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ABSTRACT

We examine the neglected area of internationatisatly VCs. Using a representative
sample of 195 VCs, we show that the decision ofuaopean VC firm to invest

internationally is driven by its human resourceavidg more VC executives in general
and more VC executives with previous internatioggberience in specific, results in a
higher probability of investing internationally. lcontrast, more VC executives with
experience in the VC industry or with an enginegrivackground lead to a higher

probability of remaining domestic.



INTRODUCTION

The internationalisation decision is an extensivalysearched topic in
manufacturing industries but it has received reddyi little attention in knowledge
intensive service industries such as venture dap@) (Hall and Tu, 2003; Wright,
Pruthi and Lockett, 2005). The decision whethenatrto internationalise is, however, an
important step in the strategic development of mwe capital (VC) firm. VC firms can
internationalise by raising funds in another cognby direct investment in a foreign
country, by establishing a physical presence iror@ign country and investing from
there, or by taking an equity stake in a foreignf@d (Dixit and Jayaraman, 2001). The
European Venture Capital Association estimates 2Ba8 % of the amount invested by
European VC firms in 2003 investments was madeidmitthe home country. This
percentage increases to 46.2 % of all UK investmdsee Table 1). Baygan and
Freudenberg (2000) suggest that VC firms may inwreston-domestic countries where
entrepreneurship, innovation, growth prospectsexpcted returns are highest, seeking
new investment opportunities (Gompers, 2005). Adgpan approach that synthesises
internationalisation theory and the resource-basgadbilities perspective, we suggest
that the specific human capital resources and &@gpemakes it a particularly novel
sector in which to examine internationalisation.

The main research question in this paper is whekwenan resource factors
influence the decision of a VC firm to invest altoar not. VC firms are specialised
financial intermediaries, able to reduce agencylgms before and after the investment
(Amit et al., 1998). Before the investment, VCs édu select worthwhile investment
candidates following a thorough due diligence psscand write contracts that fit with the
local legal environment. After the investment, tpertfolio companies have to be
monitored actively and optimal exit routes havdéosought. Given the people intensive
nature of the VC industry, human capital will bepedally important to overcome
uncertainty and information asymmetries in forengarkets (Wright et al., 2005). Human
capital is the possession of knowledge that iseasily appropriable and which yields
competitive advantages (Barney, 199Hyman resources are firm specific and therefore
important drivers of a VC firm’'s strategy. We thiere expect that there will be
differences in the human capital of the VC firmattido internationalise compared to



those that remain local. Our results confirm thigextation in that both the total stock of
general human capital, rather than the generalagdunal or functional experience of the
top management team, and the specific human capiasignificant predictors of a VC
firm’s internationalisation. These findings havepwntant implications for VC firms, as
they show that VCs who wish to internationalise udtioreflect this decision in the
development of their human capital. Moreover, italso important for entrepreneurs,
seeking VC money, who wish to internationalise teelves in that they could benefit
from the human capital of an international VC. Lwagk for the right investor, with
matching human capital, is therefore important ftbeentrepreneur’s point of view.

The paper is structured as follows. Formal hypahem the relationship between
a VC firm’s human capital and its probability otemationalising are developed in the
next section. Thereafter, the research methodgsrited, including a discussion of the
data collection, sample and variables. Resulthefuivariate and multivariate statistical
tests are presented. The paper ends with a disousdi the findings and potential

avenues for future research.

THEORY DEVELOPMENT

There are compelling reasons for VC firms to invesjeographical areas close to
their home base, merely due to the fact that inae difficult to reduce information
asymmetries between entrepreneurs and investorgeagraphical distance increases
(Sorenson and Stuart, 2002). Reducing informatsymanetries is important in the pre-
investment screening and selection process anteimpost-investment monitoring and
value adding (Sapienza et al., 1996). Next to mftion asymmetry problems, VCs
investing outside their home country have additidnadles to overcome, that are more
important as the psychic distance between theirehbase and the target region increases
(Johanson and Vahlne, 1977). They often have tgetenwith regionally dominant and
well-established national firms. They have to ustird the local conditions, and the
legal and institutional environment that may hampeenhance their ability to extract
economic returns from innovative ideas (Bruton &f a005). Recently, however,
competitive pressures and the trend towards lahgeds have pushed an increasing
number of VC firms to invest internationally, whitgher VC firms have a deliberate



strategy of investing locally. The main reasonsM@s to internationalise are to broaden
the scope of investment opportunities (Hall and 2003; Gompers, 2005), to learn from
foreign partners or competitors, or to leveragestexy resources in order to create value
(Etemad, 2004).

Different theories have been proposed to understafiain’s internationalisation
decision. Early economic literature stresses faotmed advantages of regions to
understand international trade. Rational decisi@king is emphasized to understand a
firm’s foreign direct investments, taking into aocod for example transportation costs,
trade barriers, relative wages and market sizesn@gtly 1960). Johanson and Vahlne
(1977) see internationalisation as a learning E®cstressing the internal information
gathering and previous experience to explain furtheadual steps in international
commitment. Knowledge of foreign markets throughperience is important for
international development. Meyer and Shao (199sstthat cultural and geographic
distance may create problems in cross-border V@siments. This explains why many
firms first target foreign countries that are cldasetheir home country and then further
internationalise gradually.

A more recent stream of literature acknowledges tha internationalisation
decision in smaller companies may well be drivendiyerent factors than in larger
companies (Westhead, Wright and Ucbasaran, 20019pegkific type of international
entrepreneurial companies is the ‘born global’ canmyp which does not take a gradual
approach with respect to internationalisation iérinationalises radically at an early
stage in its development (e.g. Oviatt and McDouyf)@87, Madsen and Servais, 1997;
Autio et al., 2000). Many small knowledge-intensiwens, from small domestic markets,
have successfully deployed narrow but well-defimedrket segments worldwide and
have served their markets well (Oviatt and McDoljged97), sometimes in symbiotic
collaboration with local partners to deliver higlvatue than competitors (Etemad, 2004).
Oviatt and McDougall (1997) maintain that entrepnaiship theory and the resource-
based view of the firm better explain the ‘bornkgb phenomenon. Numerous studies in
this stream of literature stress the importancehef entrepreneur in the international
development of these ventures: his or her intesnatiattitude, motivation, orientation,

experience and network (Andersson, 2004). The gr@neur as a proactive individual is



especially important in growth-oriented industriés;, firms in the early phase of the
internationalisation process.

As most VC firms are not born global but first louiheir activities and core
competencies in their home market, we proposettigahuman resources of a VC firm
are especially important in the internationalisatiprocess. VC firms are more
comparable to SMEs than to large multinational canigs, that are the core of most of
the internationalisation literature, given theirtesklimited resource base and the
fragmented market they operate in. In their inteomalisation strategy, they should
therefore carefully consider their own drivers aondhpetitive advantages.

Etemad (2004) proposes that there are internak$othat push entrepreneurial
companies from the inside to internationalise. “Thesh forces are entrepreneurial in
nature and follow the Schumpeterian quest for orgaipportunities” (Etemad, 2004, p.
6). Some VCs will more easily internationalise thathers, depending on the VC’s
human resources. Both general and specific reseued knowledge may facilitate the
internationalisation process. Several authors lstréssed the importance of a founder or
management team with international vision, wittevait international experience and
with appropriate education and business exposureatsysts for internationalisation
(e.g. Oviatt and McDougall, 1997; Madsen and SenE997; Bloodgood et al., 1996).

These human resources are especially importanth@rservice companies that
VC firms represent, given the importance of botbwledge and experience in managing
the VC cycle, from fund raising to investing, mamihg and exiting (Lockett, Murray
and Wright, 2002). In order to be successful iennational markets, VC firms must first
be able to generate a sufficient deal flow andal tlew of sufficient quality. Next, they
have to be able to assess the potential to turimtanesting idea into a value-creating
proposal in the target region, which is not the esamvironment as their home country.
They may have to look for co-investment partnershie local country. They have to
write contracts that conform to the legal systemths target region and to the local
practices. Thereafter, they have to manage the-ipesstment process. Monitoring,
governance and value adding practices are diffemerdifferent parts of the world
(Wright et al., 2002; Bruton et al., 2005; Pruthia¢, 2003) and VC executives should
understand these differences. Finally, they havied& for attractive exit routes. Stock



markets are not equally important and accessilblevalr the world, so exit routes may
well be different in the target region than in time country (Jaaskeldainen and Maula,
2005). Overcoming these hurdles requires a sigmfibuman resource base.

A VC firm’s human resources are either an enabler ib sufficiently developed
— or a deterrent to internationalisation. The tamagement team is especially important
in defining and implementing an internationalisatistirategy, as a VC firm is usually
composed of a small number of people - the managanters - with great deal making
and value adding skills (Dimov and Shepherd, 200&. therefore focus on the human
capital of VC executives in the remainder of theper. Human capital refers to the
knowledge that is not easily appropriable and whysdlds competitive advantages
(Barney, 1991). Human capital may be general, sagtihe general education of the
executives, or specific to the tasks at hand, siscthe experience as a VC manager or
experience in international ventures (Dimov anddbleed, 2005).

The more VC executives there are employed in ang€ firm, the broader the
resource base of the VC firm. More VC executivesummore explicit or tacit knowledge
about the key processes necessary in successfuiipitng the VC opportunities
(Dimov and Shepherd, 2005), thus a higher amouhtiofan knowledge and better skills
at executing specific tasks. The shared knowledge experience of several VC
executives make for a higher level of knowledgehe VC firm (Dimov and Shepherd,
2005). VCs with limited human capital may lack thesources to learn about the
conditions in international markets and to competgh well established local
competitors (Buckley et al., 1992). Therefore, mdét& executives imply higher chances
that there is sufficient combined knowledge andeeigmce for the internationalisation

process at the level of the VC firm. We therefoypdthesize:

Hypothesis H1: The more VC executives work in a i@, the higher the
probability that the VC firm invests internationall

VC executives may, however, differ in their backgrds, education, experience
and skills (Botazzi et al., 2004). We distinguidte tgeneral human capital from the
specific human capital of a VC firm (Dimov and Shepl, 2005). While the former



enhances the general functioning of a VC firm, lditéer is especially relevant for the
internationalisation question. The general edunatind practical experience of the VC
executives may represent an important stock of gértemiman capital (Madsen and
Servais, 1997; Gimeno et al., 1997), enhancingtegall efficiency and effectiveness of
the VC firm and thereby positively contributing tloe internationalisation propensity.
Dimov and Shepherd (2005) have shown that morergeneman capital in a VC firm is
associated with more “home runs”. We argue thaigh tevel of general human capital
not only influences the ability of the VC firm telsct the very best projects and monitor
them adequately, but also is a determinant inatssibn to internationalise. For example,
a doctoral degree leads to a profound knowledgeishaot constrained by geographic
boundaries but which is broadly applicable in digf@ geographic settings. This
knowledge may be fully exploited by transferringtat different geographical regions
(Wright et al., 2005). Further, the higher the ediomal level of the VC executives, the
better their ability should be to understand howribes to internationalisation may be
overcome, to identify international opportunitiesldo act upon them.

The experience of VC executives also contributehiéogeneral human capital of
the VC firm. Westhead et al. (2001) have shown thate industry specific know-how
leads to more export orientation in new and smiatid. In the same vein, we expect that
VC executives with more experience in the VC settave a positive impact on the
internationalisation decision of the VC firm. Highéxperienced VC managers will want
to leverage their general VC expertise by applyingn different countries, as it is
transferable between countries. Some types of ifumait experience may be facilitators
in the decision to internationalise. Experiencelaw helps VC executives in writing
contracts, in aspects of due diligence and inmxi{Dimov and Shepherd, 2005). More
VC executives with a legal background are thereéxmected to be associated with more
internationalisation. Experience in finance andoacting helps in the screening and due
diligence process and in the exit decisions, caimguexperience helps in early problem
detection and communicating advice to entrepreakunanagement teams and M&A
experience helps in exiting (Dimov and Shepher@®520These are all aspects of the VC
investment cycle that are more difficult in an mmigional than in a domestic setting,
given differences in the institutional, legal amatislogic environment (Bruton et al.,



2005). More experience in these domains will themeefacilitate the internationalisation
of a VC firm and increase the probability of invagtinternationally.

We therefore hypothesize:

Hypothesis H2A: The higher the proportion of VC exéves with a Ph.D., the
higher the probability that the VC invests interoaally.

Hypothesis H2B: The higher the proportion of VC @xeves with a legal
background, the higher the probability that the M@sts internationally.

Hypothesis H2C: The higher the proportion of VC mxeres with a financial or
accounting background, the higher the probabilityatt the VC invests

internationally.

Hypothesis H2D: The higher the proportion of VC axé/es with a consulting
background, the higher the probability that the M@sts internationally.

Hypothesis H2E: The higher the proportion of VC @axeses with a background
in M&A, the higher the probability that the VC imsts internationally

10



Specific human capital is education and experiesite a scope of application
that is limited to a particular activity or contefimeno, 1997). An important specific
human capital factor, relevant for the internatlmadion question, is the degree to which
the VC executives have previous international erpee. It is well documented that
previous international experience of top manageysai strong predictor of the
internationalisation of the focal firm (Madsen &ervais, 1997; Oviatt and McDougall,
1997). If top managers have worked abroad — eitisea VC executive or in another
function - they have a better understanding ofed#ffices in markets, in legal and
institutional environments, etc. They will have dged a part of the psychological
distance that exists between countries and will be¢ter equipped to cope with
information asymmetry problems (Wright et al., 2D0Eherefore, previous experience in
international markets is a key influence encourggismaller firms to further
internationalise (Westhead et al., 2001).

The availability of VC investment executives withcal country knowledge and
expertise will facilitate entry in those market&rfexample, Kenney et al. (2002) have
shown that US trained Asian VC executives may retartheir home country, thereby
establishing close links between US and Asian \ligtries and facilitating cross-border
investments. Next to the enhanced knowledge ofetheronment, VC executives with
international experience will have built networksitt may facilitate entry in the foreign
market (Wright et al., 2005) or that may allow € firm to establish early links to
draw upon essential resources. Leeds and Sundg28068) suggest that VC personnel
with local ties are a prerequisite for successetamit ties for VC firms are links with
legal, financial and accounting firms or with intexdiaries that may increase high quality
deal flow. Enhanced knowledge of foreign markets @e&s in the local environment will,
of course, be more important when investing in adist countries compared to

geographically and culturally close countries. Henc
Hypothesis H3: The greater the specific human abpg with respect to

international experience of the VC executives, hilgher the probability that the

VC firm invests internationally.
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RESEARCH SETTING AND METHOD

Resear ch setting and Sample

The foregoing hypotheses are tested in five Eumopeauntries: Belgium,
Germany, the Netherlands, Sweden and the UK. Tt@gsetries are chosen because they
are important European VC markets and their VC stguis mature. Moreover, these
countries geographically cover a large and diveae of Europe. EVCA statistics (see
Table 1) show that the UK is the most internatiomalrket of the five countries in our
study, as 46% of all investments by UK-based VC mganes occur outside of the UK.
VCs in the Netherlands also have a more internatiofocus (32% invested
internationally), while VCs in Sweden, Germany aBelgium are more local, with
respectively 19%, 17% and 10% of the value of timrestments made outside their

home countries.

Insert Table 1 about here.

Data were collected through postal or e-mail susv@y a combination of both),
based on a questionnaire developed and first adtamed in the UK. The questionnaire
was developed on the basis of instruments usecdtyse internationalisation in other
sectors, adapted on the basis of existing liteeatund pilot interviews with VCs that had
internationalized. The population of VC firms inceacountry was identified through the
guides of the national and European venture cagpéisbciations, trade directories and VC
firm websites. Responses were obtained from senawagers or managing partners as
key respondents, so as to be sure to capture tiey @d the VC firm. Questionnaires
were sent out either by post or electronically w2002 and 2004 to 151 UK VCs, 74
Belgian VCs, 169 German VCs, 63 Dutch VCs and 94dsh VCs, identified through
their membership of the EVCA or the national veatoapital associations. In order to be
as complete as possible, non-member firms thaasa®C firms were added. These were
identified through trade directories and VC firmhsges. A follow-up was undertaken

by sending reminders or by calling the VC firmsathree to six weeks.

12



This process resulted in a sample of 195 usabfmnrses over the five European
countries (16 Dutch VCs, 29 Swedish VCs, 31 Belgé@s, 51 German VCs and 68
British VCs) or a 35.4 % overall response rate.pgease rates in each of the five
countries separately were good, ranging from amuni of 25.4 % in the Netherlands to
a maximum of 45.0 % in the UK. Overall, the sampbes broadly representative of the
VC populations across the countries, with someieable differences. For example, with
respect to the UK sample, respondents managedcdicagtly larger size of investment
funds, and had significantly larger maximum investinpreferences but the number of
investment executives and the minimum investmerfepence were not significantly
different. These differences are not surprisingeiventure capital firms that are larger in
terms of financial resources are more likely tceeinationalise and thus may be more
willing to participate in the survey. However, thewere no significant differences on
these variables between respondents who repligtetbrst versus the reminder mailing.
With regard to the Belgian venture capital market; sample holds a relatively larger
percentage of captive VCs than the sample of th& EBelgian Venturing Association),
more in particular 19.4% versus 6.2%. Furthermana;, sample contains a smaller
percentage of independent VCs (54.8% vs. 67.2%)\veder, based on total fund size,
our sample is representative of the Belgian VC patmn. With respect to the German
venture capital market, our sample also contail@ger percentage of captive investors
than the BVK (German Private Equity and Venture i@hpAssociation) population
(34.1% > 16.3%) and a smaller percentage of inddgraninvestors (54.5% < 77.1%).
However, the VCs’ focus on early stage investméa@s9% vs 40.2%) and later stage
investments (59.1% vs 59.8%) is comparable to nidegtry average. Furthermore, our
sample firms are smaller regarding the average eumif investments under
management (16.79 < 27.76) and slightly largerhiem average number of employees
(12.32 > 8.93). These differences may be explained the exclusion of
underrepresentation sector VCs which tend to belsma terms of employment but

which have a larger number of small investments.

Table 2 gives a description of the sample, afterongng five outliers. A VC firm
in our sample has an average total fund size oBE£52 million (median = € 72.52
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million) and employs on average 16.69 people ialt@hedian = 9.00). The VCs made
on average 15.04 new investments (median = 9.0@)arast three years and exited on
average 8.78 investments (median = 4.00). FurthermdC executives managed on

average 2.36 new investments (median = 1.50) drftieiits (median = 0.67).

Insert Table 2 about here.

110 VCs are independent, 39 VCs are captive, 15eamd-captives, and 17 are
public sector VCs. 68 % of the funds have a focus ron-technology-related
investments, and roughly half of the funds likeingest in the seed or early stage of
development. 70 % of the VCs prefer to invest i@ éxpansion stage and 56 % prefer
MBOs/MBIs. Investment preferences may span differ@restment stages.

Respondents were asked whether they invest ingioreuntries. 94 respondents
(48%) are classified as international VCs. The propn of international VCs is broadly
the same in the different countries of our studyghwslightly more UK VCs and slightly
less German VCs having an international focus. ldalthe international VCs invest at
arm’s length, i.e. they directly invest from théiome country in a company located
outside their home country. One third of the inédiomal VCs establish a branch office in
the target country. This is somewhat higher than fibure reported by Botazzi et al.
(2004), who found that 27% of the European VC fitimgheir survey had an office in
another country. The remainder of the internatiovi@ls take an equity stake in an
existing VC fund in the target country, acquireeawsting VC fund abroad or form a joint
venture with a partner in the target country. Nariethe international VCs adopt a
licensing or franchising strategy. We pool all gntmodes in the analyses, although we
acknowledge that the specialized resources needdddctly invest in a company in a
neighbouring country are less specific than thaseded to establish a branch office in

another continent.
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Variables and method of analysis

The main variables of interest, namely the humaources available in the VC
firm, are self-reported variables. Respondents vasted to indicate the number of VC
executives and the percentage of VC executives diiferent types of education and
experience. The number of investment executivesésl as a proxy for general human
capital. The latter is also measured as the peagendf VC executives with a Ph. D.
degree, the percentage of VC executives with egpee in the VC or private equity
industry, with law experience, financial or accongtexperience, consulting experience
and M&A experience. Specific human capital is meaduas the percentage of VC
executives with previous international work expece.

A VC firm in our sample (see Table 3) employs orerage 9.43 investment
executives (median = 6.00). Of these investmentugikees, on average 16.62 % has a
doctorate degree (median = 0.00), 47.86 % has exmer in the VC or private equity
industry (median = 50.00), 11.14 % has experiendaw (median = 0.00), 51.40 % has
experience in finance and accounting (median =®0.29.03 % has experience in
consulting or strategy (median = 25.00) and 43.98&% experience in M&A (median =
40.00). In terms of specific human capital, on ager45.76 % of the VC executives in

our VC firms has previous international work expade (median = 40.00).

Insert Table 3 about here.

Multivariate analysis is used to test the hypotkeséore in particular, we run a
multivariate logistic regression with the dependeariable taking the value 1 if the VC
firm has internationalised and O if it is investidgmestically. The independent variables
of interest are the human resource policy varialpessented in Table 3. Table 4 gives
the correlations between all variables used in rthdtivariate regression. VC age is
included as a control variable. Following the potidn from the stage models of
internationalisation (Johanson and Vahlne, 197IderovC firms are therefore expected
to be more internationally oriented than young W@h$. Finally, the percentages of VC

executives with an undergraduate degree, with eeging experience or with experience
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in technological sectors are included as contraktdes (for the descriptive statistics on
the control variables: see Table 3).

Insert Table 4 about here.

RESULTS

The characteristics of the subsamples of internati@nd local VC firms are
presented in Table 2. As expected and consistehtall and Tu (2003), international
VC firms are significantly larger than local VCrfis irrespective of the measure of size
used, i.e. total size of funds (in million Euros)mumber of people employed. These two
variables are highly correlated. Whereas the aeetatpl size of funds amounts to €
660.90 million for an international VC firm, thisily amounts to € 139.25 million for a
local VC firm (median: € 233.50 million versus €.3@ million). However, it needs to be
borne in mind that the standard deviation of trasiable is also substantially larger for
the international VC firms than for the domestic ¥i@ns. Furthermore, an international
VC firm employs on average 24.92 people (mediar6:6Q), while a domestic VC firm
only employs on average 9.11 people (median = 6.00)

International VC firms made on average 16.10 newestments in the last three
years, which is significantly more than the averael3.79 new investments for the
domestic VC firms (median: 10.00 versus 7.00 nexestments). Moreover, international
VC firms have also exited significantly more invasnts over the last three years than
the domestic VC firms, on average 12.18 investmeatsus 5.25 investments (median:
7.00 versus 2.00 exits). This is, of course, stipnglated to the larger size of
international VC firms. This might further be andication that VC firms entering
international markets have to be able to show tiin@y are successful, i.e. that they are
able to exit their deals. Furthermore, internation@ firm’'s investment executives have
significantly less new investments to manage thameasbtic VC firms executives (1.71

versus 3.05 new investments/executive). Domestidis have a significantly stronger
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preference for investments in seed or start-upestagmpared to international VC firms,
in contrast with the findings of Hall and Tu (2003)

Finally, the bivariate results also show that in&tional VC firms also have a
larger stock of human resources (see table 3yxnatenal VC firms employ significantly
more investment executives than do domestic VCfifaB.76 versus 5.65 investment
executives) and they employ significantly more \Weautives with a doctorate degree
(18.09% versus 14.05%).

The results of the multivariate analysis are presgkim Table 5. Consistent with
hypothesis 1, having more investment executivessociated with a higher probability
of internationalisation. Hypothesis 2 is not supgdrin the multivariate analysis. None of
the coefficients relating to the percentage of \k€aaitives with a Ph.D. or with specific
function expertise or education is significantlysjiwe. On the contrary, having more VC
executives with experience in the VC/PE industadito a higher probability of being a
domestic VC firm. Our results therefore suggest thes only the total stock of general
human capital that is relevant in the internaticaaion decision of a VC firm, rather than
the general educational or functional experienctheftop management team. In contrast,
specific human capital is a significant predictdr imternationalisation. Having more
executives with previous international work expecie is positively associated with an

international investment focus, supporting hypoth8s

Insert Table 5 about here.

The control variables show that more VC executw#h functional experience in
engineering are associated with a more domestasinvent focus. Although the bivariate
analyses show that international VC firms employrgmally significant more VC
executives with at least an undergraduate degre@88% versus 83.84 %), this is not
supported in the multivariate analysis. Furthermongernational VC firms are also
slightly older than domestic VC firms. They are average 14.16 years old (median =
10.00), while local VC firms are on average 12.G&rg old (median = 8.00). This
difference is only marginally significant in thevhriate analysis, but not significant in

the multivariate analysis. This goes against Hadl &u (2003), who found that younger
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VC firms tend to internationalise more than old€® ¥rms. The coefficients of the other
control variables are not significant, neither e bivariate or multivariate analysis (VC
executives with experience in line management (42%@mverage), in high-tech based

industries (29% on average) and in engineering (8R%verage)).

CONCLUSIONS

We have shown that human capital matters in thesidecof VC firms whether or
not to invest internationally. Having a broad staékgeneral human capital - more VC
executives - and having more specific human capitabre VC executives with previous
international experience -significantly increases probability of the VC firm investing
abroad. The general and specific human capitaleietore valuable in order to overcome
the hurdles that internationalisation inevitablings about.

Our study has, however, several limitations. Fing,only consider one aspect of
operating in an international market, namely invgstibroad. VC firms may also raise
funds abroad. This has become more and more impdrighe European VC industry.
This important aspect of the internationalisatiba & C firm may be an important driver
of the foreign investment decision. Further redeascrequired to examine this issue.
Second, we combine analysis of different entry nsod®r example, we treat investing
abroad in the same way as establishing a branate@broad. Further research is needed
to examine these different entry modes. Finally, igore psychic distance and treat
investing in a neighbouring country in the same w&aynvesting in a different continent.
We ignored the dynamic nature of the internaticaion process, as increasing
knowledge of and commitment to a particular magéécts the quality of the resources
and hence further decision-making.

Our study is nevertheless important for VC firms, iashows that VC firms
wishing to internationalise should reflect this idean in the development of their human
capital. They should focus on expanding the nundfevC executives, and especially
seek to recruit VC executives with internationgbexence. It is moreover important for
entrepreneurs seeking VC money, especially if thesh to internationalise themselves.
This because, as this study shows, specific hunagitat is an essential resource to
international VCs, a resource that could also bempeftfolio companies who wish to
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internationalise. Looking for the right investonthwvmatching human capital, is therefore

important from the entrepreneur’s point of view.
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TABLE 1

Domestic ver susinter national VC investmentsin 2003

. Total Invested in % invested in .
investment . i % invested
domestic domestic . X
by VC country (2) countr internationally

industry (1) y y
Europe 29,095,918 20,706,779 71,2 28,8
Belgium 304,457 247,823 90,3 9,7
Germany 2,481,200 2,054,760 82,8 17,2
Sweden 1,015,295 818,642 80,6 19,4
The Netherlands 1,092,254 744,335 68,1 31,9
UK 13,538,599 7,277,200 53,8 46,2

Source: EVCA Yearbook, 2004

23



TABLE 2

International ver sus domestic venture capital firm characteristics

Total sample International VC firms Domestic VOiis
N Mean Median N Mean Median S.D. N Mean Medias.D. Significance
Size
Total fund size in million euros 133 38552 7252 63 660.90 233.50 953.7 a®B9.25 33.36 239.19 b
Total number of employees 185  16.69  9.00 89 24.92 16.00 2551 91 911 .006 11.64 ok
New investmentsin thelast 3 years 136  15.04 9.00 68 16.10 10.00 15.96 61 13.797.00 20.62 *
Number of exits in the last 3 years 135 8.78 4.00 68 12.18 7.00 19.29 6@ o5 2.00 9.87 ek
New investments/executive 133 2.36 1.50 68 1.71 1.29 1.55 58 3.05 1.78 473 b
Exits/executive 134 119 0.67 68 1.27 0.67 1.89 59 111 0.67 .09 2
Investment strategy
Fund type (1=high-tech, 0=non-high-tech / genejalis 134 0.32 0.00 67 030 0.00 60 035 0.00
Stage preference
Seed / start-up 139 0.27 0.00 69 0.16 0.00 0.37 63  0.40 0.00 .490 wex
Early stage 139 045 0.00 69 0.38 0.00 0.49 63 0.54 1.00 500 *
Expansion / Development 139 0.70 1.00 69 0.74 1.00 0.44 63 0.65 1.00 480
MBO / MBI 139 0.56 1.00 69 0.61 1.00 0.49 63 0.52 1.00 500
139  0.06 0.00 69 0.06 0.00 0.24 63 0.08 0.00 .27 0

Other stage

Significance level: * < 0.10, ** < 0.05, *** < 0.Q2*** < 0.001

Significance levels indicated for the differencesaeen international and local VC firms (chi-squiass or Mann-Whitney tests)
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TABLE 3

International ver sus domestic venture capital firm human capital

Total sample International VC firms Domestic VOiis
N Mean Median S.D. N Mean Median S.D. N Mean Medias.D. Significance
General human capital
Number of investment executives 188 9.43 6.00 10.96 89 13.76 8.00 13.82 92 565 04.0 5.13 ik
Percentage of executives with
Doctorate degree 147 16.62 0.00 24.74 67 18.09 10.00 23.24 77 14.050.00 24.26 *x
Experience in the VC/PE industry 174 47.86 50.00 31.30 82  43.37 40.00 27.89 88 51.1350.00 33.96
Experience/qualifications in law 153 11.14 0.00 19.15 68 10.16 5.00 13.58 81 10.70 .00 O 20.86 *
Experience/qualifications in finance and accignt 178 51.40 50.00 29.11 84 46.70 40.50 27.90 90 54.9352.50 29.49 *
Experience/qualifications in consulting/strategy 166 29.03 25.00 26.58 80 31.10 27.00 24.23 84 26.1923.50 27.79 *
Experience in mergers & acquisitions 172 43.98 40.00 33.27 84 4354 40.00 32.08 86 43.9840.00 34.36
Specific human capital
% Previous international work experience 169 785. 40.00 34.62 84 5433 50.00 33.30 83 37.38 30.0034.00 Fkk
Control variables
Age of VC fund 189 1292  9.00 8.82 89 14.16 10.00  9.22 93 12.03 800 8.40 *
Percentage of executives with
Undergraduate degree 178 85.76 100.00 27.55 85.888 100.00 27.48 20 83.84 100.00 27.74 *
Experience in line management 166 42.08 33.00 33.29 77 41.81 30.00 31.43 87 42.7433.00 35.26
Experience/qualifications in high-tech-basedistdes 158 29.06 15.00 34.21 72 30.89 16.50 34.59 84 27.6212.50 34.39
Experience/qualifications in engineering 161 21.99 15.00 25.08 75 20.53 15.00 22.23 81 22.5212.50 26.70

Significance level: * < 0.10, ** < 0.05, *** < 0.Q2*** < 0.001

Significance levels indicated for the differencesaeen international and local VC firms (chi-squiass or Mann-Whitney tests)
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TABLE 4

Correlation matrix

1. 2. 3. 5 6. 7
1. Log (number of investment ~ 1.000
executives)
2.% of executives with doctorate g,174** 1.000
degree
3.% of executives with experienceg 157**  -0.086 1.000
in the VC/PE industry
4.% of executives with experienc% 091 0.024 0.075
[/ qualifications in law ' ' '
5.% of executives with experience - et er
/ qualifications in finance and -0.153 -0.237 0.237 1.000
accounting
6.% of executives with experience . -
/ qualifications in consulting / -0.036 0.027 0.339 0.166 0.013 1.000
strategy
7.% of executives with experience0.059 -0.065 0.304***  0.243**  0.328*** (0.310** 1.000
in M&A
8.% of executives with previous -0.069 0.135 0.167*  0.191*  -0.082 0.399***  0.278*
international work experience
9. Log (number of years in 0.488****  -0.074 -0.154** -0.035 -0.150* -Ora**
operation)
10.% of executives with 0.039 -0.230***  0.150* 0.131* 0.176*  0.124
undergraduate degree

0 . .

11.% of executives with -0.215%*  0.015 0.212%% 0.033 0.349%++ 0.2+
experience in line management
12.% of executives with . - . s s
experience / qualifications in -0.119 0.307 0.249 -0.141 0.392 262
high-tech-based industries
13.% of executives with

-0.023 0.135 0.133* -0.146* 0.277***  0.068

experience / qualifications in
engineering

Significance level: * < 0.10, ** < 0.05, ** < 0.Q®*** < 0.001 (2-sided)

Spearman correlation coefficients



TABLES

L ogisticsregression of internationalisation by VC firm characteristics (N=125)

Independent variables Coefficients  Standard error Significance
General human capital

Log (number of investment executives 2.826 0.834 rkk

% doctorate degree 0.001 0.011

% experience in the VC/PE industry -0.015 0.008 *

% experience / qualifications in law 0.015 0.014

% experience / qualifications in finance and actiogn -0.013 0.009

% experience / qualifications in consulting / stopt 0.017 0.011

% experience in M&A -0.002 0.009

Specific human capital
% previous international work experience 0.018 0.009 ke

Control variables

Constant -1.250 1.271

Log (age) -0.961 0.809

% undergraduate degree 0.002 0.009

% experience in line management 0.004 0.009

% experience / qualifications in high-tech-basatistries 0.001 0.008

% experience / qualifications in engineering -0.025 0.012 ki
N 125

Nagelkerke R? 0.348

Percentage correctly predicted 68.8

Significance level: * < 0.10, ** < 0.05, ** < 0.Q®*** < 0.001
Dependent variable is 1 if the VC firm is interwaidl and 0 if the VC firm is domestic.



