirsmith, M.W., Heian, J.B., & Covaeski, M.A. 1997. Structure and agency in an institutional
setting: The application and socia transformation of control in the Big Six. Accounting,
Organizations and Society, 22: 1-27.

Dobbin, F., Edelman, L., Meyer, J., Scott, J., & Swidler, A. 1988. The expansion of due process
in organizations. Institutional Patterns and Organizations. Culture and Environment, (Ed.) L.G.
Zucker. Cambridge, MA: Ballinger.

Doktor, R., Tung, R. L., & VonGlinow, M. A. 1991. Incorporating international dimensions in
management theory building. Academy of Management Review, 16: 362-365.

Dore, R. P. 1983. Goodwill and the spirit of market capitalism. British Journal of Sociology 34:
459-482.

Early, C. P. 1993. East meets West meets Midwest: Further explorations of collectivism and
individualistic work groups. Academy of Management Journal 36: 319-348.

Finkelstein, S. & Hambrick, D.C. 1990. Top management team tenure and organizing outcomes:

The moderating effect of managerial direction. Administrative Science Quarterly 35: 484-503.

29



Friedland, R. & Alford, R. R. 1991. Bringing society back in: Symbols, practices, and
institutional contradictions. In W.W. Powell & P. J. DiMaggio (Eds.). The New Institutionialism

in Organizational Analysis, 232-263. Chicago: University of Chicago Press.

Freidson, E. 1986. Professional powers: A study of the institutionalization of formal knowledge.

Chicago: The University of Chicago Press.

Friedson, E. 1970. Profession of medicine. New Y ork: Dodd, Mead.

Fried, V.H., Bruton, G.D., & Hisrich, R.D. 1998. Strategy and the board of directors in venture
capital backed firms. Journal of Business Venturing, 13: 493-503.

Fried, V.H. & Hisrich, R.D. 1994. Toward a model of venture capital investment decision
making. Financial Management, 23(3): 28-37.

Fried, V.H. & Hisrich, R.D., 1995. The venture capitalist: A relationship investor. _California
Management Review, 37(2):101-113.

Giamartion, G. A., McDougdll, P. P. & Bird, B. J. 1993. International entrepreneurship: The
state of the field. Entrepreneurship Theory & Practice, 18: 37-42.

Gerlach, M. L. 1992. The Japanese Corporate Network: A Blockmodel Analysis. Administrative
Science Quarterly. 37: 105-139.

Gompers, P. 1995. Optimal investment, monitoring, and the staging of venture capital. Journal of
Finance, 50: 1461-1490.

Gorman, M. & Sahlman, W. A. 1989. What do venture capitalist do? Journal of Business

Venturing, 4:231-247.

30



Guide to Venture Capital in Asia. 1996. Hong Kong: Asian venture capital journal.

Hamilton , G. G. & Biggart, N. W. 1988. Market, culture, and authority: A comparative analysis
of management and organization in the Far East. American Journal of Sociology,
94(supplement): 52-94.

Hirsch, P. M. & Lounsbury, M. 1997. Ending the family quarrel: Toward a reconciliation of
“old” and “new” institutionalisms. American Behavioral Scientist. 40: 406-418.

Hofstede, G. 1990. Mativation, leadership, and organization: Do American theories apply
abroad? In D. W. Ordan (Ed.). The Applied Psychology of Work Behavior: 126-151.

Hofstede, G. 1984. Culture's Conseguences: International Differences in Work Related Values,
abridged edition. Beverly Hills: Sage.

Hofstede, G. 1980. Culture' s Conseguences: International Differences in Work-Related Values.
Beverly Hills: Sage.

Hofstede, G. & Bond, M. H. 1988. Confucius and economic growth: New trends in cultural
consequences. Organizational Dynamics, 16(4): 4-21.

Jeng, L. A. & Wélls, P. C. 2000. The determinants of venture capital funding: Evidence across

countries. Journal of Corporate Finance. Forthcoming.

Jepperson, R. 1991. Ingtitutions, institutional effects, and institutionalism. In W. W. Powell & P.
J. DiMaggio (Eds.). The New Institutionalism in Organizational Analysis, 143-163. Chicago:

University of Chicago Press.

Kabers, L. P. & Fogarty, T. J. 1998. Organization and economic explanations of audit committee

oversight. Journal of Managerial 1ssues, 10: 129-150.

31



Kaplan, S. N. & Stromberg, P. 2000. Financia contracting theory meets the rea world: An
empirical analysis of venture capital contracts. NBER Working Papers.

Kao, J. 1993. The worldwide web of Chinese businesses. Harvard Business Review. 71(2): 24-
36.

Kostova, T. 1997. Country institutional profiles. Concepts and measurement. Proceedings of the

Academy of Management.

Krasner, S. D. 1988. Sovereignty: An institutional perspective. Comparative Political Studies,
21:66-94.

Lin, T.H. & Smith, R. L. 1998. Insider reputation and selling decisions. The unwinding of
venture capital investments during equity 1POs. Journal of Corporate Finance 4:241-263. &
Smith, 1998

Lubman, S.B. 2001. Bird in a cage. Stanford, CA: Stanford University Press.

Manigart, S. 1994. The founding rate of venture capital firms in three European countries (1970-
1990). Journal of Business Venturing, 9: 525-541.

Manigart, S., Clarysee, B., & Debackere, K. 1994. Entry despite the network: Exploring the
relationship between network structure and entry patterns in emergent organizational
populations. Working paper 94/05. Faculty of Economics and Applied Economic Sciences,
University of Ghent.

Mann, J. 1997. Beijing Jeep: The short, unhappy romance of American business in China. New
Y ork: Simon and Schuster (2nd edition).

32



March, J. G., 1981. Decisions in organizations and theories of choice. In A. VandeVen & W. F.
Joyce (Eds.). Perspectives On Organizational Design and Behavior, New York: John Wiley,
Wiley-Interscience: 205-244.

MacMillan, I. C., Kulow, D. M., & Khoylian, R. 1989. Venture capitalists involvement in their

investments. Extent and performance. Journal of Business Venturing, 4: 27-47.

Meyer, JW. & Rowan, B., 1977. Institutionalized organizations. Formal structure as myth and

ceremony. American Journal of Sociology, 310-363.

Mezias, S. J. 1990. An institutional model of organizationa practice: Financial reporting at the
Fortune 200. Administrative Science Quarterly, 35: 431-457.

North, D. 1990. Institutions, Institutional Change and Economic Performance. Cambridge:

Cambridge University Press.

North, D. 1986. The new institutional economics. Journal of Institutional and Theoretica
Economics, 142: 230-237.

Oliver, C. 1996. The institutional embeddedness of economic activity. In J. Baum & J. Dutton
(Eds.) Advancesin Strategy: Embeddedness of Strategy, 13: 163-186, Greenwich, CN: JAI Press.

Ooghe, H., Manigart, S., & Fassin, Y. 1991. Growth patterns of European venture capital
industry. Journal of Business Venturing, 6: 381-404.

Orru, M., Biggart, N. W. & Hamilton, G. G. 1991. Organizational isomorphism in East Asia. In
W. W. Powell & P. J. DiMaggio (Eds.). The New Ingtitutionalism in Organizational Analysis,

361-389. Chicago: University of Chicago Press.

33



Patricof, A. 1989. The internationalization of venture capital. Journal of Business Venturing, 4:
227-230.

Peng, M. W. 2000. Business Strategies in Transition Economies. Thousand Oaks, CA: Sage
Publications.

Peng, M. W. & Heath, P. S. 1996. The growth of the firm in planned economies in transition:
Institutions, organizations, and strategic choice. Academy of Management Review, 21: 492-528.

Podsakoff, P. M. & Organ, D. W. 1986. Self-reports in organizational research: Problems and
prospects. Journal of Management, 12: 531-544.

Reiner, M.L. 1989. The transformation of venture capital: A history of venture capital
organizations in the United States. University of California at Berkeley, unpublished doctoral

dissertation.

Sahlman, W. A. 1990. The structure and governance of venture capital organizations. Journal of
Financial Economics, 27: 473-521.

Sapienza, H. J. 1992. When do venture capitalist add value? Journa of Business Venturing, 7: 9-
27.

Sapienza, H. J., & Gupta, A. K. 1994. The impact of agency risks and task uncertainty in venture
capitalist-CEO interaction. Academy of Management Journal, 37: 1618-1632.

Sapienza, H. J., Manigart, S., & Vermeir, W. 1996. Venture capital governance and value added

in four countries. Journal of Business Venturing, 11; 439-469.

Sapienza, H. J. & Timmons, J. A. 1989. The roles of venture capitalists in new ventures: What
determines their importance? Academy of Management Best Paper Proceedings, 74-78.

34



Schotter, A. 1981. The Economic Theory of Socia Institutions, Cambridge: Cambridge

University Press.

Scott, W. R.1995a. Institutions and Organizations. Thousand Oaks, CA: Sage Publications.

Scott, W. R. 1995h. Introduction: Institutional theory and organizations. In W. R. Scott & S.
Christen (Eds.). The Institutional Construction of Organizations. Thousand Oaks, CA: Sage
Publications: xi-xxiii.

Scott, W. R. & Backman, R. J. 1990. Institutional theory and medical care sector. In S. S. Mick
(Ed.). Innovations in Health Care Delivery: Insights for Organization Theory: Josey-Bass: 20-52.

Selznick, P. 1949. TVA and the Grass Roots. Berkeley, CA: University of California Press.

Slack, T. & Hinings, B. 1994. Institutional pressures and isomorphic change: An empirical
analysis. Organization Studies, 15: 803-xxXx.

Starr, P. 1982. The Social Transformation of American Medicine. New Y ork: Basic Books.

Steier, L. 1998. Confounding market and hierarchy in venture capital governance: The Canadian

immigrant investor program. Journal of Management Studies, 35: 511-535.

Suchman, M. C. 1995. Localism and globalism in institutional anaysis. In W. R. Scott & S.
Christen (Eds.). The Institutional Construction of Organizations, Thousand Oaks, CA: Sage
Publications: 39-93.

Tiessen, J. H. 1997. Individualism, collectivism, and entrepreneurship: A framework for

international comparative research. Journal of Business Venturing. 12: 367-384.

35



Weidenbaum, M. & Hughes, S. 1996. The Bamboo Network: How Expatriate Chinese

Entrepreneurs are Creating a New Superpower in Asia. Free Press; New Y ork.

Ueno, S. & Sekaran, U. 1992. The influence of culture on budget control practices in the USA
and Japan: An empirical study. Journal of International Business Studies, 23: 659-674.

Williamson, O. 1985. The Economic Institutions of Capitalism. New Y ork: Free Press.

Zider, B. 1998. How venture capital works. Harvard Business Review, 76: 131-139.

36



TABLE 1

Means and standard deviations of Dependent, I ndependent and Control Variables

US Europe Asia

| | Mean | SD | Mean | SO | Mean | SD
Hours Contact Between 194.05 187.76 77.16 62.32 347.34 747.76
Venture Capitalist and

CEQ of Frm

Timein Portfolio 4.18 4.28 324 2.65 5.59 3.84
(Years)

Venture Capitalist 0.38 0.49 0.38 0.49| 0.36 0.48
Experience as Venture

Capitalist

Venture Capitalist 2.14 122 2.37 124 322 1.19
Experience in Industry

of Funded Firm

CEO's Industry 10.69 9.01 12.80 7.89 10.62 6.70
Experience

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

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

Marketing Innovation 0.51 0.51 0.39 049| 0.38 0.69
Product Innovation 0.65 0.48 0.72 045| 0.70 0.46
Distance 138.41 172.58 73.61 54.26 | 534.70 1429.89
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TABLE 2

Mean Rankings of Venture Capitalist Roles Around the World

(1=not important, 5=very important)

and p-values of t-tests between independent samples

Total Sample | Mean Mean Mean | p-value p-value p-vaue
I mportance of roles Mean Standard| Asia US Europe| Asiavs. Asiavs. USvs.
Deviation us Europe Europe
Sounding board 4.19 0.87 368 451 423 | 0.00 0.00 0.04
Financier 4.06 1.20 389 388 432 | 095 0.02 0.03
Business advisor 4.05 0.89 39 439 382 | 0.00 0.43 0.00
Mentor/Coach 3.67 1.01 360 392 349 | 0.08 0.59 0.01
Friend/Confidant 3.20 110 336 334 300 | 093 0.09 0.08
Source of professional contacts| 3.07 1.00 311 291 318 | 033 0.66 0.12
Management recruiter 2.96 1.28 317 290 287 | 0.29 0.19 0.92
Source of industry contacts 2.88 1.28 345 263 274 | 0.00 0.00 0.62
N 167 40 49 78
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Regression Results;, Dependent variable : hoursworked by venture capitalist

TABLE 3

Asia usS Europe

Coefficient Coefficient Coefficient
Timein Portfolio -0.00 -0.10 + -0.20 +
Venture Capitalist 0.14 -0.65* -0.30*
Experience as Venture
Capitalist
Venture Capitalist -0.03 0.46 * 0.17
Experiencein Industry of
Funded Firm
CEQ'’s Industry Experience 0.11 0.01 0.11
CEQ's Start-up experience -0.27 -0.43 -0.12
Venture Stage 0.11 -0.94 ** -0.02
Technological Innovation 0.17 0.23 0.11
Marketing Innovation 0.01 -0.06 0.15
Product Innovation 0.18 -0.41 + 0.10
Distance 0.12 0.00 * -0.06
Adjusted R2 -- 0.540 0.096

Significance levels: + p<.10; * p<.05; ** p<.01
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Board of Directors

TABLE 4

and p-values of t-tests between independent samples

Total sample| Mean Mean Mean |p-value p-value p-value
Board Size Mean St.dev.] Asa US Europe|] Asia Asiavs. USvs.
vs. US Europe Europe
Board Total Size 537 | 235 | 640 | 571 | 463 | 015 | 0.00 | 0.00
Board Insiders as a Percentage of Board | 041 | 0.26 | 051 | 0.35 | 0.39 | 0.00 | 0.03 | 041
N 167 40 49 78
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