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I 

 

Abstract  

 The Study discusses the development of the venture capital (VC) industry in China, 

from its fundraising, investment to post investment, and comparisons on a global scale. We 

also analyzed the relationship between the innovative industries and economic growth, and 

discussed the VC’s exit route and stock market in China. The growth of China’s VC industry 

is still promising but there are still some challenges that it has to overcome. Furthermore, the 

VC development in China also implies the growth potential of the Chinese stock markets, 

and suggests that Taiwan should act as an active role and take advantage of its geographical 

position, strong relationship and regional stability with China to participate in the possible 

collaboration of the stock markets in the Asia-Pacific region.  

 

Keyword: Venture Capital, Chinese Stock Market, Innovation, SME Board, Stock Market 

Collaboration. 
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Chapter 1 Introduction 

 

1.1 Research Background and Motivation  

The study endeavors to explore the development of the China’s venture capital (VC) 

industry and its post investment decision, and therefore to try to positioning its major exit 

markets which includes the western stock markets and the greater Chinese stock markets.  

In this study, VC is defined narrowly as the early stages of equity investment as opposed 

to latter stage mezzanine, turnaround and buyout investments typically associated with 

private equity investment in the West. 

Venture capital is further distinguished from traditional investment forms by its 

concurrent provision of business and managerial advice to the borrower. High levels of risk 

are present in venture capital products or services, with the expectation of large returns.  

China represents the fastest growing economy in the world. As an investment class, 

venture capital and private equity (PE) have had an impact on the economic growth process 

that is significantly greater than the actual proportion of funds invested by the asset class 

(Koh and Koh, 2002). 

The roaring of China economy provides a solid fundamental for the development of VC 

industry. In 2009, China took place of Germany to be the largest export country; and its gross 

domestic product surpassed Japan in first-half of 2010 and became the second largest 

economy. China is only behind the U.S. in term of economy power.  

It therefore induces the interests of the global capital to flow in and enjoy the significant 

growth. According to the State Administration of Foreign Exchange (SAFE), the China’s 

record high foreign surplus was 3.2 trillion US dollars in the third quarter of 2011. The 
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accumulated surplus under the capital and financial accounts raised by US$ 720 billion from 

2005 to the first half of 2011 compare to the US$ 1,899 billion in the current account. 

In 2010, record numbers of Chinese IPOs (initial public offering) listed in Hong Kong 

and the U.S., producing two of the five largest IPOs of all time. Due in part to the surge in 

Chinese activity, the global IPO market nearly matched the previous peak of 2007. The 

Chinese enterprises therefore have become the most aggressive group to raise money. It does 

not only benefit from the economy rising in China, but also from the consumer force in the 

domestic market. The Chinese IPO market is therefore expected to attract the most eyespot of 

the institutional investors such as venture capital and private equity fund.  

1.2 Research Purposes 

The rising of China is mainly from its economic force, such as the title of “the factory of 

the world” or gradually replaced by “the market of the world”. Undoubtedly, the investment 

opportunities are everywhere in the animated economy.  

Moreover, VC companies are both a crucial participant of the emerging economy and a 

main investor in the listed security market. In the study, we hope to accomplish a number of 

objectives: 

Firstly, we plan to conduct an overview of the VC industry in China. Secondly, we 

therefore have the intention to study the development of the VC industry in China, and 

engage to analyze the economic impact caused by VC. Thirdly, we are interested in the 

innovation and VC as well and therefore will discuss on the developments and experiences in 

Silicon Valley and Taiwan. It is expected to analyze and evaluate the innovation leads by the 

VC in China. Furthermore, the development of the VC industry is mainly determined by the 

prosperity of IPO stock markets. The more active IPO stock market causes the more 
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prosperous development of the VC industry. We therefore plan to study the withdrawal 

mechanisms of the VC. 

1.3 Methodology 

The study is going to be conducted by the top-down method. From the global aspect to 

China aspect, then focus on the relationship between VC and economic growth, and VC and 

the stock markets, respectively. It is expected to make some comparison among the stock 

markets for analyze the strength and weakness of the market while considering the post 

investment of the VC. The procedure is going to be as follow: 

 

 

Figure 1-1: Research Framework 
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Chapter 2 The Global Venture Capital Industry 

The study is going to be started by the global development of the VC industry, such as 

the development in the U.S., Europe, and East Asia which including Taiwan. Accordingly, it 

is expected to discuss about the functional role plays by the VC and its exit mechanism. It 

therefore provides a comprehensive view on the VC industry, then project the eyespot to the 

market. 

2.1 The Role of Venture Capital  

 Liles (1974) presented a broad spectrum of definitions of VC investment: 

 Investment in any high-risk financial venture; 

 Investment in unproven ideas, products, or set-up situation; i.e. the provision of what 

is called “seed capital”; 

 Investment in going concerns that are unable to raise funds from conventional public 

or commercial sources; and 

 Investment in large and – in some cases- controlling interests in publicly traded 

companies where there is a considerable degree of uncertainty. 

The concept is as shown in Figure 2-2. In addition, Liles also describes a dialectical 

phenomenon: “Interestingly enough, seed capital situations are considered by some 

individuals or firms as too risky to be described as suitable for venture capital and by others 

as the only form of a “pure” venture capital investment opportunity.”   

Venture capital funds raise capital to invest in new business projects. These funds act as 

agents between the entrepreneurs who face search costs in location funding, and uninformed 

institutional and individual investors. Venture capitalists, unlike many other equity market 

participants, take active roles within their portfolio firms. In addition to the deal’s origination, 

screening, evaluation, and structuring, they are responsible for monitoring the venture’s 



 

 
5 

 

post-investment activities on behalf of the investors in their managed funds. A venture 

capitalist often takes some form of a non executive managerial position within the portfolio 

company. From Figure 2-1, V C belongs to the type of private equity fund. 

 

Source: Liles (1974). 

Figure 2-1: The Category of Private Fund 

 

Source: Schmeisser (2000). 

Figure 2-2: Venture Capital Investment Stages 
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McNaughton (1990) designed and administered a survey that collected information on 

these key variables from Canadian firms that had received venture capital funding between 

1980 and 1987. The results showed that venture capitalists invest in the elite of small and 

medium sized companies. These firms have above average rates of revenue growth, and 

strong financial positions. They commit large amount of capital to R&D activity, and are 

highly export new employment opportunities. 

Pfirrmann et al. (1997) stated that VC companies do not only provide capital, but also 

management support. Engel and Keilbach (2007) found that companies receiving venture 

capital had more patents at the time of funding than the average start-up. In Taiwan, an 

empirical study also indicated the information disclosures are significantly positively 

correlative to investments of the VC, their shareholding rate and number of VC (Sheu and 

Lin, 2006). It is because the VCs have the ability to ask the invested companies to disclose 

more relative information, strengthen information transparency, and minimize the possibility 

of concealment of information by insiders. 

In general, there are three major functions of the VC,  

 Enterprises Growth  

For the investee, VC combines the provision of finance with active support, governance 

and mentoring of the startup companies. Entrepreneurs turn to VC it finance the development 

of new ideas and technologies and at the same time gain access to professional management 

skills and strategic support of experienced venture capitalists.  

The link between the superior performance of venture-backed firms and changes to 

existing economic structures is identified by Florida and Kenney (1988). They suggest that 

venture capitalists affect economic development is the primary focus of entrepreneurial 

economics. This perspective is important to those hoping to link venture capital investment 

with economic growth. Thus, it is clear that the venture capitalists are generally involved in 
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firms that have rapid rates of growth, and maximizing the economic benefit of their 

investment.  

Results from the venture capital industry seem to suggest that venture-backed firms 

outperform non-venture-backed firms in terms of job creation and revenue growth. Revenue 

growth was 5.3% for venture-capital backed firms compared to 3.5% total revenue growth 

over the period (NVCA, 2009). Similarly, the European Venture Capital Association (EVCA) 

reports that private equity and venture capital-financed companies created over 1 million new 

jobs in Europe from 2000 to 2004, with employment growing at an average rate of 5.4% 

annually, compared to a 0.7% growth rate in total employment in the EU25. About jobs 

creation, for example, in the United States, employment growth in venture-backed companies 

increased by 1.6% from 2006 to 2008 while total U.S. private-sector growth was only 0.2%, 

according to the National Venture Capital Association (NVCA). 

 Innovation 

VC does not only play an important role in economic growth but also innovation. Jain 

and Kini (1995) found that firms financed by venture capital grew faster than in both scale 

and employment. Hasan and Wang (2006) have also found positive correlations between 

regional per capita and GDP growth though those correlations may reflect an attraction of 

VC to high-growth region. Samila and Sorenson (2011) further found that an expand supply 

of VC raises employment and aggregate income in a region, the results are quiet consistent 

with the notion that an expansion in financial intermediation improves the allocation of 

capital and therefore can stimulate growth (Greenwood and Boyan, 1990).  

In 2010, venture capital backed companies had revenues corresponding to 21% of U.S. 

GDP and their headcount made up 11% of private sector jobs. Given that venture investment 

is less than 0.2% of GDP that shows the power of these growing businesses. Figure 2-2 

shows their ranking ahead of all of the G7 countries except the U.S. and Japan in patents per 
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capital. 

 

Source: Trajtenberg (1999). 

Figure 2-2: Patents Per Capita for Taiwan, the NICs, and Israel－1970~1997 

 Cooperate Governance 

Cooperate governance is one of benefit that VC is able to bring in. Hochberg (2011) 

suggest that the effects of venture capital backing can be significant even at the time of 

transition to dispersed public ownership, and, to the extent that governance is path-dependent, 

for some period following the IPO. His findings are consistent with pre-IPO venture capital 

backing having an effect on the governance and monitoring of the entrepreneurial firm at the 

time of transition to the public markets.  

2.2 Overview of the Global VC Market 

Worldwide, the U. S. is not only managing the largest portion of the global VC capital, 

but also the largest investor of the VC industry. In 2011, the U. S. venture capitalists manage 

the capital of US$ 196.9 billion and keep on playing the largest investor, according to NVCA. 

The European VC and PE firms hold a staggering US$138 billion of “dry powder” and are 
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seeking opportunities before their investment periods end.1 In 2010, the VC capital under 

management in China was closed to RMB (Renminbi) 240.66 billion, according to the 

Development Report of China VC Investment 2011. The VC scale in China is still behind the 

U. S. and Europe. 

However, China attracts the significant amount of money for the rising market in the 

recent five years. As shown in Table 2-1, in 2007, the VC fund raised in China was nearly 

one-sixth of the capital raised in U. S., by contrast, the amount continuously grows by more 

than four-times at the end of 2011. The Chinese VC market is growing rapidly. In 2011, 

China saw 382 new VC funds raise a record US$ 28.2 billion for investments into Chinese 

VC-backed companies.2  

Table 2-1: The Global Venture Capital Fund Raised by Region—2007~2011 

Region 
Currency 

(million) 
2007 2008 2009 2010 2011 

U. S. US$ 30,653 25,383 16,410 13,782 18,705 

Europe EURO  8,416 6,231 3,486 3,169 4,854 

China US$ 5,485 7,310 5,856 11,169 28,200 

Source: Compiled from EVCA (2012), EVCA Yearbook 2012; NVCA (2012), NVCA Yearbook 2012; and  

CVCRI (2012) , China Venture Capital & Private Equity Rising Report 2011. 

While the U. S. VC still dominates, Asia is starting to surpass Greater Europe. The VC 

hotbeds around the world have seen some major shifts in recent years. Most notably, China 

and India are beginning to challenge Europe and Israel in investment amounts, respectively. 

In the past five years, China’s VC investment amount surged dramatically, from US$ 3.2 

billion in 2007 to US$ 11.7 billion in 2011, in contrast, Europe’s number of investments is 

                                                        
1 See ERNST & YOUNG (2012), Globalizing Venture Capital Insights and Trends Report 2011. 
2 See Zero2IPO (2012), China Venture Capital & Private Equity Rising Report 2011. Zero2IPO is a leading 
integrated service provider in the China venture capital and private equity industry. 
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still in steady decline (Table 2-2). Furthermore, due to Europe’s sovereign debt crisis and its 

muted medium-term growth potential, Europe’s VC industry has lost some of its robustness. 

Table 2-2: The Global Venture Capital Investment by Geography—2007~2011 

Region 
Currency 

(million) 
2007 2008 2009 2010 2011 

U. S. US$ 30,921 30,583 19,767 23,273 28,675 

Europe EURO 6,193 6,849 4,125 3,932 3,896 

China US$ 3,247 4,210 2,701 5,387 11,725 

Israel US$ 1,900 2,100 800 1,800 1,600 

India US$ 900 1,700 800 1,100 1,500 

Source: Same as Table 2-1. 

Due to China has a huge internal consumer market, the VC’s spotlight focuses more on 

the retailer market and e-commerce sectors. In 2011, the internet and telecommunication 

industry won nearly RMB 3.8 billion investment by the VC. Compare to the 30% of 

investment amount on the Agriculture and Life sciences in the West, the investment 

opportunity on Medical and Biotechnology is still rare in China (Table 2-3).  

Compare to the West, China’s VC has relatively short time to exit. The more mature U. 

S. VC markets consistently invest a considerable amount in companies in the earlier “product 

development” stage (pre-revenue). In contrast, China generally prefer later-stage companies, 

and has a unique pattern of pouring only 15% below of its invested capital into the early 

stage, that’s why the Chinese VC has lower than 3 year of exit time in the recent three years 

(Table 2-4).  

For the post investment, it benefits from the Chinese economy rising, the IPO by the 

Chinese enterprises is growing tremendously (Table 2-5). Therefore, the Chinese enterprises 
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backed by VC have become the anchor targets on the global stock market. The Chinese 

enterprises now are playing the most important role on the IPO market, even in 2009 after the 

2008 financial tsunami.  

Table 2-3: Venture Capital Investments by Industry Sector—2011 
Unit: % 

  U. S. Europe China 

Agriculture & Life sciences 28 31 7 

Business & Industrial  40 24 49 

Computer & Consumer Electronics 4 18 5 

Real estate & Construction 4 1 2 

Consumer Goods & Retail 4 8 10 

Energy & Environment 10 11 10 

Financial Service 1 3 1 

Others 8 4 15 

Source: Same as Table 2-1. 

Table 2-4: Time to Exit by Region—2003~2011 
Unit: Year 

  2003 2004 2005 2006 2007 2008 2009 2010 2011 

U. S. 5.7 5.6 5.6 6.2 6.8 8.7 7.9 8.1 6.4 

Europe 3.4 4.1 5.5 5.8 6.3 8.3 - 3.8 8.9 

China - 3.2 2.0 5.0 1.7 6.2 2.3 2.6 2.5 

Source: Same as Table 2-1. 

In addition, the venture capital industry is experiencing a global shift, ranging from 

global fund-raising and cross-border investment, to exits on foreign stock exchanges or by 
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foreign acquirer, to VC firms opening offices overseas and helping their portfolio companies, 

access markets in new regions. 

Table 2-5: The Comparison of Venture-Backed IPOs—2007~2011 

  U. S. Europe China 

Year 
Numbers of 

IPOs 

Offer Amount  

(US$ million) 

Numbers of  

IPOs 

Offer Amount 

(EURO million) 

Numbers of  

IPOs 

Offer Amount 

(US$ million) 

2007 86 10,326 127 732 94 31,524 

2008 6 470 54 171 35 34,054 

2009 12 1,642 70 324 77 3,419 

2010 75 7,607 96 261 221 15,624 

2011 53 9,922 72 344 170 39,512 

Source: Same as Table 2-1. 

2.3 The Western VC Development  

2.3.1 The VC Development in the United States 

Even the U. S. still dominants the largest pool the venture capital. The VC industry in 

the U. S. continues to contract from the circa 2000 bubble high. The increase in capital was 

due to 2011 fundraising being stronger than it was eight years prior to 2003. Total capital 

total is well below US$ 220.3 billion in the bubble peak. The activity level of the U. S. 

venture capital industry is around half what it was at the 2000-era peak. For example, in 2000 

more than 1,000 firms invested US$ 5 million or more during the year. In 2011, the amount 

was roughly half that (Figure 2-3). 

Historically, the first VC was born in the U. S. can be traced the beginnings of the U. S. 

VC industry to the 1920s-1930s, when wealthy families and individuals directly provided 

large sums of start-up money for companies such as Eastern Airlines and Xerox. The first 



 

 
13 

 

organized venture capital firm was not founded until 1946, when Ralph E. Flanders, the 

president of the Federal Reserve Bank of Boston, and General Georges Doriot, a professor at 

the Harvard Business School, established American Research and Development (ARD) for 

the specific purpose of providing risk capital for new ventures. In 1957, the firm invested 

US$ 70,000 in exchange for 77% of common stock in a new company formed by four M.I.T 

graduate students. By 1971, the investment had grown to comprise US$ 355 million in 

common stock in Digital Equipment Corporation (DEC). DEC was acquired in June 1998 by 

Compaq in US$ 9.6 billion eventually (Bygrave and Timmons, 1992). 

 
Source: NVCA (2012), NVCA Yearbook 2012. 

Figure 2-3: The U. S. Venture Capital Scale—1985~2011 

While VC comprises a relatively small percentage of capital market activities in the U. 

S., it provides an important source of funding for small businesses and offers the potential for 

high returns for investors. The industry has been responsible for helping to establish 
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numerous successful enterprises. Among them are Apple, Intel, Federal Express, Microsoft, 

and Lotus Development.  

The venture capital industry’s growth in the U. S. was hampered by the recession set off 

by oil crises of the seventies. Venture capitalist, entrepreneurs, and government jointed in a 

combined effort to help revive the industry, started from 1978 to 1982. A more favorable 

environment for venture capital market was created by legislation (Table 2-6).  

 The Glass-Steagall Act was passed in 1933 to separate the activities of commercial and 

investment banking. Named after Senator Carter Glass and Congressman Henry Steagall, the 

act was a response to commercial banks' stock market speculation, which was widely seen as 

contributing to the Wall Street Crash of 1929. Banks were using depositors’ money to take a 

punt on stock markets as well as reselling shares back to their retail customers. The act 

forced banks to specialize in commercial or investment banking. 

The Banking Act in 1980 allowed the commercial banks to expand into securities 

transactions, and commercial banks therefore became the formidable players in investment 

banking with their substantial asset base. Many bankers saw it as draconian response and 

campaigned against it for years on the basis that diversification helped spread risks. The 

Financial Services Modernization Act (also called the Gramm-Leach-Bliley Act) of 1999 

repealed part of the Glass-Steagall Act. It allowed commercial and investment banks to 

consolidate. 

The Banking Act in 1980 allowed the commercial banks to expand into securities 

transactions, and commercial banks therefore became the formidable players in investment 

banking with their substantial asset base. Many bankers saw it as draconian response and 

campaigned against it for years on the basis that diversification helped spread risks. The 

Financial Services Modernization Act (also called the Gramm-Leach-Bliley Act) of 1999 

repealed part of the Glass-Steagall Act. It allowed commercial and investment banks to 
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consolidate, the so-called “financial super market” to be able to provide a comprehensive 

service to the clients. 

Table 2-6: The Legalization of the VC in U. S. 

Year Act Content 

1933 Glass-Steagall Act  To separate the activities of commercial and investment banking 

1978 Revenue Act Capital gain tax rate was cut from 49.5% to 28% 

1978 ERISA “Prudent Man” Rule To allow pension fund to invest in VC and other higher risk 

investment as a key source of new finance  

1980 Small Business Investment Act  To reduce the reporting requirements for VC firms by 

redefining as business development companies as opposed to 

investment advisers 

1980 ERISA “Safe Harbour” 

Regulation 

To reduce the risk exposure of venture capitalist by legally 

defining pension fund as limited partners 

1980 Banking Act To break down the distinction between commercial and 

investment banking 

1981 Economic Recovery Tax Act Capital gain tax rate was cut again to 20% 

1999 Financial Services 

Modernization Act 

To open up competition among banks, securities companies and 

insurance companies by allowing commercial and investment 

banks to consolidate 

Source: Compiled from Pfirrmann et al. (1997) and Media News by Author. 

However, after the financial tsunami in 2008, the top five investment banking in U. S. 

have been either sold to the commercial banks or transformed to Pure-Play/Non-Deposit 

Taking Investments banks. It means that the investment banks have to be monitored more 

strictly than before by the authorities (Table 2-7). 
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Table 2-7: The Transformation of the Top 5 U. S. Investment Banks after 2008 

Year/Month/Date Company  Consequence 

2008/3/16 Bear Stearns Acquired by J. P. Morgan 

2008/9/14 Lehman Brothers bankruptcy 

2008/9/16 U.S operations Acquired by Barclays 

2008/9/22 European and Asian operations Acquired by Nomura 

2008/9/14 Merrill Lynch Acquired by Bank of America 

2008/9/21 Goldman Sachs Converted to Bank Holding 

Company Morgan Stanley 

Source: Compiled from Media News by Author. 

2.3.2 The Model of Silicon Valley  

 From Table 2-8, VC investment in the U. S. has high exposure in the seed and early 

stage historically. It does not differentiate the U. S. VC from the VC in Europe, but also 

provides the fundamental of the model of Silicon Valley in success. Silicon Valley is 

generally viewed as a habitat for innovation and entrepreneurship (Koh and Koh, 2002).  

Table 2-8: The U. S. VC Investment by Stage—1985~2010 
Unit: % 

  1985 1990 1995 2000 2005 2010 
Seed 19.01 14.60 15.35 2.91 4.22 7.56 
Early Stage 19.27 25.26 22.47 23.34 17.15 24.40 
Expansion 44.41 44.75 46.33 57.53 37.31 38.38 
Later Stage 17.31 15.40 15.85 16.22 41.32 29.66 
Source: Same as Figure 2-6. 

The importance of venture capital in the economic growth process is seen most clearly 

in the contribution of Silicon Valley to the U. S. economy. Silicon Valley is better seen as a 
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style or culture of conducting business and investing, with a product that happens to be 

technology. Silicon Valley can also be compared with entrepreneurial “clusters”.  

In Figure 2-8, it shows that Silicon Valley's percentage of patent registrations in the U. S. 

and in California continued to climb year over year. In the end of 2009, Silicon Valley 

contributed nearly 50% of the patent registrations in California, which was more than one 

tenth of the total registrations in the U. S.  

VC investment in Silicon Valley is consequently aggressive as well. The VC investment 

in 2010 reaching nearly US$ 5.9 billion , which accounted for 27 percent of the nation’s total 

VC investment and 53 percent of the state’s in 2010 (Table 2-9). In addition, according to a 

study by Barry et al. (1990), 30% of the market value of firms going public between 1978 

and 1987 had received venture capital financing. Furthermore, cleantech venture capital 

investment in Silicon Valley exceeded US$ 1.5 billion in 2010, up eleven percent from the 

prior year, accounting for 25 percent of the total investment. The Valley still plays a crucial 

role on the industrial fosters and innovation engine.  

Saxenian and Hsu (2001) noted that the impact that the transnational community that 

developed as a result of the Silicon Valley connection has accelerated the upgrading of 

Taiwan's technological infrastructure by transferring technical know-how and organizational 

models as well as by forging closer ties with Silicon Valley. This linkage with the Silicon 

Valley is one factor contributing to the attraction of China, Taiwan and India as destinations 

for venture capital investments. These countries are now benefiting from the flow of talent, 

expertise and funding from their countrymen who had previously left for Silicon Valley and 

other technology hubs in the U. S. 

The successes of Silicon Valley in fostering innovation and growth have prompted the 

other countries to announce plans to develop their own versions of Silicon Valleys, and 

support the development of venture capital industry. Such as Taiwan and Israel benefit from 



 

 
18 

 

close linkages with Silicon Valley in the United States, fostered by U. S. educated 

entrepreneurs and venture capitalists.  

 
Source: Joint Venture: Silicon Valley Network, Inc. (2012), index of SILLICON VALLEY 2011. 

Figure 2-5: Silicon Valley’s Percentage of U. S. and California Patents 

Table 2-9: The VC Investment Contributed by Silicon Valley 

Unit: % 

 2000 2005 2010 

Silicon Valley to California 54 58 53 

Silicon Valley to U. S. 22 27 27 

Source: Same as Figure 2-5. 

2.3.3 The VC Development in Europe  

Unlike the U. S., the European VC prefers to invest in late stage of the investment 

project. In general, a large and increasing proportion of capital in Europe has been invested 

in management buyouts and buyins and there has been invested in very little investment in 
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start-ups and early stage investments, especially in technology-based sectors. From Table 

2-10, it is clear that the European VC focuses more on the Buyout & Growth fund. 

 United Kingdom 

The United Kingdom (UK) has the most active VC investment in Europe. In Figure 2-6, 

it shows that UK still has the most active VC investment in Europe and accounting for thirty 

to forty percent of the total investment value, according to EVCA.  

Table 2-10: Fund Investment in Europe by Buyout & Growth / VC —2007~2011 

 Unit: EURO billion 

 2007 2008 2009 2010 2011 

Buyout & Growth 66.0 47.4 19.9 39.2 41.6 

VC 6.2 6.8 4.1 3.9 3.9 

Early Stage 0.2 0.3 0.1 0.1 0.2 

Later Stage 2.4 2.6 2.1 1.9 2.0 

Balanced 3.6 3.9 1.9 1.9 1.8 

Source: Same as Figure 2-3. 

Prior to the 1980s, the only sources of venture capital in UK were the small business 

finance arms of the cleaning banks, merchant banks which specialized in small business 

clients (notably the National Enterprise and Development Corporation and the National 

enterprise Board, subsequently merged and renamed the British Technology Group) and 

Investors in Industry (3i). The foundation of the institutional UK venture capital industry can 

be traced to the setting up of 3i, as the Industrial and Commercial Finance Corporation 

(ICFC), and 3i was by far the most important of these sources of small business finance.  

It had been established in 1945 by the Bank of England and the major clearing banks to 

provide long-term finance to growing firms. Only part of 3i’s activities can be considered as 

“pure” venture capital, investment is shares in small unquoted companies with the 
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expectation of capital gain. In the 1960s, the venture capital industry developed through the 

expanded activities of 3i and other private and public sector initiatives; there was general 

acceptance of the view that the small firm finance gap had effectively been closed.  

 
Source: ERNST & YOUNG (2012), Globalizing venture capital insights and trends report 2011. 

Figure 2-6: The Europe VC Investment by Country 

In the 1970s, this early development of the UK venture capital industry was not 

maintained as rising interest rates made high-risk investments less attractively, and the 

structure of the financial markets limited the opportunities for realizing venture capital 

investment (Meade, 1977). In 1980s, an enormous expansion occurred in the number of 

private venture capital funds. Prior to 1979 there were just over twenty venture capital funds 

with a total investment of 20 million British pounds. Some 10 years later there were over 150 

funds which invested over1 billion British pound sin the UK in 1988. In the 5 years to 1988 

approximately 3 billion British pounds has been invested by UK venture capitalists, 89 

percent in the UK homeland (Pratt, 1990). 
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 Germany 

The German venture capital market came into being in the 1960s as a result of an 

ongoing discussion on the part of the banks over private capital deficits and sinking private 

capital quotas for medium-sized companies and savings banks. This led to the creation of the 

first stock cooperation on this market to provide private capital or similar funds to 

medium-sized firms (i.e. firms with about 1,000 employees or an annual turnover of DM 100 

million) that were not in a position to go public.  

The second phase in the development of the German venture market began with a 

founding wave that occurred in the early seventies. Since 1970, the German Ministry of 

Economic Affairs, as the caretaker of European Recovery Program (ERP) special funds, has 

been offering refinancing funds at favorable interest rates as well as return guaranties for 

non-profit guarantee societies if they become involved in medium-sized firms. The expansion 

of the ERP program aimed at making it possible to use factors of economic promotion to 

prompt the funding of capital joint venture companies. This was intended to help secure 

existing medium-sized firms, as private societies did not use the ERP special funds offered to 

the extent anticipated.3  

The third phase in the development of the German venture capital market started in the 

early eighties. It came about as a result of information and discussions over what the 

successful American venture-capital model had to offer. In the case of private capital and 

management that were supporting young high-technology firms with a high growth potential, 

the successful examples of Apple of Genentech (including the figures for turnover, profit and 

participation effects of firms financed by venture capital) also triggered venture-capital 

euphoria in Germany. 
                                                        
3 The Federal Laender promoted the creation the Mittelständische Beteiligungsgesellschaften (MBG), i.e. 
investment companies that aimed to provide equity capital of SMEs, especially in the form of silent partnership. 
MBGs initiated business activities in all Federal Laender in the seventies and eighties. Up to date, most of the 
MBGs had already either limited or even terminated their investment participation in the second half of the 
seventies. 
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1983 was the year in which the German venture capital scene was born, when associated 

companies such as “International Venture Capital Partners” and “Techno Venture 

Management” were created by banks and industrial firms following the U. S. model. Foreign 

venture capital firms also appeared on the German market in the second half of the eighties. 

This phase may be considered as the rapid development phase of the German venture capital 

market also got under way. Starting around 1964, this continued of twenty years, as 

subsequent calculations were to show, resulting in a portfolio of up to 1 billion DM. Four 

years later this figure had reached 2 billion DM and rose to more than 5.3 billion DM in 1994. 

From 1983 to 1994 the market volume increased by a factor of seven; a factor which includes 

the number of partnerships (Pifirrmann et al., 1997).  

From Figure 2-7, the UK, France and German are the top three VC investors in Europe, 

their VC investment to GDP is higher than the average ratio of total Europe. 

 

Source: EVCA (2012), EVCA Yearbook 2012. 

Figure 2-7: VC Investment Contributed to European GDP－2011 
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2.4 The Eastern VC Development  

 In fact, Taiwan along with Israel, have tight relationship with the Silicon Valley. 

Therefore, the VC in these two countries has developed the particularly innovation-driven 

force such as the Silicon Valley model (Saxenian and Hsu, 2001).  

2.4.1 The VC Development in Taiwan  

The Taiwanese venture capital industry remains the most dynamic in Asia and has 

forged very strong relationships with Silicon Valley. In addition, the Hsinchu Technology 

Park has had considerable success in the creation of technology startups, and is the 

demonstration of domestic industry development (Koh and Wong, 2005). Saxenian and Hsu 

(2001) also stated that Silicon Valley and Hsinchu might be viewed as industrial clusters, in 

which competition and vertical cooperation among local firms account for rising 

productivities, innovation and new firm formation. The development of an international 

technical community has also transformed the relationship between the Sillicon Valley and 

Hsinchu economies. The community of U. S.-educated Taiwanese engineers has coordinated 

a decentralized process of reciprocal industrial upgrading by transferring capital, skill and 

know-how to Taiwan, and by facilitating collaborations between specialist producers in the 

two regions. The cross-Pacific collaboration extends the localized processes of innovative 

upgrading through experimentation and recombination that occur within each region. 

There was also strong government support for the Taiwanese venture capital industry 

through the provision of tax incentives. In 1983, tax incentives were given to individuals 

willing to invest in professional venture capital firms. Up to 20 percent tax deduction for 

Taiwanese individuals were given provided they maintained their venture capital investment 

for at least two years.  Besides the investment in venture capital funds, the Taiwanese 

government also initiated the development of the Hsinchu Science District in 1980, with the 
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objective of attracting Taiwanese technologists and entrepreneurs located in the Silicon 

Valley to return to Taiwan. 

The venture capital industry in Taiwan has facilitated the rapid developments of 

high-tech industries in Taiwan. Since its introduction in 1984, venture capital industry in 

Taiwan had raised over 170 billion NTD (new Taiwan dollar) for more than 12,000 venture 

targets. The capital indirectly brought in through venture capital in Taiwan had accumulated 

to 2.4 trillion NTD, equivalent to 19% of Taiwan’s GDP of 2007. At the end of 2007, nearly 

one out of two high tech listed companies in Taiwan had obtained venture capital investment. 

Thus it is clear that the venture capital industry had made great contributions to the 

early-stage and newly risen high- tech sector and Taiwan’s economic growth as well (Chou, 

2009). In 1998, 109 of the 272 companies established in the Hsinchu district were founded 

by Taiwanese entrepreneurs who have had managerial, business and entrepreneurial 

experience in the U. S. (Lee and Yang, 2000). In Figure 2-8, it is easily to tell the significant 

contribution that Hisnchu Science Park made to the GDP of Taiwan. Even the sales to GDP 

ratio seems declined from 9.55% in 2004 to 7.53% in 2011, however, the ratio keeps growing 

to 13.9% if Central and Southern Taiwan Science Parks were included.  

Throughout the late 1980s and 1990s, Taiwan’s VC industry supported the process 

innovation based development projects of the island. The VC industry’s relationship with 

innovation is a systemic one. By the 1990s, venture capital had become a key component of 

Taiwan’s innovation system. There were rapid technology based developments, but they 

were based on process innovation, not new-product innovation. The difference may seem 

subtle, but in reality the dominance of process innovation has set the tone for Taiwanese 

economic development and venture capital activity through to the present. Accordingly, to be 

successful the enterprises had to quickly adopt existing technologies into an efficient and 
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cheap product design timed to the market that met the needs of their customers and the 

requirements of their manufacturers. 

 
Source: Hisnchu Sicence Park (2012), Yearbook 2012. 

Figure 2-8: Sales of Hisnchu Science Park and GDP in Taiwan—1991~2011 

The traditional Taiwanese VC investment mindset was tuned to turn a profit on these 

types of opportunities that required little value-added services, had shorter development 

times and lacked technology risk. The most valuable service VCs often provided was 

contacts to help portfolio companies quickly integrate into the supply chain. However, the 

process innovation-driven industries (such as IC and equipment manufacturing) have 

matured or moved away and are producing fewer investment opportunities for VCs. 

Taiwan’s general investment environment has also been harsh (Badino et al., 2006). 

According to the Taiwan Venture Capital Association (TVCA), the VC activities in 

Taiwan were aggressively before 2001 (Figure 2-8). It was not only due to the model of 

process innovation getting matured, but also the 2000 internet bubble burst. During the 

bubble, Taiwanese VCs poured a lot of capital into overseas markets, specifically the U. S. 

This frenzy reached a high in 2001 when over 46% of its VCs’ cumulative investments were 
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overseas. When the bubble burst, the VCs were hit hard, especially in the U. S. The 

Taiwanese VC community’s reaction to this event was a large-scale pull out of the U. S. 

market. The ratio of early stage investments to total investments dipped from a high of 

almost 46% in 2001 to 9.3% in 2009. 

 

Source: TVCA (2011), TVCA Yearbook 2010. 

Figure 2-9: VC-Investment in Taiwan by Stage—1997~2011 

2.4.2 The VC Development in Israel 
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In Israel, the government also plays an important role in encouraging the growth of 

venture capital. In 1991, there was only one venture capital fund, it was Athena Venture 

Partners Fund with size of US$ 29 million. Since 1995, the Israeli venture capital industry 

has raised and managed more than US$ 11 billion, and over 120 Israeli companies, mostly 

venture-backed, have been listed on NASDAQ(National Association of Securities Dealers 

Automated Quotations) with a combined market capitalization exceeding US$ 42 billion 

(Hasson, 2005). The Israeli government has also been generous in its fiscal incentives to 

start-ups and to foreign investment. Generous tax incentives and grants were offered to 

attract U. S. technology companies to locate R&D operations in Israel.4  

 Avnimelech (2008) states that Israeli government’s entrepreneurial innovation and 

technology policy (EITP) is triggering a VC industry. The promotion by the Israeli 

government promote of the start-ups seems to be crucial to the creation of a high-tech cluster 

and in sustaining it high impact and growth (Figure 2-10).  

 

Source: Avnimelech (2008). 

Figure 2-10: Israel’s EITP Profile: Policies and Impacts 
                                                        
4 Such a strategy was necessary in the early years of Israel’s venture capital industry. The strategy has worked; 
at present, many of the world's leading companies, including Cisco. Intel, Motorola, Sony and Volvo, have 
significant operating and R&D presence in Israel (Koh and Wong, 2005). 
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In 2010, Israeli VC funds were not able to attract new capital during the year. Capital 

raising trends in Israel tend to be in line with trends in the U. S., where a 50% reduction was 

seen from 2009 levels (Figure 2-11). Also, the VC investment correlation between Israel and 

the U. S. is significant. 

Israeli entrepreneurs have a proven technological track record in network security and 

data communications, and the top-tier venture capital firms in Israel have been able to 

generate returns comparable to those found in Silicon Valley.  

However, on the other hand, the Israeli VC was associated with the transformation of 

Israeli’s high-tech industry-from a military-dominated industry toward a start-up-intensive 

high-tech cluster. This case probably represented the most successful instance of diffusion of 

the Silicon Valley model of VC and star-up-intensive high-tech cluster beyond North 

America (Avnimelech, 2008).  

In addition, some scholars claim that Israel, in select niches, has successfully completed 

new-product innovation projects and launched their products in large foreign markets, 

primarily the U. S. Product innovation based investment opportunities, with their technology 

risk, long R&D stages, greater service demands and historically poor performance in 

Taiwan’s environment have been unappealing to Taiwanese VCs who also lack experience in 

managing these investments effectively. The cost of this seemingly endless cycle is an 

innovation system with underdeveloped new-product innovation capabilities and players 

from government to industry to the VC community that are reluctant or unwilling to take the 

initiative necessary to develop and support these capabilities (Badino et al, 2006).  

To be briefing, in Israel and Taiwan, there is a stronger entrepreneurship culture. 

Moreover, R&D intensity is much higher, and there are stronger linkages with other 

technological hotspots such as Silicon Valley.  
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Source: NVCA(2012) and IVC Research Center. 

Figure 2-11: Comparison of Israeli and American VC Fund Raised—2002~2011 

2.4.3 The VC Development in Japan and Singapore 

In Asia (Taiwan and Israel excluded), the major countries are reluctant to invest the 

start-ups and early stage, as well as the European VC. Therefore, Bruton et al. (2003) called 

the venture capital in East Asia as private equity financing. In the West, venture capitalists 

are engaged in early stage investments.  

 Japan 

Japan was used to be the largest VC market in East Asia, however, it depressed 

dramatically. The investment made in 2009 fell by about 40% annually to Japanese Yen 37.8 

billion (US$ 417 million), an even more marked sharp drop compared with 2007, when VCs 

invested about Japanese Yen 193 billion (US$ 2.1 billion), according to the Japan Venture 

Capital Association (JVCA).5  

                                                        
5 The amount was much lower than the US$ 2.7 billion investment in China VC. In addition, the venture capital 
over 472 deals from one year ago, Activities of venture capitalists have ebbed since their portfolio companies 
have been affected by the onset of the economic downturn, giving no option for investors to exit while they 
struggle with fundraising. As for new fund formation, only three venture funds raised 2.4 billion Japanese yen 
(US$ 26.5 million) in 2009, compare with nearly US$ 5.9 billion raised in China within the period. 
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In the1970’s, Japanese main financial institutions formed their risk averse subsidiaries. 

Furthermore, hot markets in the1980s stimulated Japanese attention and accelerated forming 

new venture capital companies (Kirkulak, 2004). Basically, Japanese venture capital industry 

is one of the most established venture capital industries in the world. It started its venture 

capital industry about 30 years ago. To date, it still has many of the world’s largest private 

equity groups attached to NTT, Softbank and Honda. In Japan, it was the first VC boom from 

1970 to 1973. In 1971, some members of Kyoto Economic Council visited Boston. After 

their coming back, they tried to set up the first Venture Capital Firm in Kyoto. So, the first 

VC firm named Kyoto Enterprise Development (KED) was set up in Kyoto in 1972. Between 

1972 and 1974, eight private VC firms (VCFs) were formed by major banks and security 

firms (four were formed by banks and four were formed by security firms). The large part of 

the Japanese VC pool is controlled by firms associated with securities companies.  

In 1983 the Japanese government deregulated the over-the-counter (OTC) market act. 

This action made it easier for VCFs to make investments for new ventures managed toward 

IPO. So Japan stimulated a second VC boom. From 1980 to 1985, 68 VCFs were founded 

(Liang, 2008). However, the VC boom declined as a result of the recession caused by the rise 

of the yen in 1986 and 1987 after the Plaza Accord.  

Traditionally Japanese venture capitalists invest in the later stage of a firm’s growth. 

They rarely invest in new business. It is due to the major Japanese financial institution 

formed VC subsidiaries.6 

Furthermore, regulations and government policies force Japanese VCs take small stakes 

in a large number of firms; limiting the potential for true venture type businesses. The 

regulations restrict venture capitalists to take risky positions. Therefore, the holdings of 

venture capitalists in portfolio firms are relatively low.  

                                                        
6 Accordingly, few Japanese VCFs are capable of finding entrepreneurs and investing in new companies. For 
Japanese VC’s exit route, the main exit strategy for VC remains the IPO. 
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 Singapore 

Recognizing the importance of VC in the growth process, the Singapore government has 

assiduously supported the development of the VC firms. Besides implementing regulatory 

and fiscal changes to attract top-tier international VC firms to establish a regional base in 

Singapore, the Government has also funded a number of new local and foreign VC funds 

based in Singapore. As Singapore restructures its economy in the midst of the current global 

economic downturn, VC will continue to play an important role in fostering entrepreneurship 

and economic growth. The Singapore government plays a key role in the development of the 

VC industry. First, there are several incentive schemes offered by the Singapore government 

to attract venture capital firms to locate in Singapore. These schemes include the Pioneer 

Service Incentive (Income Tax (Section 13H)) for new venture fund, the Venture Capital 

Incentive (section 97 of the Economic Expansion Incentives Act) for corporate investors, as 

well as subsidies for training of venture capital professionals (Koh and Koh, 2002). 

 Besides providing tax incentives to operate in Singapore, the government is a significant 

institutional investor in new venture capital funds. About 30% of the venture capital present 

in Singapore had its origins in government funding.  

In Singapore, one of the first venture capital fund set up in Singapore was South East 

Asia Venture Investment (“SEAVI”) in 1983, with participation from the U.S venture capital 

firm Advent International. The first public investment in venture capital fund was in 1986 by 

the Economic Development Board of Singapore (EDB). Government agencies that have 

invested in venture capital as passive investors include Temasek Holdings,7 Government of 

Singapore Investment Corporation (GIC) and the Infocomm Development Authority (iDA). 

                                                        
7 Temasek Holdings is not a pure venture capital firm. According to the Temasek Review 2011, Temasek is an 
investment company and managed SUS dollar193 billion in portfolio at 31 March 2011. Its top five investments 
are mainly listed companies such as Bank of China, China Construction Bank, Standard Chartered PLC, 
Singapore Telecommunications Limited and Li & Fung Limited. Furthermore, the portfolio value in 2003 was 
SUS dollar 90 billion, compare to the VC capital under management in Singapore was 10.72 billion US dollars 
in the period.   
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Several government agencies, such as the EDB have also taken an active role to set up 

technology and biotechnology venture capital funds and directly managed them. 

 As in other parts of Asia, venture capital firms in Singapore focus more on late-stage 

expansion financing and investment in mature companies, rather than early-stage financing in 

startups. Very few venture capital funds invested in start-ups unless there are significant 

compensatory government incentives to do so (Koh and Wong, 2005). Meanwhile, 

Singapore’s venture capital industry is much less domestically invested.8  

Due to the availability of various tax incentive schemes, Singapore attracted many 

foreign venture capital firms to use it as their regional base for investment in the 

Asian-Pacific region. Singapore's efficient legal, financial and urban infrastructure has 

always been a draw in encouraging multinational companies to establish their regional 

headquarters facilities in the country. They have invested in opportunities in China, India, 

Middle East, Japan, United States and Europe (Koh and Koh, 2002).  

2.5 Summary 

Unlike the U. S., the Europe and Asian venture capitalists do not take parts in start-ups 

so aggressively. They find these investments risky therefore most of VC investments are 

involved in later stages, except Israel and Taiwan before 2001. 

In terms of development, the Asian private equity-venture capital industry is still 

relatively less developed compared with the United States and Europe. Generally, with a 

longer history of venture capital, the venture capital industry in Europe and the United States 

have well-developed mechanisms for monitoring and managing risks, as well as exercising 

governance. In Asia, the regulatory framework for the venture capital industry still lags 

                                                        
8  In 2000, close to 74% of Taiwan’s venture capital funds are invested domestically, compared with 

about15-30% in the case of Singapore (Koh and Wong, 2005). In 2003, the VC investment in Singapore was 

S542 million, but .none was invested in the seed and early stage, according to TVCA yearbook 2004. 
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behind although governments have recently stepped up efforts to create the appropriate set of 

incentives and legislation to promote and regulate the venture capital industry. 

Venture capitalists in Taiwan and Israel invest more in riskier early-stage investments, 

due to the connection with the Silicon Valley. Compared with Israel and Taiwan, the 

development of the venture capital industry in Asian region such as Hong Kong and 

Singapore are best considered as supply-pushed (i.e. driven by the government), rather than 

demand-pulled (i.e. driven by the demand for capital financing by startups and 

entrepreneurs). 
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Chapter 3 The Venture Capital Industry in China 

In this chapter, it is expected to discuss the legal environment and regulation 

development as a main part of the sector. We will review the historical development of the 

VC industry in China and then focus on its current status base on the legalization procedure. 

From the part, we expect to catch a broad view on the China VC industry for further 

studying. 

3.1 The VC Market in China 

 China’s venture capital system has emerged over the last two decades in the context of 

China’s dramatic transition from central planning to more market-based coordination of 

economic activity. In 2011, the venture capital industry in China was rapidly growing with an 

estimated total of RMB 240.66 billion of funds in the country, another US$ 4.07 billion was 

raised worldwide to invest in China, according to Zero2IPO. 

3.1.1 The Transition in Economic System 

Previous research about VC and entrepreneurship in China often assumes that due to 

China’s transitional nature, there is a conflict between two institutional systems, socialism 

and capitalism (Bruton and Ahlstrom, 2003), and this conflict causes such confusion that 

entrepreneurial firms often cannot capitalize on some business opportunities. Fuller (2010) 

therefore argues that instead of inherent conflict between these two institutional systems, 

there is actually institutional separation although not on the neat socialist and capitalist divide 

envisioned in these earlier works. Instead of socialist and capitalist systems at loggerheads 

over the same institutional terrain, today there are two partially overlapping but mainly 

separate institutional systems, the one in which pervasive government influence shapes the 

marketplace and the one where foreign institutions, accessed via various offshore financial 



 

 
35 

 

arrangements and brought onshore via foreign direct investment (FDI). Thus, the government 

interference in the economy that many correctly noted in previous studies (Peng and Luo, 

2000) is still there and still often unpredictable (Peng, 2001).9 

 The different learned experience gained from operating in different environments 

explains why the foreign firms avoid investing in technology-generating activities in China 

whereas the ethnic Chinese firms are willing to do so despite China’s notorious weak 

intellectual property rights regime. The political factors influencing the distribution of 

finance in China explain the behavior and essential failure of the local state-run venture 

capital firms. These findings demonstrate that several distinct, separate and non-clashing 

institutional arrangements are concurrently operating within China and shaping the behavior 

of venture capital firms there. 

3.1.2 The VC Participants in China 

Due to the political system, the VC source of Chinese is different from that of Japanese. 

The main source in China is from the government, while the financial system finances the 

venture capital to be extremely limited. The experience in the United States suggests that, as 

an economic policy, allowing pension funds to invest in venture capital could be a great 

success. Therefore, in the source of funds, China should let individual fund and the 

commercial fund enter the venture capital market, break the sole funds source pattern. 

Moreover, in the investment stage, the capital should invest into the seed and early stage of 

emerging and high tech enterprises. Today, there are four distinct types of VC firms in China, 

 Foreign Firms; 

 Government Firms (university firms included);  

 Corporate Firms; and 

                                                        
9 However, today this pervasive government role in the economy is in one of the two institutional systems that 
potentially impact firms’ behavior. China’s transition has led not to a full-fledged market economy but to two 
divergent outcomes. 
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 Chinese-foreign Equity Joint-venture Firms. 

Each of the different types of venture capital firms has experienced some successes and 

some difficulties, though foreign venture capital firms are most active. Each of the different 

types of venture capital firms has experienced some successes and some difficulties, though 

foreign venture capital firms are most active (Ahlstrom et al., 2007). The VC industry in 

China saw meteoric growth through the decade, first led by American and other foreign 

private equity firms, with domestic firms entering the scene in late 2006 and rapidly catching 

up. The American private equity firms are pioneers and industry leaders in the world. There 

players brought fresh and bold ideas into the fledging and tightly controlled capital markets 

in China (Zhang, 2011). 

From Figure 3-1, we see the RMB funds become the main power of venture capital 

market in China. The raising and investment of RMB Funds increased rapidly, about 70% 

newly raised funds in the total number were raised in RMB. Obviously, RMB began to 

dominate the absolute advantage in the number. although the foreign capital was still the 

main part in the volume, the foreign venture capital institutions have established RMB funds 

one after another with the gradual maturity of venture capital market. In terms of the 

structure of ownership, the local VC firms keep on growing and occupy around 40% of the 

investment amount (Figure 3-2). Both trends show that the Chinese venture capitalists are 

getting mature after 30 years development in China. The money inner China is not only 

sufficient for VC development, but also looks for investment opportunities outside. 

It is mainly because that China government allows foreign private equity and venture 

capital firms to raise funds that are structured as limited partnerships (LP, it will be discussed 

in later content). It enables RMB funds to become the fund platform of choice for China's 

private equity market. These funds raise capital mainly from institutional investors such as 

government and corporate pension funds, insurance companies, and endowments, as well as 
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from high net worth private investors to play as the LP.10 Even Zhang (2012) argues that 

China still needs alternative mechanisms for simulating fund raising from the pension funds 

and the independent status of venture capitalists. 

Furthermore, in July 2011, the China Securities Regulatory Commission (CSRC) issued 

the Regulatory Guidelines for Securities Firms’ Direct Investment Business (the Regulatory 

Guidelines), one of the highlights in the Regulatory Guidelines is that brokers’ direct 

investment subsidiaries are allowed to set up direct investment funds to raise capital by 

private placement, instead of only being allowed to participate in the direct investment 

business with their own funds. Since the issuance of the Regulatory Guidelines, brokers’ 

direct investment subsidiaries are not only expected to bring in LP to raise more funds, but 

also take a role as a general partner(GP) to gain ‘management fee + commission’ earnings.11 

The RMB fund therefore grows so tremendously in 2011.  

 Foreign Firms 

The most important and active venture capital firms in China were foreign venture 

capital firms in the past (the top active foreign firms please see the Table A-4 in Appendix). 

The first international venture capital firms entered China in the early 1980s. The impetus for 

the development of the Chinese venture capital industry was government policy; in China the 

government still has a dominant role in the economy.  

China moved toward allowing LP fund structure in the private equity market since 2009. 

Today, even the new raised fund is mainly in RMB, the foreign LPs still control more than 

RMB 613 billion of capital, compare to the RMB 142 billion under local LPs, according to 

Zero2IPO Research.  

                                                        
10 The National Social Security Fund plays an crucial role on it, the accumulated investment in 2011 was RMB 
19.5 billion, and expected to increase to 50.0 billion in 2013, according to the Fund disclosed. 
11 KPMG, Mainland China Securities Survey 2011; on 11 September 2007, the CSRC gave brokers the green 
light to launch their direct investment business. So far, 31 brokers have been granted permission for direct 
investment, 25 of whom commenced business via their subsidiaries in 2010. They disclosed a total of 147 
investment projects with a total value of RMB 6.5 billion. 
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Source: Zero2IPO (2012), Yearbook 2012. 

Figure 3-1: Fund Raised in China by Currency—2004~2011 

  

Source: ChinaVenture, “Annual Statistics & Analysis of China’s VC Investments”, 2012. 

Figure 3-2: Chinese Vs. Foreign VC investment—2006~2011 
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 Government Firms 

 Broadly speaking Chinese venture capital companies fall into three categories: They are 

set up by government agencies, such as the Shanghai and Shenzhen governments; by 

universities like Tsinghua, keen to trade on their technical expertise; and by large listed 

corporations like Haier and Legend (Haberich, 2011). In a series of new regulations and 

decisions, Chinese government at national, provincial and municipal levels sent strong 

encouraging on the country’s private equity industry, including the VC firms (for the top 

active local firms, please see the Table A-1 in Appendix).  

In 1984, the National Research Center of Science and Technology for Development 

suggested that China establish a venture capital system to promote high technology (White et 

al., 2002). Local governments in China encouraged and sometimes sponsored venture funds 

to invest in state owned enterprises to bring them up to a world standard for productivity and 

quality. One early such company was China New Technology Venture Investment, founded 

in 1985. Some were established firms, and others were founded solely to invest in China 

firms, particularly established state owned enterprises. 

Around 2000, with the internet boom, a number of venture firms tied to universities 

started to appear. Obviously these firms have the significant advantage of having access to 

and intimate knowledge of investment opportunities related to research carried out by their 

university, such as Tsinghua University and Peking University, arguably with the best 

reputation in technology. 

In order to match Interim Measures on the Administration of Venture Capital 

Enterprises, Guiding Opinions on Regulating the Establishment and Operation of Venture 

apital Fund of Funds were promulgated by the State Council in October 18, 2008, which 

benefits the raising and investing of the Venture Capital Fund.  
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It causes a bunch of Guidance funds established coming up. The Shanghai government 

once attempted to use “seed” capital as start-up funds to promote innovation and transfer of 

scientific and technology achievements in the form of social funds participation in 1999. But 

the venture capital guidance funds hadn’t developed rapidly. After the promulgation of 

Interim Measures on the Administration of Venture Capital Enterprises, all the government 

began to establish guidance funds.  

In 2008, with the promulgation of “the Guiding Opinions on Regulating the 

Establishment and Operation of Venture Capital Fund of Funds”, the establishment of 

venture capital guidance funds emerged prosperity. Such as Beijing City, Anhui Province, 

Jilin Province, Suzhou in Jiangsu Province, Shenzhen, and Zhongshan in Guangdong 

Province, Yunnan Province and so on prepared to establish guidance funds. The scale of 

guidance funds increased to US$ 1.29 billion in 2008 from the figure US$ 365.79 million in 

2006, according to “China Venture Capital Annual Survey Report 2008” issued by China 

Venture Capital Research Institute (CVCRI).12 

 Corporate Firms 

As the Chinese government privatized more and more state assets by listing companies 

in Hong Kong or New York in the late 1990s and after 2000, some of those newly listed 

companies found themselves cash-rich beyond their needs. Some of this excess cash found its 

way into domestic venture companies. Accordingly, after the government published Proposal 

No. 1 in 1998 a large number of corporate venture firms were set up. They represent the 

majority of domestic venture capital funding and one in ten listed companies have its own 

venture arm (White et al., 2002). Meanwhile, as mentioned above, the local securities 

industry is allowed to invest directly and raise capital by private placement any kind of fund 

                                                        
12 CVCRI is one of the most influential hub and platform for China’s overseas investments and China’s venture 
capital industry development. CVCRI headquarter is located in Hong Kong, with operational headquarter in 
Shenzhen, China. 
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including VC, buyout, industry and restructure etc. It also triggers more corporate firms to 

enter the VC market. 

Table 3-1: Domestic Sources of Venture Capital by Distribution－2005~2008 
Unit: % 

Year Government 
Financial 
Industries 

Enterprises Individuals Others Total 

2005 31.9 14.8 46.4 3.0 3.8 100.0 
2006 33.6 13.0 44.9 5.7 2.7 100.0 
2007 24.1 7.9 53.5 10.5 4.0 100.0 
2008 25.2 10.7 39.7 19.3 5.1 100.0 

Source: CVCRI (2009), China Venture Capital Annual Survey Report 2008. 

 Chinese-Foreign Equity Joint-venture Firms 

The kind of structure is getting popular gradually. For the foreign partners the 

motivation for entering into such an arrangement tended to be access to local information and 

contacts. The Chinese side was looking for a stronger capital base and a faster move up the 

learning curve by associating with an experienced foreign team. Particularly, after the LP 

structure is applied, it becomes tendency.  

3.2 The Challenges Face by the Venture Capital in China 

 China becomes one of the fastest growing markets for venture capital investing in the 

world, however, there are significant challenges to such venture investing in a transition 

economy. Ahlstorm et al. (2007) point to the problems arising from the lack of institutional 

stability, poor property rights and weak rule of law in China. 

3.2.1 Legalization and Institutionalization 

VC investors in China face the unusual challenges arising from China’s institutional 

environment. One of the major issues is that in an emerging economy such as China, private 

capital and enterprises have little history or legitimacy (Ahlstrom and Bruton, 2001).  
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The rule of law in Western economies is well established and venture capitalists are able 

to carry out these activities to reduce nonsystematic risk relatively easily (Ahlstrom et al., 

2007), however, in a developing economy like that of China, institutional stability is still not 

achieved, such factors are not present. Developing economies are often characterized by 

institutions and that are underdeveloped, property rights that are ill-defined, enforcement that 

is nonexistent and little legitimacy for private firms.  

The study further concluded that successful private firms in China will be present which 

comes from two primary sources. First, there is opposition from many government officials 

who worry that the socialist system is being undermined and so argue against the 

introduction of so-called capitalist ideas such as venture capital. “Labor exploitation” by 

investor control over the means of production violates basic Marxist principles, which still 

form the basis of official policy in China. This mentality insists that the smaller funded and 

private enterprises of today could become the monopoly capitalists of tomorrow and could 

negatively impact the socialist system in China. 

Second, many officials and policymakers in China have practical concerns about 

tolerating increased competition for state enterprises that the new enterprises could bring. 

The largest employer in China continues to be the state: in 2003 state-owned enterprises 

(SOEs) employed a majority of industrial/service workers in the country and controlled over 

50% of all industrial assets there. SOEs still dominate vital industries such as financial 

services, power, and telecommunications. Although their social services burden is being 

reduced, SOEs must provide numerous employee benefits that are not required of private 

firms and as such receive most government financing and access to equity markets.  

Many officials in SOEs oppose private firms as potential competitors (Steinfeld, 1998). 

As a result, the enforcement of government policies towards firms with private backing is 

often much tougher than on government related businesses (Tan, 1999). Similarly, taxes, fees, 
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and penalties levied at private firms can be at punitive levels for their political and economic 

interests (Gold et al., 2002). This lack of formalization in the institutional environment leads 

firms to depend on strong ties to government officials and other key sponsors to safeguard 

them from excessive interference (Peng and Zhou, 2005). This environment differs 

considerably from what most venture capitalists are used to working in as they strive to 

formalize informal arrangements both within firms and across to institutions. 

3.2.2 Information Transparency 

Started from late 2010, the investors’ trust has been seriously shaken as dozens of 

Chinese companies listing in the U. S. have withdrawn financial statements, faced auditor 

resignations, failed to timely produce current financial statements, and/or announced special 

financial investigations. It is a serious challenge that businesses in China have failed to 

establish a corporate governance system that prevents fraud from occurring and fully 

discloses it when it does occur. 

Despite the growth of venture funding in China, there is still unknown about the venture 

capital industry. Kambil et al. (2006) summarized practical advice for venture capitalists of 

all type operating in China. They argued that venture capitalists operating in China face 

unique challenges.13 

 In contrast, venture capitalists in developed economies, such as the U. S. and Western 

Europe, have found ways to reduce the risk associated with new venture investment by 

reducing the nonsystematic risk involved in investing. For instance, they conduct a serious of 

careful due diligence, provide management and personnel assistance, careful monitoring of 

the investment, and well-planned exit strategies.  

                                                        
13 In particular they found that there is a lack of information available, both to the venture capitalist in terms of 
who is reliable and can be funded, and to entrepreneurs in terms of how to maintain proper financials. This 
requires a great deal of effort on the part of the venture capital firm to gather information for investment needs. 



 

 
44 

 

The results cause the venture capitalists to find the “domestic solution” for making up 

the weakness which is quiet popular in the developing economies. It is popular that VCs may 

use of contingent contracts which may include convertible and redeemable financial 

instruments whereby equity stakes are adjusted depending on whether performance targets 

are met. In a weak institutional environment such as China’s enforcing contingent contracts 

may be problematical (Wright, 2007).  

3.2.3 The Social Network 

 A well-functioned environment for VC includes market-friendly, laws and regulations, 

and minimal enforcement of those laws. Thus, venture capital in this setting relies heavily on 

social network ties, including those of the venture capitalist, to help to substitute for the 

formal institutions present in the North American system (Bruton and Ahlstrom, 2003).  

In China, social capital in the form of “guanxi” is vital as a source of information and as 

a basis for influencing business behavior in every part of the deal: from sourcing and 

developing the deal, to its management and exit (Kambil et al., 2006). Guanxi or social 

capital from“guanxi” networks bridge the trust and information gaps enabling business 

transactions among individuals or firms. 

Guanxi is a highly personalized Chinese system of social capital enabling mutual, 

preferential favors based upon trust or mutual benefit. It can substitute for and even override 

institutional or legal guarantees, helping those with high levels of social capital to jump 

ahead of queues and snip through layers of bureaucratic delays. Guanxi is practically 

universal – influencing the most mundane to the most critical Chinese relationships. It is 

highly personal, specific, local and contextual and therefore one person’s guanxi, no matter 

how high, will never trump all.14  

                                                        
14 Guanxi lasts as long as the personal relationships of the parties involved and hence is subject to the whims 
and vicissitudes that affect the lifespan of any personal relationships. In short, the cultivation and use of guanxi 
to overcome information inefficiencies and influence competitive and entrepreneurial behaviors is vital to the 
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 For the “guanxi” consideration, Fuller (2010) identifies three distinct pattern of 

investment behavior by VC firms investing in technology sector start-ups in China. The first 

pattern is the service-oriented, technology-light investment behavior exhibited by the foreign 

venture capitalist firms not founded by ethnic Chinese. The second pattern is the technology 

creation investment pattern exhibited by foreign firms founded by ethnic Chinese and 

embedded in ethnic Chinese communities. The third pattern consists of local state-funded 

Chinese venture capital firms that choose either to invest in state-directed projects or opt out 

of investing in technology start-ups entirely.  

3.2.4 The Control on Foreign Exchange  

 Today, China’s tight management of exchange rates is still a main obstacle for foreigner 

to invest. Even the Chinese government has gradually loosened the control on exchange 

rate,15 however, the control on capital account is still under the strictly management of the 

People's Bank of China and the State Administration of Foreign Exchange. 

 China has long maintained a fully convertible current account and a selectively 

convertible capital account that favors liberalizing long-term capital flows while restricting 

short-term capital flows. In reference with the QFII (qualified foreign institutional investor) 

regime for the stock market, the QFLP (Qualified Foreign Limited Partners) with respect to 

RMB-denominated funds (RMB Funds) that contain foreign-sourced RMB as investment 

capital, 16 as well as the QDLP (Qualified Domestic Limited Partnership) are therefore 

considered major policy breakthrough because of China’s longstanding capital control as 

discussed later in Section 3.3.2. 
                                                                                                                                                                            
success of investors. It is a discipline that takes time to develop and provides a foundation for the successful 
execution of disciplines outlined below. 
15 China has gradually reformed the foreign exchange system regarding the official foreign exchange rate with 
RMB in 1994, 2005 and 2010, respectively. 
16 In China, there is a difference between RMB-denominated funds and US dollar-denominated funds due to 
foreign exchange considerations. RMB-denominated funds invest from within China while US 
dollar-denominated funds invest from outside China via special purpose vehicles. Foreign-sourced RMB is 
RMB that is the result of a foreign exchange conversion from a foreign currency such as US dollars. 
Domestically-sourced RMB is RMB that is not the product of a foreign exchange conversion. Any RMB from a 
foreign-invested enterprise is deemed to be foreign-sourced RMB. 
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3.3 The Reform on Venture Capital in China  

Starting in the late 1970s, the Chinese government began relaxing its tight grip on the 

economy and private enterprise and investment proliferated. Starting from close to zero in 

1979, the number of private enterprises passed the one million mark by the end of the 

twentieth century. Private and foreign investment helped to make the Chinese economy 

consistently one of the fastest growing in the world since 1979.  

However, China still lacks many standard financing mechanisms for business, such as 

efficient equity markets and debt financing for smaller firms (Ahlstrom et al., 2000). As a 

result of these factors there are tremendous opportunities for venture capital in China as well 

as a number of challenges (Ahlstrom et al, 2007). 

China’s VC industry is still in the stage of transformation. The promulgation and 

revision of a series of laws and regulation as mentioned below, is going to reinforce and 

improve the legal environment for VC industry development, and the policy advocating the 

development of a multi-level capital market is helpful to the industry as well. The 

improvement on laws and regulations and construction of environment and mechanism for 

the integral capital market are top priorities for VC’s development in China. 

3.3.1 The Legal Environment 

 China’s most basic economics laws were not enacted in 2005, although the old 

Company Law and Securities Law were made in 1993 and 1998, respectively, they were 

completely revised in 2005. Due to more than thirty years of reform oriented toward a market 

economy, Chinese economic and business laws have undergone a through transformation, 

and are more closely in line with norms in advanced countries. The most basic economic 

laws in China, such as Company Law, Securities Law, Partnership Enterprise Law, 

Enterprise Bankruptcy Law, and Anti-Monopoly Law were not enacted and completed after 

2005 (Zhang, 2011). 
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The new PRC Company Law amended version in 2006 has been much awaited. This 

foundation of China's corporate legal infrastructure is aimed at delivering commercial and 

governance improvements and is expected to provide the closer line with the counterparts in 

developed countries. It enhances managerial accountability, addresses board composition, the 

role and responsibilities of directors, and protects the minority shareholders and shareholder 

remedies. Furthermore, the Company Law sets out the circumstances under which the court 

may allow shareholder to bring derivative action and procedures for doing so.  

 China amended the Securities Law in 2006. The amendment opens the door for the 

development if financial derivatives, and allow to establish the multi-level securities markets 

in China. It also strengthens the regulation of the issuing and trading of securities to further 

promote investor protection. Furthermore, the law delegates more power to the regulator for 

perform their duties. It also increases the role of the exchanges as self-regulators by giving 

the power to list and delist companies and temporarily suspend trading securities according 

to China Securities Regulatory Commission.  

 The amended Partnership Enterprise Law is an important foundation for a more 

pro-investment corporate law, because it significantly alters existing partnership rules and 

principles established under the original Partnership Law enacted in 1997. The new 

Partnership Law allows the Limited Liability Partnership (LLP), instead of unlimited liability 

partnership in the old version, and therefore allows bankruptcy. It also allows both individual 

and legal person to be the partner, it only allowed the individual in the old Partnership Law. 

Meanwhile, the amended Partnership Law exempts partnerships from paying income tax. In 

conclusion, the adoption of the Partnership Law spurred the extraordinary development of 

the private equity in China by encouraging more new firms to apply the partnership structure, 

the QFLP is also applied the new Partnership Law. 
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 The Real Right Law and Anti-Monopoly Law have been hailed as a material milestone 

in China’s march towards a market economy. It took long time to enforce the laws is mainly 

due to the communist ideology in the China’s politics and society, and it is a crucial concept 

on the capitalism economy as well. 

Table 3-2: The VC Related Regulations in China 

National laws (adopted by the NPC and its Standing Committee) 

 Company Law (January 1, 2006) 

 Securities Law (January 1, 2006) 

 Real Right Law (March 16, 2007) 

 Partnership Enterprise Law (June 1, 2007) 

 Enterprise Bankruptcy Law (June 1, 2007) 

 Anti-Monopoly Law (August 1, 2008) 

Administrative regulations (adopted by the State Council) 

 Foreign Exchange Regulation (August 5, 2008) 

 Foreign-Invested Partnership (“FIP”) Regulation (March 1, 2010) 

Administrative rules (adopted by ministries and commission under the State Council) 

 The “2006 M&A Rules” 

 Administrative Measures on Strategic Investments in Listed Companies by 

Foreign Investors (“Foreign Strategic Investment Measures”) (January 31, 2006) 

 Administrative Measures on the Takeover of Listed Companies (September 1, 

2006) 

 Provisions on Mergers and Acquisitions of Domestic Enterprises by Foreign 

Investors (“Foreign M&A Provisions”) (September 8, 2006) 

 Foreign Investment Industrial Guidance Catalogue (December 1, 2007) 

Source: Zhang (2011). 
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3.3.2 The Loosen Control on the Foreign Exchange 

 After the FIP Regulation came into effect in March 2010, the State Council continued 

the momentum by issuing the related opinions and decisions that encourage the industry. 

From April 2010, the State Council issued “Several Opinions on Better Utilizing foreign 

Investment”, “Several Opinions on Encouraging and Guiding the Healthy Development of 

Private Investment”, “Opinions on Promoting Enterprise Merger and Restructuring” and 

“Decision on Accelerating the Cultivation and Development of Strategic New Industries”. 

All the issues highlighted the “private equity” as an important component of China’s capital 

markets and beneficial to the national economy (Zhang, 2011).  

 The QFLP came into effect in November 2010 that Shanghai, Beijing, Tianjin and 

Chongqing had been granted special status to accept QFLP as private equity investors. Each 

of the cities will have its own foreign quota for the amount allowed to be converted from 

foreign to domestic currency for the purpose of private equity funds. The maximum 

proportion must be not more than 50% of the ultimate sizes of the fund for the foreign 

investors to convert bring the foreign capital in. In contrast, the QFII (Qualified Foreign 

Institutional Investors) was launched in 2002, to allow licensed foreign investor to buy and 

sell A shares in Shanghai and Shenzhen Stock Exchange (SZSE).  

 In early January 2011, the Shanghai Municipal Financial Services Office issued the 

Implementation Measures on Pilot Program for Foreign Invested Equity Investment 

Enterprises in Shanghai (“Pilot Measures”). Under the Program, qualified foreign investor 

can apply to convert foreign currency into RMB, which they can directly invest in private 

equity funds based in Shanghai (Table 3-3). The QFLP Regulation made it easier for foreign 

private equity to set up RMB funds and directly tap into local resources, and the QFLP pilot 

program marks the beginning of a new era in which China welcomes foreign investors to 
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enter its vast private equity market under established rules. These new legal development will 

likely foster a level playing field for foreign and domestic private equity firms (Zhang, 2011). 

Meanwhile, the Shanghai and Wenchou government are planning to allow the pilot 

measure for the QDLP to direct the RMB investment offshore. Therefore, QFLP and QDLP 

both allow the investors to bypass China’s tough restriction on bringing funds into the 

country for financial investments- limits that are part of China’s capital control regime. The 

new measures portend simplification of the process and relaxation of certain restrictions, and 

try to open a door for the foreign investors. 

Table 3-3: The Approved List for the QFLP Pilot Program 

City Shanghai Beijing Tianjin Chongqing 

Total Quota US$ 3 billion US$ 3 billion US$ 1 billion US$ 1 billion 

Foreign 

Applicants 

Hony Capital, Blackstone, 

Carlyle Group, DT capital, 

3i, Nomura Holding, 

Qiming Venture Partners. 

JP Morgan 

Partners.  

TPG. Infinity-I-China. 

Source: Compiled by Author. 

3.4 Summary 

 For the VCs and entrepreneurships in China, there is a conflict on institutional system 

between two socialism and capitalism. The VC industry in China was first led by American 

and other foreign private equity firms, with domestic firms entering the scene in late 2006 

and rapidly catching up. The main source in China is therefore from the government, while 

the financial system finances the venture capital to be extremely limited.  
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Nowadays, the raising and investment of RMB Funds increased rapidly. The money 

inner China is not only sufficient for VC development, but also looks for investment 

opportunities outside. 

 The challenges faces by the VC industry in China are “Legalization and 

Institutionalization”, “Information Transparency”, “Social Network”, and “Control on 

Foreign Exchange”. The Chinese government gradually begins relaxing its tight grip on the 

economy and private enterprise and investment proliferated, which includes legal reform and 

the foreign exchange control. The environment for VC is consequently more maturing.  
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Chapter 4 The Venture Capital Industry and the 

Economic Growth in China 

After getting a clear picture of the VC industry in China, finding its economic 

contributions, we will then analyze the anticipated problems that the VC industry faces. We 

would like to stress the importance of the contribution that the VC industry creates to China’s 

economic development. Moreover, we also expect to make a comparison of the VC industry 

development between China and Taiwan, whereby the results are expected to explain the 

cross-strait differences of the industry. 

4.1 Regional and Segmental Development in China 

In Schumpeter’s view, the venture capitalist-entrepreneur contributes to economic 

development by fostering the introduction of new goods, services, processes, markets, or 

industrial organizations, thus shifting existing socio-technological gate-keeping function 

helps to cause temporary disturbances in the economic cycle, establishing the context for 

economic restructuring and renewal (Menger, 1988). 

4.1.1 VC and Regional Development  

In China, VC institutions mainly focus their investments on first-tier cities and eastern 

coastal areas, such as Beijing, Guangdong, Shanghai, Jiangsu, and Zhejiang with top 

provincial regions capturing a significant share of the VC investment. For example, Beijing 

attracted 38.8 percent of total VC investment in 2011; the top investment regions absorbed 

74 percent of the capital, and only contributed half of the GDP in total (Table 4-1). Though 

Chinese Western Great Development is still a major economic policy of the state, the central 

government injects resources to develop the western region such as Sichuan Province and 

Chungqing City, where there is a slight decline in regional concentration of VC activities.  
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In summary, the venture capitalists in China still prefer to invest in the most developed 

regions such as the Pearl River Delta, Yangtze River Delta, and Bohai Bay Area, however, 

they are trying to invest upon Chinese Western Great Development led by the government. 

Table 4-1: VC Investment Distribution by Region－2006~2011 
Unit: % 

  2006 2007 2008 2009 2010 2011 
GDP as % of China 

(2011) 
Beijing 37.4 19.1 39.6 27.7 42.7 38.8 2.8 
Guangdong 9.5 4.4 n.a. 7.0 8.7 12.7 9.7 
Shanghai 27.1 16.1 17.2 13.8 15.6 15.4 3.6 
Jiangsu 5.5 3.4 n.a. 5.0 4.2 6.1 8.5 
Zhejiang 3.3 1.4 n.a. 3.3 4.6 6.0 5.7 
Shandong 1.4 0.6 n.a. 1.8 2.5 3.3 8.1 
Hubei 0.8 0.1 n.a. 2.2 2.8 2.6 3.3 
Hunan 0.7 0.3 n.a. 1.3 2.1 1.2 3.2 
Sichuan 0.5 0.4 n.a. - - 2.5 3.3 
Subtotal 86.3 45.8 n.a. 62.2 83.2 88.6 48.1 

Notes: The 2008 data were unavailable, the numbers in Beijing and Shanghai were compiled from media news. 

Source: Same as Figure 3-2. 

Accordingly, from Table 4-2, China’s VC investment mainly focuses on the expansion 

and later stages. The structure also shows a significant difference with the U. S. style of VC, 

and is instead more similar to that in Europe, Japan and Singapore. They are more willing to 

invest in targets turning profitable, rather than start-up companies, with shorter investment 

duration periods. To be specific, early stage enterprises only grabbed limited share of the 

total investment.  

4.1.2 VC and Industry Development  

The Chinese VC market remains almost equal weighted in terms of the industrial sector. 

The TMT (Technology, Media, and Telecom) industry, which represents the technology 

industry, invited above half of the investment amount in the past six years, while the 
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remaining was invested in non-TMT investment, which were commonly in the traditional 

industries. The most active sector was that of the internet, information technology, and 

telecommunications (Table 4-4). The internet sector plays a crucial role in recent Chinese 

IPOs activities, which we will discuss in Chapter 5. 

Table 4-2: VC Investment Distribution by Stage－2009~2011 
Unit: % 

Stage / Year 2009 2010 2011 
Early Stage 2.4 5.9 15.4 
Expansion 91.8 90.8 57.2 
Later Stage 5.8 3.3 23.2 
Source: Same as Figure 3-2 

Table 4-5 shows the VC was invested in the regions that have the most national 

industrial zones in China, which also benefits the TMT industry development among the 

regions. There are 43.2 percent and 46.2 percent of the respective Hi-tech Industrial 

Development Zone and Economic & Technological Development Zone concentrated in the 

top VC investment regions.17 In addition, according to “Key High-Tech fields supported by 

the state” issued by the central government in 2008, and the seven strategic emerging 

industries in the twelfth five-year plan (2011~2015), the target segments supported by the 

state are mainly in (Table 4-3): 

 Energy Saving and Environmental Protection, New Material; 

 Biotechnology and Medical Technology; and  

 Information Technology. 

This is also the main investment target of VC firms (compared with Table 4-4). We therefore 

can conclude that the VC in China makes investments in the early stage mainly based on 

government policies. 

                                                        
17 The Hi-tech Industrial Development Zone and Economic & Technological Development Zone are approved 
by the State Council. 
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Table 4-3: The High-tech Industries Supported by the State 

Policy 
Key High-Tech Fields  

Supported by the State 

Seven Strategic Emerging Industries  

in the Twelfth Five-Year Plan 

Item 

 Electronic and Information Technology;  

 Biotechnology and Medical Technology; 

 Aviation and Aerospace Technology;  

 New Materials Technology;  

 High-Tech Service Industry; 

 New Energy and Energy-Saving 

Technologies;  

 Resources and Environmental 

Technologies, and 

 High-Tech Transformation for Traditional 

Industries. 

 Energy Saving and Environmental 

Protection; 

 Emerging Information Technology; 

 Biotechnology; 

 High-end Equipment Manufacturing; 

 New Energy; 

 New Energy Vehicles; and  

 New Materials. 

Source: Ministry of Science and Technology, Ministry of Finance and State Administration of Taxation (2008), 

“Administrative Measures for Determination of High and New Tech Enterprises;” and State Council 

(2010), “Decision of the on Accelerating the Fostering and Development of Strategic Emerging 

Industries.” 

In contrast, the media, energy and material, and medical are the top three sectors in the 

non-TMT industry. Particularly, the energy and environment protection project is favored by 

the nation’s policy. Therefore, with the depletion of traditional energy and government’s 

attention to energy-saving and emission-reduction measures, VC was consequently focused 

on the energy and environment protection industry. This is mainly because of the juicy profit 

anticipated in the expansion of domestic demand; with the huge potential in the domestic 

consumer market, the venture capitalists could hardly remove their eyes from the traditional 

industries. 
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Table 4-4: VC Investment Distribution by Industry—2009~2011 
Unit: % 

Industry 

Sector/Year 
2006 2007 2008 2009 2010 2011 

Non-TMT 34.6 51.0 51.0 52.0 44.1 40.0 
Media 9.3 - - 3.9 5.9 4.0 

Energy & material 5.8 - - 8.2 5.3 6.0 

Medical 3.4   11.7 10.0 5.0 

TMT 63.3 49.0 49.0 53.9 45.9 60.0 
Internet 36.4 - - 26.6 30.8 44.0 

IT 18.3 - - 19.9 11.8 10.0 

Telecom 8.2 - - 3.3 3.4 6.0 

Source: Same as Figure 3-2 

Table 4-5: Number of the National Industrial Zones in China－June, 2012 

  
Hi-tech Industrial  

Development Zone 
Economic & Technological 

Development Zone 
Beijing 2 1 
Guangdong 9 6 
Shanghai 2 4 
Jiangsu 8 17 
Zhejiang 2 12 
Shandong 6 9 
Hubei 3 5 
Hunan 3 4 
Sichuan 3 3 
subtotal 38 61 
Total in China 88 132 

Source: Ministry of Science and Technology and Ministry of Commerce PRC. 

 In the past ten years, the VC investment to GDP in China has climbed significantly. 

Compared to the U. S., it shows that China’s VC will be growing continuously. However, the 

capital invested in the early stage is still low, even though the ratio in 2011 grew much closer 

to the benchmark in the U. S., and may inadvertently drag down the innovation for industries. 
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Source: NVCA (2012), NVCA Yearbook 2012 and Zero2IPO (2012), Yearbook 2012. 

Figure 4-1: VC-Investment as % of GDP－2001~2011 

4.2. Venture Capital and Innovation in China－ZGC Case 

 Venture capital is an important source of funding at the seed, start-up and growth phases 

of entrepreneurial firms, especially young, technology-based firms with high growth 

potential. Venture capital firms not only fund but also support the development of 

high-potential companies in the early stages of their development and growth in new and 

innovative areas for which other sources of finance would be hard to access. It is clear from 

related literature that the economic value of investee firms is multi-faceted and must be 

measured by several variables.  

4.2.1 The ZGC National Demonstration Zone 

 The concept of ZGC took reference from experiences of the Silicon Valley and Hsinchu 

Science Park in Taiwan. In May 1988, the State Council approved the establishment of the 

Beijing New Technology Industrial Development Trial Zone (predecessor of the ZGC 

Science and Technology Park). Thus ZGC became the first high-tech park in China. In 2009, 

the State Council approved the construction of the ZGC National Demonstration Zone, and 
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made the plan to build ZGC, an innovation center with a global influence. Later the 

Development Plan Outline for ZGC National Demonstration Zone (2011-2020), was 

launched by the State Council in 2011, marking a new starting point for ZGC 's development. 

The central government’s policy mainly leads the seven major development industries, 

which are the aerospace, electronic information, new material, new energy, energy 

conservation and environmental protection, advanced equipment, emerging cultural and 

creative, and the biological industry. The e-commerce sector dominates the eyes of the VC, 

with the absorbed amount being nearly forty percent of the total VC investment, and 

meanwhile, the top three VC cases were from the sector as well. Accordingly, the IPO 

activities in ZGC are important to the capital market.  

 
Source: Zhongguancun Institute of Innovation & Development (2012), ZGC Index 2012. 

Figure 4-2: The GDP of ZGC and Contribution to Beijing—1993~2011 

The economic output of ZGC has been rising significantly. The GDP in 2011 broke 

through RMB 300 billion and grew by 5.7 times in the recent ten years. Furthermore, ZGC 
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has contributed more than one-fifth of the GDP in Beijing (Figure 4-2). In terms of revenue, 

total revenue in ZGC was RMB 1.59 trillion in 2010, higher than the total revenues 

combined of the top two to five Hi-tech Industrial Development Zones in 2010.18 

4.2.2 VC Activities in ZGC  

 VC investment in ZGC plays a crucial role in China’s VC industry. As it is widely 

known, Beijing usually takes the largest pie of the VC investment in China, with most of the 

capital going to ZGC, as can be seen in Table 4-6 below. ZGC dominates more than a quarter 

of the capital in China. In addition, this zone almost contributed ninety percent to the GDP of 

the high-tech sector in Beijing, according to the statistics of ZGC.  

Table 4-6: VC Investment in ZGC and Contribution—2008~2010 

Year 
ZGC 

(RMB million) 
As % of Beijing As % of China 

2008 8,150 60.6 24.0 
2009 8,160 90.0 33.0 
2010 20,800 99.0 27.6 

Source: Same as Figure 4-2. 

 Most capital was invested in the TMT sector by the VCs. In 2010, the TMT industry 

captured more than half of the capital, in the amount of RMB 20.8 billion. Specifically, the 

e-commerce, telecommunication and networking sectors garnered 46.6%. On the other hand, 

the non-TMT sector, pertaining to the consumer sector such as quick-consumption, media 

and digital entertainment and medical accounted for 14.6%, 8.7%, and 6.5% respectively of 

the investment. Table 4-7 shows the ZGC acts as the frontier of the VC industry in China. 

 Until the end of 2011, the IPO amount in ZGC reached RMB 163.4 billion, with the 

on-shore and overseas amount being 111.8 and 51.6 billion, respectively. Meanwhile, 78 

enterprises listed in the ZGC were overseas and 118 companies were from the TMT sector 
                                                        
18 The 2010 revenue in Shanghai Zhangjiang, Xian, Guangzhou and Shenzhen Hi-tech Industrial Development 
zone was RMB 5.8, 3.5, 3.4, and 3.1 trillion, respectively, totaling RMB 1.58 trillion according to the ZGC 
Index 2011, p. 22. 



 

 
60 

 

with a total of 200 listed enterprises. In the off-shore exchanges, the U. S. exchanges were 

the most important market for the enterprises’ funding activities (before the issue of financial 

fraud). 19 

Table 4-7: Revenue and VC Investment Distribution in ZGC－2010 
Unit: % 

 Revenue VC investment 
Electronic and Information 47.4 58.8 
High-end Manufacturing 13.3 6.6 

Biotechnology and Medical 4 6.5 
New Materials 7.8 

4.8 New Energy and Energy-saving 11.1 
Environmental Protection 1.5 

Others 14.9 23.3 
Total 100.0 100.0 

Source: Same as Figure 4-2. 

4.2.3 Innovation in ZGC 

Innovation activities in the ZGC National Demonstration Zone are highly promoted as 

compared to other regions in China. In general, the state laboratories are highly concentrated 

in ZGC (Table 4-10). We will review the accomplishments based on indicators such as patent 

application, energy consumption, and employee productivity in the zone. 

Firstly, patent applications in ZGC are maintained at a high level; it accounts for more 

than twenty-five percent of the total applications in Beijing (Table 4-10). In 2010, the patents 

application from the electronic information and high-end manufacturing sector was 10,141 

items, with 5,797 items under filing20, which accounted for 68.5% and 65.6%, respectively, 

in total. In terms of the patents owned, ZGC has 528.9 items to per RMB billion of GDP, 

which is far more than the patents owned by other regions (Figure 4-3).  

                                                        
19 In recent years, a number of U.S.-listed Chinese enterprises have been accused of making false and 
misleading statements about their financials, with some being ordered to delist. 
20 The patents filing in category of invention climbed from 20% in 2000 to 60% in 2010, according to the ZGC 
Index 2011. 
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Table 4-8: Number of the Listed Companies from ZGC－2011 

Off-shore market  On-shore market 
Exchange Number  Exchange Number 

NASDAQ 29  Shanghai 36 
New York 19  Shenzhen 86 
Hong Kong 23  Main Board 14 

Singapore 3  SME Board 44 

Tokyo 2  ChiNext 28 

others 2  Total 200 
Source: Same as Figure 4-2. 

Table 4-9: Top 10 Listed Companies from ZGC by Market Value 

Rank Company Exchange 
Market Value 

(US$ million) 
Sector 

1 Baidu Inc. NASDAQ 40,030 Electronic and Information 

2 China Railway Group Limited Shanghai 8,799 High-end Manufacturing 

3 Lenovo Group Ltd. Hong Kong 8,898 Electronic and Information 

4 Sinovel Wind Group Co. Ltd. Shanghai 4,997 New Energy 

5 New Oriental Education & Technology Group NYSE 4,045 Media 

6 BOE Technology Group Co. Ltd. Shenzhen 3,837 Electronic and Information 

7 SINA Corp. NASDAQ 3,612 Electronic and Information 

8 Aisino Co. Ltd. Shanghai 2,799 High-end Manufacturing 

9 Youku Inc. NYSE 2,588 Electronic and Information 

10 Renren Inc. NYSE 1,803 Electronic and Information 

Source: Same as Figure 4-2, market value quoted at June 21, 2012.  

Furthermore, ZGC has been the largest technology export base domestically. In 2010, 

the technology trading value broke through RMB 123 billion, which not only contributed 

78% in Beijing, but also 31.6% in China. ZGC also contributes nearly 40% of patent trading 

in China, and therefore becomes the innovation cradle. In contrast, however, the patent 

owned per capita in ZGC was 2.42 per thousand persons in 2009, which was far lower than 
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the number in Silicon Valley and Hsinchu Science Park in Taiwan21. There is still potential 

room for growth for ZGC. 

Table 4-10: The National Technology Facilities in ZGC 

 numbers as % of Beijing as % of China 
State Key Lab. 84 95.5 30.0 
State Engineering Technology Research Center 50 92.6 35.5 
State Engineering Lab. 22 88.0 25.9 
State Engineering Research Center 37 94.9 29.1 
Enterprise Technology Center Certified by State 31 75.6 4.3 
State Lab. 9 100.0 40.9 
Source: Same as Figure 4-2. 

Table 4-11: Patents Application in ZGC—2008~2010 

Year Patents as % of Beijing as % of China 
2008 16,547 38.0 2.0 
2009 14,668 29.2 1.7 
2010 14,806 25.8 1.2 

Source: Same as Figure 4-2. 

 
Source: Same as Figure 4-2. 

Figure 4-3: Comparison of Patents Owned to per 10 Billion GDP by Region   

                                                        
21 According to the ZGC Index 2011, the patents owned per thousand of persons in Silicon Valley were 7.8 in 
2009 and 29.7 in Hsinchu Science Park in 2003. 
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Secondly, ZGC has lower energy consumption as well. In 2009, the zone consumed 

0.10 tons of coal per ten-thousand GDP. The number fell further to 0.09 in 2010, compared 

to 0.49 in Beijing City. The number dropped by nearly half from 2006 to 2010 (eleventh five- 

year plan). ZGC only consumed one-fifth of the energy of Beijing in 2009, and compared to 

the national hi-tech zone’s 0.517, this is an outstanding feat. 

Finally, the value added per employee in 2010 was RMB 228,000, compared to RMB 

138,000 in 2005. It did not only grow by 10.6% annually within the five years, but also RMB 

90,000 higher than the value in Beijing.22 The 2010 GDP per capita in China was merely 

RMB 29,992, according to the National Bureau of Statistics of China. 

4.3 Cross-Strait Comparison  

  Although VC in ZGC focuses aggressively on China’s high technology investment the 

influence caused by ZGC is not significant compared to that in Taiwan. We believe the 

reasons are as follows.  

 Firstly, the market characteristics of China are different from those of Taiwan. Taiwan 

is an open trade oriented economy. As analyzed in Section 2.4.1, Taiwan introduced 

technology capacity from its major export market to the U. S., as well as VC investment 

ideas. Nowadays, the high technology industry still contributes significantly to the Taiwan 

economy. In addition, the Taiwanese manufacturers have successfully developed a high-tech 

cluster, including the semiconductor, personal computer, and consumer electronics sector, to 

provide comprehensive services to global clients and fulfill global demand via the valuable 

supply chain. For instance, Taiwan has occupied nearly 60% of the global foundry industry, 

especially the high end process in 28nm.23 Although the ZGC in Beijing usually invites no 

less than thirty percent of the total VC investment in China, it only made minor contribution 

                                                        
22 Value added per employee is calculated as regional GDP divided by the total employment. 
23 Gartner, press released at Mar 30, 2012, accessed at http://www.gartner.com/it/page.jsp?id=1970115. 
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to the GDP in China.24 Even China has taken the largest export position globally, while the 

Taiwanese high-tech manufacturers such as Foxconn, Quanta, and Compal still play a very 

important role in the foreign trade-oriented economic activities in China. 

The high-tech industry in Taiwan has a long supply chain and foreign investment allow 

firms to utilize vertical division of labor. Today, the Taiwanese enterprises have successfully 

duplicated the cluster in mainland China, and consequently taken advantage of the 

international division that labor brings to enable technology upgrading of the domestic 

high-tech industry, namely by carrying out R&D and producing key components in Taiwan 

and thereafter carrying out the production and assembly in China. 

Secondly, China’s high-tech sector has an impressive IPO record in e-commerce 

business. However, this is due to the closed environment of the Chinese market. Thus far, the 

China government still strictly limits the number of foreigners from entering the internet and 

telecom industry in China. The local internet participants therefore enjoy the policy 

protection benefits. In nature, the business opportunity comes from the huge domestic market 

in rising consumption power of the Chinese. On the other hand, this is why forty to fifty 

percent of VC investments go to the consumer sector in traditional industries such as retail, 

education, materials, agriculture and medical. 

Finally, the Chinese market also provides an opportunity for Taiwanese VC. In the past, 

the VC in Taiwan focused on the high-tech sector for investment screening, but now they can 

join the domestic consumer market in China. Additionally, the Taiwanese VC used to invest 

on technology-oriented investment in the early stages, but today they can look for 

opportunities in the expansionary stage. This does not only extend the investment targets, but 

also enriches the portfolio and experience of the venture capitalists. 

                                                        
24 As mentioned earlier, Beijing contributed 2.8% of the GDP in China, while ZGC contributed one-fifth of the 
GDP in Beijing. ZGC usually accounts for more than 90% of the VC investment in Beijing. 
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However, the Limited Partnership Act in Taiwan is still under process of legalization. Up 

until now, the VC structure in Taiwan is still subject to corporate structure because currently 

there is only ultimate and no limited partnership in Taiwan’s Company Act. For the VC 

investors in Taiwan, the only solution for limited liability is company structure. However, the 

company structure requires investors to be shareholders of the target company and some of 

the crucial resolutions have to gain enough votes in the shareholders’ meeting. Compared to 

LP, therefore, company structure takes a long time for decision-making and easily causes 

conflict between professional management and shareholders. Most of the global VC has 

adapted the LP structure, while Taiwan on the other hand still needs time to adjust. 

4.4 Summary 

 In China, VC institutions mainly focus their investments on first-tier cities and eastern 

coastal areas, such as Beijing, Guangdong, Shanghai, Jiangsu, and Zhejiang with top 

provincial regions capturing a significant share of the VC investment. The Chinese VC 

market remains almost equal weighted on the technology and non-tech sector due to its 

national policy and abundant inner market.  

 The VC activities in ZGC show the strong encouragement from the national policy on 

the technology sector. ZGC dominates more than a quarter of the capital in China and 

therefore acts as the frontier of the VC industry in China. Innovation activities in the ZGC 

National Demonstration Zone are highly promoted as compared to other regions in China.  

Even the influence on technology industry caused by ZGC is not significant compared 

to that in Taiwan, due to China’s VC development is behind that of Taiwan by more than a 

decade. However, the progress on legalization in China is moving fast, for example, the VC 

structure in Taiwan is still subject to corporate structure but most of the global VC has 

adapted the LP structure.   
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Chapter 5 The Chinese Venture Capital Industry 

and the Stock Market 

The more active the IPO stock market is, the more prosperous the VC industry would be. 

It is important that the VC strategy is to take profit, which is highly relevant to the post 

investment decision. In this part, we plan to compare the differences among the major global 

stock markets that the Chinese enterprises usually list on, which includes both the Western 

and Chinese markets. The Chinese markets include the Shanghai (SSE) and Shenzhen Stock 

Exchange (SZSE) and the foreign are Hong Kong Exchanges (HKEx), Singapore Exchange 

(SGX), and Taiwan Stock Exchange. Under the stock market integration trend and the 

current cross-strait development in peace, the greater China stock markets are expected to 

play a more crucial role on the post investment decision of the VC companies. 

5.1 The Divestment of the VC in China 

Venture capital business is widely regarded for regional economic development and also 

in capital market enlargements. Venture capitalists enable small firms to tap into 

technological resources and liquidate their investments. The most well-known way of exit is 

usually through IPOs. IPOs and mergers and acquisitions (trade sales) are the two primary 

exit mechanisms for liquidating portfolio companies. The most common strategy to exit or 

“harvest” an investment is through an IPO. Venture capitalists generate the highest returns 

from firms going public.  

There are three principal methods of exiting an investment: the first is through an IPO of 

shares to outside investors, the second is by selling the portfolio company directly to another 

company, the third is by selling the company back to the entrepreneur. IPOs are by far the 

most profitable and prestigious option for the VCs. 



 

 
67 

 

Venture capitalists take firms public when the equity valuations are at their highest, or 

turn to the alternative of private financing when valuations decline. More experienced 

venture capitalists seem to have better IPO timing. This may be due to their proficiency in 

recognizing when valuations peak. An alternative explanation might be that these seasoned 

venture capitalists simply have advantages over less experienced peers. They have important 

connections to investment banks, and less pressure to generate quick returns in order to 

attract investors for future funds, which affords them the time to wait until the market is 

optimal (Lerner, 1995). 

 Most VC backed firms prefer listing on new markets due to light listing requirements. 

For example, the resurgence of the U. S. as a technology leader is intimately linked to the 

success of Silicon Valley (Koh et al., 2002). In U. S., the Silicon Valley model of VC has 

transformed the innovation process, particularly in the fast growing, high technology sectors 

where venture-backed firms had risen into prominence, such as Apple in the personal 

computer, Intel in the semi-conductor, Microsoft and Sun Microsystem in the software, 

Genetech in the biotechnology, and Amazon, eBay in the e-commerce sector (Rogers and 

Larsen, 1984).25 

5.1.1 The IPOs of Chinese Enterprises  

In China, IPO is ranked second in terms of the VC’s post investment. According to 

ChinaVenture data, the majority of VC exits of 173 projects in 2009 in China were through 

trade sales (65.9%). This was followed by IPOs at 28.32%, normally the most lucrative exits 

including the U. S. Liquidation of investments was only 5.78% (Table 5-1).  

Today, Chinese enterprises have become the majority firms of the global IPO activities. 

From Table 5-3, we can see that the Chinese IPO scale remains active. In 2011, there were 

                                                        
25 Likewise, in Singapore, a number of well-known companies received VC financing at the early-stage of their 
development. Since the mid-1980s, VC has also contributed to the growth of the number of companies listed on 
the Stock Exchange in Singapore. These companies include Creative Technologies, Venture Manufacturing and 
Interwoven. 
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386 Chinese enterprises that completed their IPOs on the global capital market. The total 

funding size was RMB 409.7 billion, while VC backed IPO accounted for more than seventy 

percent of the amount, according to the statistics of ChinaVenture. In addition, the Chinese 

enterprises’ IPO has become the anchor source of the global stock markets. 808 companies 

listed overseas from 2002 to 2011, with 592 of them listed after 2006, according to Table 5-2. 

Table 5-1: Divestment Routes of the Chinese VC by Project—2006~2009 
Unit: % 

Year 
Types of Exit 

Trade Shares IPO Liquidation 
2006 62.07 31.90 6.03 
2007 53.85 42.31 3.85 
2008 75.32 23.28 1.30 
2009 65.90 28.32 5.78 
Source: ChinaVenture (2009), Annual Statistics & Analysis of China’s VC Investments. 

Table 5-2: Summary of Chinese Enterprises’ IPO—2006~2011 
Unit: RMB billion 

Year 
On Shore Off Shore 

Num. of IPO Amount Num. of IPO Amount 
2006 14 5.31 73 90.85 
2007 66 126.33 81 314.88 
2008 125 488.59 103 248.4 
2009 76 87.16 54 57.88 
2010 99 173.2 93 215.19 
2011 347 485.12 143 238.34 

Source: ChinaVenture (2009), Annual Statistics & Analysis of China’s VC Investments and Zero2IPO 

(2012), Yearbook 2012.  

In the domestic market, the amount of IPOs in Shenzhen outperformed that in Shanghai 

due to its multi-tier market in Shenzhen, including the SME and ChiNext (we will discuss the 

multi-tier market further in Section 5.3). Among the offshore markets, New York and Hong 

Kong are the major funding routes of the Chinese enterprises. 
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Table 5-3: IPO of the Chinese Enterprises Backed by VC—2006~2011 

Year 

Projects Amount (RMB billion) 
Num. of All 

IPOs 
(1) 

Num. Backed 
by VC 

(2) 

VC Backed 
Ratio (%) 
(3)=(2)/(1) 

All IPO 
(4) 

VC Backed 
(5) 

VC Backed 
Ratio (%) 
 (6)=(5)/(4) 

2006 147 22 15.0 441.2 315.2 71.45 
2007 228 77 33.8 737.0 340.5 46.21 
2008 130 40 30.8 145.0 34.2 23.57 
2009 192 66 34.4 388.4 156.2 40.23 
2010 490 221 45.1 723.5 395.1 54.62 
2011 386 170 44.0 409.7 294.0 71.77 

Source: Same as Table 5-2.   

5.1.2 Performance of the Divestment of VC in China 

The IPO returns of VC investments have been remarkable (as shown in Table 5-4), 

while the return in 2011 declined slightly from 8.04x in 2010 to 7.22x. According to Table 

5-5, the onshore market enjoys higher return than that of the offshore. This is due to the 

limited investment options to the local investor, in our view.  

Table 5-4: IPO Rate Return of the Chinese Enterprises Backed by VC/PE—2006~2011 
Unit: % 

 2006 2007 2008 2009 2010 2011 
Rate of Return 932 653 411 1140 804 722 
Source: Same as Table 5-1. 

In 2011, onshore IPO enjoyed an average return of 7.6x. On the other hand, IPO return 

in the U. S. market was higher than that of other markets. We strongly believe this is because 

the e-commerce sector (mostly in ZGC) enjoys benefits from the restricted policy, with the U. 

S. being the main exit route, and therefore its return on investment was maintained at 10x, 

attracting one-tenth of the IPO fundraising. 

From Table 5-6, we can see that the stock market welcomes the industries encouragedby 

the Chinese government, such as TMT, medical and health, new energy and energy saving. 
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The relevant IPOs enjoy significant return, meaning that the enterprises can more easily raise 

capital from the stock market for the future development and expansion. 

Table 5-5: IPO Rate of Return of the Chinese Enterprises Backed by VC/PE in Exchanges—2010~2011 

             Unit: % 

Exchange 2010 2011 
Shenzhen-ChiNext 1,213 763 
Shenzhen-SME 938 670 
Shanghai 703 1,089 
Average-on shore 1,040 760 
Hong Kong-Main Board 164 140 
Hong Kong-GEM - 322 
NYSE 571 832 
NASDAQ 281 670 
Average offshore 350 566 
Source: Same as Table 5-1.  

Table 5-6: IPO Rate of Return of the Chinese Enterprises Backed by VC/PE in Industries—2010~2011 
             Unit: % 

Industry  2010 2011 
IT  1,462 539 
Finance  1,422 471 
Chemistry  1,233 1,025 
Internet  1,156 990 
Medical and Health  1,147 - 
Telecommunication  780 529 
Manufacturing  638 707 
Energy and Mining  574 1,196 
Housing material  567 - 
Cultural and Media  560 126 
Agricultural, Forestry, Fishery and Husbandry 431 518 
Food and beverage  405 355 
Automobile  3.62 3.68 
Source: Same as Table 5-1. 
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IPO plays a crucial role for VC post investment in China. Even mergers and acquisitions 

stand on top as an exit route. Domestic listings are more lucrative and becoming the 

mainstream of IPOs. The industries encouraged or policy-protected by the government are 

more popular for investors, not only for the domestic but also foreign markets. 

5.2 IPO Activities and Stock Markets 

An effective integrated market for financial services is necessary to provide more and 

cheaper capital for investment, including equity sources such as venture capital, which is 

increasingly a cross-border activity (EVCA, 2005). Key to this process is the need to promote 

institutional investor choice, reduce trading costs and expand the investment funds available. 

Efficient legal investment structures and stock markets are necessary to recycle and redeploy 

financial wealth. Secondary stock markets, geared towards smaller firms, play an important 

role in entrepreneurship and innovation. In the United States, the NASDAQ exchange, 

created in 1971, led to improved IPO opportunities for entrepreneurial firms and helped 

catalyze the emerging venture capital industry. 

5.2.1 The Western Stock Exchanges and Chinese Listed Companies 

 As shown in Table 5-7, there are more than 200 Chinese enterprises listed in the U. S. 

stock markets. In the past, the Chinese enterprises prefer to list in the U. S. because of more 

market acceptance, and also because of the slow pace of the domestic IPOs. In addition, the 

U. S. investors prefer high-tech stocks, especially e-commerce stocks.26 As shown in Table 

5-8, most of the companies with larger market capitalization are in the internet business. 

Meanwhile, it is also because of the high liquidity in the U. S. markets that therefore provides 

a well-functioned exit route to the VCs. 

                                                        
26 However, as mentioned earlier, “dot.com” companies are aggressively listed in the U.S. due to the China 
market still being closed to foreign enterprises. 
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In 2010, the Chinese companies that went public in the U. S. raised US$ 3.89 billion, a 

record high after 2007. Among the 41 listed companies in 2010, it is significant to note that 

the listed Chinese companies came mainly from five industries, including TMT, education, 

medical, new energy and the consumer sector. E-commerce took the largest proportion in the 

TMT sectors, some being “DangDang.com”, “youku”, “BitAuto.com”, “SouFun” and 

“ChinaCache”. The companies have raised 811 million of the US$ 3,736 millio. Furthermore, 

the Chinese social networks such as “Qihoo 360” and “jiayuan.com” went IPO too, and also, 

“Renren”, “ifeng.com” and “Taomee” went for American depositary shares (ADS). 

Table 5-7: Summary of Listed Chinese Enterprises in the U. S.－June 27, 2012 

Source: Bloomberg, www.bloomberg.com. 

There were two other peaks in Chinese enterprises going public in the U. S. markets 

prior to 2007. In 2000, it was during the internet fever where “Sina.com”, “Netease”, and 

“Sohu” went public before the “dot com” bubble burst. During 2004 to 2007, there were 

“Giant Interactive Group”, “Perfect World” and “Shanda”, which are the leading interactive 

entertainment media companies in China and offer a variety of internet based entertainment 

services such as online role playing games and casual games that went public. Also, the 

largest Chinese searching engine “Baidu” was listed on the NASDAQ in 2005. After the 

                                                        
27 American Stock Exchange (AMEX), is an American stock exchange situated in New York City, New York. 
AMEX was a mutual organization, owned by its members. Until 1953, it was known as the New York Curb 
Exchange. In March 2009, NYSE Alternext U.S. was changed to NYSE Amex Equities. On May 10, 2012, 
NYSE Amex Equities changed its name to NYSE MKT LLC. 

 No. of Listed Chinese Company 
Total Market Value  

(US$ billions) 

NYSE 56 27.69 
NASDAQ 136 76.92 
AMEX27 11 0.30 
others 1 0.02 
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2008 financial tsunami, the Chinese e-commerce industry has become the most popular 

target in the U. S.  

However, recently the investors have blogged about ethical problems in Chinese 

businesses and financial reporting practices that bring into question the trustworthiness of 

accounting and financial reporting practices by Chinese companies. The investment 

confidence crisis was caused by a series of financial scandals among U. S. listed Chinese 

stocks in late 2010 and early 2011.  

Furthermore, the confidence crisis has not only stalled prospective Chinese IPOs, but 

has also led to the delisting of various Chinese companies from the U. S. market. Nineteen 

Chinese companies were delisted from American exchanges during the first half of 2012, and 

U. S. IPO activities remain stagnant for Chinese companies, with no Chinese firms listing 

either on the NASDAQ or NYSE in the second quarter of 2012.28  

Table 5-8: Top 10 Listed Chinese Enterprises in the U. S. by Market Value－June 21, 2012 

Company 
Market Value 
(US$ million) 

Exchange 

Baidu, Inc. 40,030 NASDAQ 
NetEase, Inc. 7,409 NASDAQ 
New Oriental Education & Technology Group 4,045 NYSE 
SINA Corporation 3,612 NASDAQ 
Mindray Medical International Limited 3,397 NYSE 
FocusMedia Holding Ltd. 2,746 NASDAQ 
Youku Inc.  2,588 NYSE 
Ctrip.com International Ltd. 2,372 NASDAQ 
Qihoo 360 Technology Co. Ltd. 2,042 NYSE 
Renren Inc.  1,803 NYSE 
SouFun Holdings Ltd. 1,298 NYSE 
Giant Interactive Group, Inc. 1,069 NYSE 
Source: Same as Table 5-7. 

                                                        
28 See “Ernst & Young: U.S. IPO Market Still Shaky, Deal Size Down 10%,” Wall Street Journal, Jun 27, 2012, 
http://online.wsj.com/article/BT-CO-20120627-704625.html. 
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5.2.2 The Eastern Stock Exchanges and Chinese Listed Companies 

Undoubtedly, the Chinese stock markets grow quickly because of the active IPO 

activities. There are more than 2,400 enterprises listed on the Shanghai and Shenzhen stock 

markets. In fact, Chinese issuers still hunger for A-share IPOs. Domestic exchanges have 

been inundated with as many as 690 companies vying to launch IPOs, though very few have 

actually succeeded in launching sizeable deals so far and overall volumes are down 

considerably29. 

SZSE launched the ChiNext in October of 2009, and thereafter 311 enterprises 

completed IPO in SSE. ChiNext is a new capital platform tailor-made for the needs of 

enterprises engaged in independent innovation and other growing venture enterprises, 

differing from the main boards. 

The IPO scale of HKEx has surpassed that of the NYSE for two consecutive years in 

2009 and 2010, as more than 50% of the funding was raised by Chinese enterprises. HKEx 

therefore became the largest offshore market for Chinese enterprises to go public. In addition 

to the IPO of Chinese enterprises, HKEx also attracts global luxury product brands for IPO, 

such as L'Occitane, Samsonite and PRADA that have completed funding successfully. The 

main lure is due to Hong Kong being close enough in proximity to catch the eyes of the 

Chinese consumers. Furthermore, some financial tycoon groups also went to HKEx for IPO, 

such as AIA Insurance in 2009 and the Agriculture Bank of China in 2010, which have raised 

159 billion and 81.8 billion HK dollars, respectively. Meanwhile, Hong Kong is planning to 

launch “dual currencies, dual shares” to attract RMB investors. Hong Kong is aggressively 

promoting the RMB exchange center, and it is expected to grow further under the RMB 

appreciation and internationalization trend. 

                                                        
29 See “China's IPO market the world's biggest despite slump,” Reuters, January, 4, 2012. 
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In addition to the markets mentioned, there were 10 companies that went to other stock 

exchanges for listing. Seven companies went to Singapore and one to Frankfurt. 

“Yangzijiang Shipbuilding” and “Digital China” were the first Chinese enterprises that listed 

Taiwan depositary receipts on the Taiwan Stock Exchange, and raised US$ 400 million. It is 

expected that the stock exchanges will cooperate further on cross-strait issues because of the 

Chinese enterprises funding activities. 

5.2.3 Comparison of S&M Boards in the Exchanges 

 For post investment, the VC backed enterprises prefer to list in markets with high 

liquidity and valuation. For criteria, the stock markets in China and Taiwan are favoring the 

enterprises. As shown in Table 5-9, the exchanges in China and Taiwan have higher turnover 

and price to earnings ratio than others. Meanwhile, investor preference on the industry 

segment is also a consideration for the company to be listed. 

 In addition, the potential growth of Chinese markets is still huge with respect to the 

market capitalization to GDP ratio. Comparing the ratio in the developed markets, which is 

close to 100%, such as the U. S. and Taiwan, the cumulative ratio of the two exchanges in 

China is below 50%. Thus, there is potential room for growth in the Chinese stock market. 

Small and Medium Board in East Asia 

 The small and medium enterprises (SME) in Asia are growing so fast, the regional stock 

markets are aggressively trying to create a platform for funding of the enterprises with 

growth potential, compared to the stricter requirements of the main board (as shown in Table 

A-5). Currently, SZSE has the largest market capitalization and companies come from the 

SMEs. Taiwan is aggressively inviting technology-based enterprises for listing. Hong Kong 

and Singapore are also setting up a particular market for SMEs. 

In Taiwan, the mission set by the GreTai Securities Market (GTSM), the second stock 

exchange focusing on SMEs, rather than the Taiwan Stock Exchange (TWSE), is to make 
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Taiwan to be the “Platform of Asia-Pacific Technology and Innovative Industries Exchange”. 

GTSM is the second largest stock market for SMEs in the Asia Pacific, according to Table 

5-9. In recent years, GTSM continues to foster and encourage innovative enterprises to list on 

the GTSM and has had remarkable records. Taiwan highly depends on the vigorous 

development of its leading industries as well as newly emerging industries to maintain 

economic growth. Consequently, Taiwan will focus on its industrial development strategy for 

the new century on technological R&D as well as innovation. GTSM wants to integrate the 

innovative resources and seize the opportunity of globally emerging new star industries 

(IT/Telecom, Energy/Green, Bio-Tech/Agriculture-Tech & Medical Care) to trigger a new 

economic boom. In addition, both exchanges in Taiwan have allowed technology-based 

companies to apply for listing and not be restricted by the limitation of establishment years 

and profitability. Given the central authority in charge, of the enterprise concerned, has 

issued an unequivocal opinion certifying that the issuing company applying for the listing of 

its stock is a technology-based enterprise and the said issuing company meets certain criteria, 

the TWSE and GTSM will agree to list its stock, respectively (Table 5-11).  

In China, the SME Board (Small and Medium Enterprise Board) in SZSE founded in 

June, 2004, offers listing services for small and medium enterprises. It is an important 

component of Shenzhen’s multi-tier capital market. Furthermore, ChiNext, founded in 

October, 2009, offers a new capital platform tailor-made for the needs of enterprises engaged 

in independent innovation and other growing venture enterprises.  

HKEx set the mission of the Growth Enterprise Market (GEM) to play as a gateway to 

Mainland China and with close trading and business links to other Asian economies, Hong 

Kong is strategically placed in a high growth region. GEM offers investors an alternative for 

investment in “high growth, high risk” businesses. The future performance of growth 

companies, particularly that without a profit track record, is susceptible to great uncertainty. 
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Because of the higher risks involved, GEM is designed for professional and informed 

investors. It works on the basis of caveat emptor or buyers beware.  

In late 2007, the Singapore Exchange (SGX) launched “Catalist”. The regulatory regime 

for Catalist is a sponsor-supervised listing platform for fast growing local and international 

companies to raise capital by accessing institutional and other investors through the 

Singapore capital market. Catalist is open to companies from all sectors and all parts of the 

world and provides an environment that is intended to be sufficiently regulated so as to 

maintain investor confidence but not so rigid as to preclude less established companies from 

joining its ranks. In conclusion, SZSE, TWSE and GTSM have more favorable conditions for 

SMEs to list such as lower turnover and PE ratio requirements. However, due to the political 

concerns of Taiwan, offshore SMEs such as those from China usually list on HKEx and 

SGX.  

Table 5-9: Comparison of the Major Securities Markets in World 

 
No. of Listed 

Company 
Market Value 
(US$ billions) 

Market Value/ 
GDP (%) 

Turnover Rate 
(%) 

P/E Ratio 
(multiple) 

New York 2,334 13,374 78.15 126.85 16.08 
NASDAQ 2,658 4,504 25.47 293.63 - 

Tokyo 2,276 3,534 56.66 110.06 22.8 
Hong Kong-total 1,342 2,608 928.06 56.25 9.68 

GEM 170 12.6 - 74.42 22.16 

Singapore-total 633 696 230.26 45.38 9.7 
Catalist 137 5.8  61.00 n.a. 

Shanghai 938 2,605 32.3 134.01 14.7 
Shenzhen-total 1,465 1,169 14.45 344.27 22.77 

Main Board 484 575 - 507.41 18.32 

SME Board 670 472 - 231.56 28.26 

Chinext 311 122 - 246.14 37.62 

Taiwan (TWSE) 796 670 135.79 119.87 21.67 
GTSM 619 56 10.31 223.36 24.43 

Note: No. of listed company and market values were quoted in Apr. 2012, the others were in the end of 2011. 

Source: Taiwan Securities Exchange, http://www.twse.com.tw/ch/statistics/statistics_list.php?tm=06&stm=004. 
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5.3 The Collaboration of Stock Exchanges 

 In the section, we will discuss on the cooperation on stock exchanges which will affect 

the exit consideration of the VC’s portfolio. 

5.3.1 The Importance of Scale  

 The global stock markets are moving towards consolidation. Even most of the current 

mergers failed due to government disapproval (Table 5-10). However, it is clear what the 

global exchanges concerns over their global positions are from their intention to merge.  

Table 5-10: The Merger Intentions of Exchanges 
Year Participants Target Result 

2012 HKEx, London Metal 

Exchange 

Extending the HKEx’s position to the 

global trade in industrial-metal futures. 

Under process. 

2011 Tokyo Stock 

Exchange, Osaka 

Securities Exchange 

Creating Japan’s largest exchange group 

and bolstering the position as the third 

largest in the world by market 

capitalization of company listings. 

Approved by Japanese 

Government, expect to be 

effective in January 1, 2013. 

2011 Maple Group 

Acquisition 

Corporation, Toronto 

Stock Exchange 

Targeting the largest exchange in 

Canada. 

Under process. 

2011 London Stock 

Exchange, Toronto 

Stock Exchange 

Creating a platform with the world’s 

largest number of mining company 

listings. 

Failed by a competing bid 

led by Canadian Maple 

Groups.. 

2011 NYSE Euronext,  

Deutsche Börse  

Targeting the world's largest exchange. Blocked by European 

Commission. 

2011 SGX, Australian 

Securities 

Exchange(ASX) 

For competing with Hong Kong and 

Tokyo. 

Blocked by Australian 

Government. 

Source: Collected from Media News by Author. 

 Taking SGX as an example, the President said in 2011, after its failure to merge with 

ASX, that SGX is willing to discuss cooperation with other stock exchanges, including the 
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Hong Kong Stock Exchange.30 The main reason is that Asia is expected to remain as the 

world's growth engine in the coming decades. The Asian financial centers such Hong Kong 

and Singapore have been well-positioned to leverage on opportunities within Asia's vibrant 

and dynamic economies, but still intend to upgrade their market position.  

 Although the exchanges international mergers remain difficult and complicated, the 

functional integration of Eastern Asian stock exchanges, especially the Chinese markets, is 

optimistic, in our view. Take ASEAN Exchanges for illustration purposes. On April 8th, 

2011, ASEAN member countries launched a new joint website promoting the region's blue 

chip equities to global investors as a commitment to integrate their stock exchanges by 2015. 

ASEAN Exchanges is a collaboration of the seven exchanges from Indonesia, Malaysia, 

Philippines, Singapore, Thailand and Vietnam to promote the growth of the ASEAN capital 

market. Launched in April 2011, the ASEAN Exchanges website (www.aseanexchanges.org) 

will feature the ASEAN Stars and other ASEAN-centric products and initiatives, giving 

investors an integrated single-window view into the ASEAN capital market. Ideally, ASEAN 

Stars plan to be comprised of 180 ASEAN blue-chip stocks representing the most exciting 30 

companies of each ASEAN country as ranked by investability in terms of market 

capitalization and liquidity. At the end of March 2011, a combined market capitalization of 

ASEAN Exchange is about US$ two trillion with participation of more than three thousand 

companies.31 This is a very forward-looking conceptual idea for the functional integration of 

stock markets, and can easily avoid international M&A from a political standpoint of 

government’s concerns. 

                                                        
30 See “SGX willing to discuss merger with HKEx,” China Business News, May 9, 2011. 
31 See “Southeast Asian Exchanges Collaborate to Promote Region’s Capital Market Growth,” Bizdaily, April 8, 
2011. 
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Table 5-11: The Listing Requirement for SMEs by Stock Market 

 Shenzhen Taiwan Hong Kong Singapore NASDAQ 

Chinext TSE GTSM GEM Catalist Capital Market 

Market value of 

publicly held shares 

 NT$ dollar 800 

million 

- HK$ 100million - US$ 15 million 

 

Minimum number 

for shareholders 

200 500 300  200 Round lot holders 300 

Ownership 

diversification 

 Publicly owned > 

20% or 5 million 

shares 

Publicly owned > 

20% or 10 million 

shares 

 - Publicly held 

1million shares 

Minimum paid-in 

capital 

RMB 30 million, 

paid-in should be 

more than RMB 7.5 

million 

NT$ 300 million Net value NT$ 100 

million   

 - Shareholders’ equity 

US$ 5 million,  

4 million  

Minimum  

profitability 

No restriction for 

listing, however, to be 

delisted for 3 

continuous years loss 

after the listing 

The audited net value 

of the company shall 

not be less than 2/3 of 

the capital and the 

working capital is 

sufficient to operate 

the business for 12 

months after the 

The audited net value 

of the company shall 

not be less than 2/3 of 

the capital and the 

working capital is 

sufficient to operate 

the business for 12 

months after the 

2 years accumulated 

operating cash flow > 

HK$ 20 million 

before the listing 

The company must 

include a statement in 

the Offer Document 

that the company has 

sufficient working 

capital for the present 

requirements and for 

at least 12 months 

net operating 

income   US$ 

750,000 
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listing. listing. after IPO. 

Minimum  duration 

of corporate 

existence 

3 1  No, but has to be filed 

listing advisory 

guidance with the 

GTSM or have been 

trading its stock on 

the Emerging Stock 

Board for at least six 

months.   

2 SGX does not set any 

minimum quantitative 

entry criteria, but 

Sponsors will use 

their own deal 

selection criteria. 

2 

Number of market 

makers 

 2 underwrites for 

advisory 

2 underwrites for 

advisory 

  3 

Source: Compiled from the Relevant Exchanges by Author. 

 
 



 

 
82 

 

5.3.2 The Collaboration Possibility for East Asia Stock Markets  

Due to the Chinese enterprises having become a main force in the world's IPO market, 

as well as the international enterprises listing in Asia in order to be closer to the China 

market, therefore, the stock markets in Asia Pacific have been the spotlight for its growth. 

From the aggressive attitude of the exchanges to invite the SME’s listing, as discussed in 

Chapter IV, the Chinese stock markets which include Shanghai, Shenzhen, Hong Kong, 

Taiwan and Singapore, are going to be the main beneficiaries under the trend. 

Apparently, it seems that there is a zero-sum game among the exchanges mentioned. 

However, the exchanges can be integrated (in practice or the ASEAN Exchanges type by 

functionality) by their characteristics, and move toward an outcome of win-win.  

First of all, as shown in Figure 5-1, it shows that each exchange has its own target sector 

based on the weighting in the market capitalization. In the onshore market, SZSE now has 

the largest market size, consumer goods and industrial sectors have the most weighted value, 

while the SSE focuses on the financial sector.32  

In the off-shore markets, Taiwan has a higher proportion in the technology sector, 

compared to the heavy-weighted financial and real estate sector of HKEx and SGX. This is 

mainly due to the connection with Silicon Valley as discussed earlier, and therefore 

differentiates the two markets in Taiwan (TWSE and GTSM) as being technology-focused 

from the HKEx and SGX. Also, the share turnover and valuation are also key technical 

indexes for attracting enterprises to be listed. 

We therefore expect the integration of the Chinese stock markets. This should be an 

influential combination in the history of the global stock market, not only because the four 

exchanges’ cumulative market capitalization is close to US$ eight trillion, which is larger 

                                                        
32 By the definition of the TWSE, the technology weighting in market value was 64%, compare to the general 
classification of Bloomberg. There was only 30.1% of market value in technology sector defined by Bloomberg. 
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than the Tokyo exchange and NASDAQ and only behind the NYSE, but because of the 

significance of the integration on the sectors specialization. 

However, the composition of the investors still needs to improve further. Seventy 

percent of the investors in Taiwan are still accounted for by individual investors. More 

institutional investors should be attracted as they represent more professionalism and higher 

risk tolerance. Even if the nature of the stock market were to be “caveat emptor”, this would 

still depend on professionalism such as outside auditors, institutional investors, and global 

investment banks as substantiation for the notion that the listing companies’ financial 

reporting is trustworthy. 

 
Source: Bloomberg, www.bloomberg.com. 

Figure 5-1: Comparison for the Stock Markets by Value Weighting－June 27, 2012 

5.3.3 SWOT analysis of Taiwan Stock Markets for Attracting the Chinese’s IPO 

The role of Taiwan in the Asian capital market could be more aggressive due to the 

collaboration of global stocks markets. To join or not to join is a zero-sum game. The 

following will discuss the advantage and disadvantages of Taiwan’s stock market. 
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 The investors in Taiwan are more from a specific group since the local technology 

industry has been developed for more than thirty years. Most of the VCs invest in the 

high-tech, biotech, and green energy industry, and the investors in the target markets are 

more knowledgeable to the innovative technologies and relevant investment ideologies. This 

is a major strength for Taiwan to catch the growth of the innovative enterprises. On the other 

hand, Taiwan takes the advantage of having the most updated information, as the 

well-established industry cluster would help the understanding of the investment value from 

the depth of the supply chain as well.   

 Weakness 

However, the Taiwan authorities are more conservative on deregulation of the financial 

environment. Compared to Hong Kong and Singapore for example, the foreign exchange 

system is not as flexible. Moreover, the Taiwan government is more cautious and maintains 

high restrictions on capital flows with mainland China.33 

According to the “Measures Governing Investment Permit to the People of Mainland 

Area”, if the mainland area investor obtains 10 percent or more of the shares,34 in a single 

investment or cumulative investments, will obtain ten percent or more of the shares in an 

exchange-listed or OTC-listed company, the investor shall apply for approval pursuant to 

laws and regulations prescribed by relevant government agencies.35  

Currently, if the foreign issuer was incorporated in mainland China, it may not seek a 

primary listing in Taiwan according to the listing regulation of the stock market. It may have 
                                                        
33 Taiwan authority announced to impose “Securities Income Tax” start from 2013, the negative impact on the 
market need evaluation further. 
34 Article 3: The investors mentioned herein refer to the individuals, juristic persons, organizations, other 
institutions from Mainland and the companies they invest into in a third area which are, in accordance with 
these Measures, engaged in investment behaviors in Taiwan area.  
The invested companies in a third area mentioned in the preceding paragraph refer to those invested by the 
individuals, juristic persons, organizations and other institutions from Mainland and in one of the following 
situations: (1) Directly or indirectly holding the shares issued by a company in a third area or the total 
contributing amount exceeding thirty (30) percent; and (2) Having the controlling power over the companies in 
a third area. 
35 Regulations Governing Securities Investment and Futures Trading in Taiwan by Mainland Area Investors, 
Article 12. 
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an offshore holding company apply for the primary listing in Taiwan. However, if thirty 

percent or more of the shares or capital in a foreign issuer incorporated in a third jurisdiction 

is directly or indirectly held by a mainland Chinese individual or institutional persons, or 

even any shareholder with significant influence over such foreign issuer is a mainland 

Chinese individual or institutional persons, this foreign issuer is not eligible to apply for 

primary listing in Taiwan. Accordingly, the restrictions on Chinese enterprises to list and 

investors from mainland China due to the political concerns is a real weakness for Taiwan’s 

stock market to compete with the other global exchanges.  

 Opportunity 

The political concern on the stock market is diminishing. Taiwan is expected to sign the 

Investment Protect Agreement and establish the Currency Clearing Mechanism with 

mainland China in mid-2012, after the Economic Cooperation Framework Agreement 

(ECFA) was signed in 2010. The friendly atmosphere will help Taiwan to participate in 

regional integration more smoothly. 

In fact, mainland China is the number one trade partner and the largest trade surplus 

source of Taiwan. Chang (2011) concludes that Taiwan should develop a Renmibi 

transaction center based on the large trade surplus from China, Taiwanese employees’ 

income wired from the mainland, and mainland tourists’ consumption in Taiwan.36 This 

would be a main source for Taiwan to develop a pool of Renmibi for the financial market. It 

is reasonable that Taiwan enhances the connection of its stock market to the Chinese 

enterprises. So far, the stock markets in Taiwan are relatively distractive for international 

enterprises’ funding preference. In our view, this is an opportunity for Taiwan to participate 

in the growth of China’s stock market, internationalization of RMB, and integrate with the 

regional stock market. 

                                                        
36 In 2010, Taiwan’s cumulative trade surplus from China was close to NT$ 86 billion. 
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 Threat 

 The threat apparently is that Taiwan faces being marginalized from the trend of 

integration not only on economy but also the capital market. It is also a severe challenge for 

Taiwan’s economic development in the long run. 

5.4 Summary 

 As discussed, the global capital market is moving toward integration and the rising of 

China both pushed Taiwan to follow the trend and be prevented from being marginalized. 

However, this does not mean that Taiwan has to accept all the applicants without any 

filtering, particularly the financial fraud of Chinese enterprises that are unacceptable in the 

stock market. A basic requirement of investment markets is for investors to have a reasonable 

amount of confidence that they are not being defrauded, and if it turns out that they are, the 

authorities has to seek to be able to punish those responsible. That is the most important role 

that the authority plays as a gatekeeper. 

 In our opinion, Taiwan can be one of the funding centers between the Chinese economy 

and the globe. The Taiwan authorities should establish a mechanism to invite companies with 

sound financial statements to list, rather than just basing it on the nationality of the influential 

shareholders. Compared to the other Chinese stock markets, Taiwan has the special 

characteristics of being innovation-driven, SME friendly and offshore but close to China, 

which are impressive to companies that are willing to list and be near the Chinese market. 

 From the viewpoint of the regional economy, Taiwan can be an excellent coordinator of 

resources for the region based on its past international experience in terms of being a rich 

technology provider and a strong buffer of risk. Likewise, Taiwan’s stock market can provide 

a clear position among East Asia, and be integrated successfully with regional collaboration. 
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Chapter 6 Conclusions and Suggestions 

The study discusses the development of the VC industry in China from its fundraising, 

investment to post investment, and comparisons on a global scale. We also analyzed the 

relationship between the innovative industries and economic growth, and discussed the VC’s 

exit route and stock market in China. 

6.1 Conclusions 

 Based on the discussions and analysis above, we have the conclusions in detail on the 

development of the VC industry in China, 

1. The fast economic growth in China drives the growth of VC industry 

The roaring of China economy provides a profound fundamental for the development of 

VC industry. China has taken place of Germany to be the largest export country; and its gross 

domestic product has surpassed Japan and become the second largest economy. It therefore 

induces the interests of the global capital to flow in and enjoy the significant growth.  

The Chinese VC market is growing rapidly. China attracts the significant amount of 

money for the rising market. The VC scale in China is only behind the U. S. and Europe. 

Chinese enterprises have become the majority firms of the global IPO activities, and the 

Chinese enterprises’ IPO has become the anchor source of the global stock markets. The 

relevant IPOs enjoy significant return, meaning that the enterprises can more easily raise 

capital from the stock market for the future development and expansion. Chinese companies 

were taking advantage of China’s economic boom. 

2. The western VCs are taken by the domestic VCs gradually 

The VC industry in China was first led by American and other foreign private equity 

firms. Where China’s information on market research may once have been neither available 
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nor reliable, the sophistication of such data is expanding, and most private equity investors 

are taking advantage of that information. Consequently, due diligence is already starting to 

look more like the Western template. Additionally, initial research on investment opportunity 

now goes much deeper than merely getting to know the promoter presenting the business 

concept. This trend is likely to continue, especially for high tech investments that are likely 

to be a major part of China’s future. 

3. The environment of the VC in China needs further reform 

In terms of development, the Asian private equity-venture capital industry is still 

relatively less developed compared with the U. S. and Europe. Generally, with a longer 

history of venture capital, the venture capital industry in Europe and the U. S. have 

well-developed mechanisms for monitoring and managing risks, as well as exercising 

governance. In Asia, the regulatory framework for the venture capital industry still lags 

behind, although governments have recently stepped up efforts to create the appropriate set 

of incentives and legislation to promote and regulate the venture capital industry.  

The VC’s development in China is promising. However, there are four major challenges 

that China has to deal with gradually, under its transition from being a centrally-planned to a 

more capitalistic economy, and from being state owned to private owned in politics, 

including Legalization and Institutionalization, Information Transparency, Social Network, 

and Inelastic Foreign Exchange in Renminbi. The challenges favor domestic VCs 

development rather than foreign VCs, however, this also causes foreign investors to question 

the trustworthiness of some Chinese companies’ accounting and financial reporting practices. 

Therefore, the environment of the venture capital in China needs further reform in the future. 

4. ZhongGuanCun is the VC backed innovation center in China 

The Chinese VC market remains almost equal weighted on the technology and non-tech 

sector due to its national policy and abundant inner market, the VC activities in ZGC show 
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the strong encouragement from the national policy on the TMT sector. ZGC took reference 

from Silicon Valley and Taiwan, and plays the active role on Chinese enterprises’ IPO 

activities, and contributes ninety percent to the GDP of the high-tech sector in Beijing City.  

 ZGC has become the largest e-commerce IPO cluster in China which is due to the  

government still strictly limits the number of foreigners from entering the internet and 

telecom industry in China. Local internet participants enjoy benefits from the protection.  

However, the ZGC in Beijing usually invites no less than thirty percent of the total VC 

investment, which only made minor contribution to China’s GDP. It is clear that the 

accomplishment of ZGC has ample room for further improvement. 

5. Experience of VCs in Taiwan helps the development of TMT industry  in China 

China’s VC investment targets both TMT and non-TMT industries due to encouraging 

government policy and also huge domestic demand, and is further reflected in the weighting 

of stock market capitalization. The characteristics provide a diversified opportunity for VC 

investment. For instance, Taiwanese VC used to be focused on technology investment in the 

early stage, while today they also look for opportunities in the expansion stage. Although this 

does not extend the investment targets, it enriches the portfolio and experience of the VC. 

In addition, Taiwanese high-tech manufacturers contribute significantly to foreign 

trade-oriented economic activities in China. Taiwanese enterprises have successfully 

duplicated the cluster in mainland China, and consequently taken advantage of the 

international division that labor brings to enable technology upgrading of the domestic 

high-tech industry, namely by carrying out R&D and producing key components in Taiwan 

and thereafter carrying out the production and assembly in China.  

6. The Asian stock markets get the benefit from the IPO of the Chinese enterprises 

The stock markets in Asia are aggressively inviting SMEs for listing on the Small and 

Medium Board. The SZSE, TWSE and GTSM have provided SMEs more favorable 
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conditions for listing such as lower turnover and P/E ratio requirement. Meanwhile, Taiwan 

(TWSE and GTSM) has the advantage of acting as a technology- focused market, due to its 

tight relationship with Silicon Valley during economic development. 

 Today, the global stock markets are consolidating. The ASEAN Exchanges and the 

exchange merged in Tokyo and Osaka provide a clear example for the Chinese stock markets 

to integrate (in practice or the ASEAN Exchanges type by functionality) based on their 

characteristics and move toward a win-win outcome. This should be an influential 

combination, in the history of the global stock market, not only because the four exchanges’ 

cumulative market capitalization will be behind that of the NYSE, but because of the 

significance of the integration on the sectors specialization. 

 The illustrations above provide an idea for the integration on the Chinese stocks markets 

including China, Taiwan, Hong Kong and Singapore. The combination provides 

comprehensive options for the global enterprises (not only Chinese enterprises) for 

considering to go listing, and to be consequently closed to the Chinese market. 

6.2 Suggestions  

Meanwhile, there are also the suggestions for the VCs in China and the future studies 

regarding the development of VC in China, 

1. VC firms in China should strengthen the investees in cooperate governance 

Venture capital in China will continue to grow. As international venture capital 

investors seek to diversify their investments, an obvious move is to include China-based 

firms in their portfolios. The VC industry in China still needs a period of transition as the 

market continues maturing. The venture capitalists must be prepared and well versed in the 

nuances of the environment there if they hope to seize the opportunities present in this 

intriguing and complex market and help entrepreneurs to grow their firms. Moreover, the 
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financial fraud of Chinese enterprises has seriously destroyed confidence of international 

investors. The VC firms in China should play an aggressive role in conducting thorough due 

diligence, and provide management (including cooperate governance) and personnel 

assistance to investees rather than seeking the shortest exit period for higher return. 

Thereafter, the Chinese enterprises could be on the right track to a well-developed capital 

market, which is also healthy for the VC industry and stock markets. 

2. Taiwan stock markets should open door for the IPO of Chinese enterprises 

With the economic integration in East Asia, Taiwan should aggressively join the 

integration of stock markets to prevent itself from being marginalized. In fact, the stock 

markets in Taiwan have unique advantages to attract foreign enterprises for listing. However, 

the authority’s concern on Chinese capital and strict controls on foreign exchange remain as 

the main weakness. For Chinese capital, it is suggested to revise the regulation on monitoring 

the financial report quality rather than the nationality of the influential shareholders. We 

believe there should not be any further delay to revise the general restriction on “Chinese” 

investment and IPO in Taiwan while signing the agreement with China on Investment 

Protection and Currency Settlement.  

3. M&A of Chinese enterprises are the emerging opportunities for investors 

We expect the merger and acquisition activities for the Chinese enterprises to get 

increasingly popular, whether it is on shore or offshore. This was because Chinese 

enterprises were growing organically in the past. However, the needs for future growth or 

know-how acquiring should be the next task that Chinese enterprises focus on. On the other 

hand, they hold ample resources such as fundraising easily from the stock market based on 

the advantageous valuation and cash flow from their operations. Accordingly, the Chinese 

enterprises should be in a beneficial position to supersede the foreign enterprises that are 
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suffering from the economic downturns since 2008. We believe this is an opportune time to 

set PE for restructuring purposes. 
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Appendix-1: China Venture Capital & Private Equity Annual 

Ranking—2009~201137 

Award 2007 2008 2009 2010 2011 

Venture Capital 

Firm of the Year 

SAIF Partners Shenzhen 

Capital Group 

Co.,Ltd. 

Shenzhen 

Capital Group 

Co.,Ltd.  

Shenzhen 

Capital Group 

Co.,Ltd. 

Shenzhen 

Capital Group 

Co.,Ltd. 

Active VC Firm of 

the Year 

IDG 

Technology 

Venture 

Investment and 

Shenzhen 

Capital Group 

Co.,Ltd. 

Shenzhen 

Capital Group 

Co.,Ltd.and 

Sequoia Capital 

China 

Shenzhen 

Capital Group 

Co.,Ltd. and 

IDG Capital 

Partners 

Shenzhen 

Capital Group 

Co.,Ltd. 

Shenzhen 

Capital Group 

Co.,Ltd. 

VC Fundraising 

Winner of the Year 

SAIF Partners IDGVC 

Partners 

Shenzhen 

Capital Group 

SAIF Partners IDG Capital 

Partners 

VC Exit Winner of 

the Year 

SAIF Partners Shenzhen 

Capital Group 

Fortune 

Venture Capital 

Shenzhen 

Capital Group 

Jiangsu Govtor 

Capital Group 

Source: Zero2IPO (2012), China Venture Capital & Private Equity Annual Ranking－2012.  

                                                        
37 The reference system conducted by the Zero2IPO for the ranking includes such indicators as the amount of 
managed capital, the amount of managed capital, the amount of newly financed fund, the number of investment 
cases, the amount of investment capital, the number of exit as well as the return on investment, etc.  
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Appendix-2: Top 20 VC Firms—2007~2011 

Venture Capital Firm 
Ranking 

2011 2010 2009 2008 2007 

Shenzhen Capital Group Co.,Ltd. 1 1 1 1  

China Science & Merchants Capital Management Co, Ltd. 2 8 4   

IDG Capital Partners 3 3 4 2  

Jiangsu Govtor Capital Group 4 6 5 14  

Sequoia Capital China 5 2 3 3  

Fortune Venture Capital Co., Ltd. 6 5 2 8  

NewMargin Ventures 7 7 8 16  

Legend Capital 8 10 7 5  

Qiming Weichuang Venture Capital Management (Shanghai) Co., Ltd. 9 21-50 20 17  

Shenzhen Co-win Venture Capital Investments Limited 10 9 21-50   

SAIF Partners 11 4 6 4  

GGV Capital 12 14 15   

HAPPY-SLICON CAPITAL MANAGEMENT GROUP CO.,LTD. 13 21-50 -   

Matrix Partners China 14 21-50 21-50 13  

Suzhou Ventures Group 15 21-50 21-50 11  

Zhejiang Sino Wisdom Investment Co., Ltd. 16 21-50 -   

Softbank China Venture Capital 17 17 11 12  

GSR Ventures 18 21-50 18 21-50  

CDH Venture 19 12 10 6  

Kleiner Perkins Caufield & Byers China 20 18 21-50 9  

Source: Same as Appendix-1. 
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Appendix-3: Top 10 Domestic VC Firms—2010~2011 

Ranking 
Venture Capital Firm 

2011 2010 

1 
Shenzhen Capital Group Co.,Ltd. 

(深圳市創新投資集團有限公司) 

Shenzhen Capital Group Co.,Ltd. 

(深圳市創新投資集團有限公司) 

2 

China Science & Merchants Capital  

Management Co, Ltd. 

(中科招商創業投資管理有限公司) 

Shenzhen Fortune Venture Capital Co., Ltd. 

(深圳達晨創業投資有限公司) 

3 
Jiangsu Govtor Capital Group 

(江蘇高科技投資集團) 

Jiangsu Govtor Capital Group 

(江蘇高科技投資集團) 

4 
Fortune Venture Capital Co., Ltd. 

(達晨創業投資有限公司) 

Shanghai NewMargin Ventures 

(上海永宣創業投資管理有限公司) 

5 

NewMargin Ventures 

(上海永宣創業投資管理有限公司) 

China Science & Merchants Capital 

Management Co, Ltd.  

(中科招商創業投資管理有限公司) 

6 

Legend Capital 

(君聯資本，原聯想資本) 

Shenzhen Co-win Venture Capital 

Investments Limited 

(深圳市同創偉業創業投資有限公司) 

7 

Shenzhen Co-win Venture Capital 

Investments Limited 

(深圳市同創偉業創業投資有限公司) 

Legend Capital 

(聯想資本) 

8 

HAPPY-SLICON CAPITAL 

MANAGEMENT GROUP CO.,LTD. 

(硅谷天堂創業管理集團股份有限公司) 

GREEN PINE CAPITAL PARTNERS CO..LTD 

(深圳市松禾資本管理有限公司) 
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9 

Suzhou Ventures Group 

(蘇州創業投資集團有限公司) 

SHENZHEN ORIENTAL FORTUNE CAPITAL 

CO.,LTD 

(深圳市東方富海投資管理有限公司) 

10 

Zhejiang Sino Wisdom Investment Co., 

Ltd. 

(浙江華睿投資管理有限公司) 

Zhejiang Sino Wisdom Investment Co., Ltd. 

(浙江華睿投資管理有限公司) 

Source: Same as Appendix-1. 
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Appendix-3: Active Taiwanese VC Firms in 

China—2010~2011 

Set up Year Venture Capital Firm 

1995 AsiaVest Partners, TCW/YFY Ltd (永威投資有限公司) 

1998 The CID Group (華威國際集團) 

2000 iD TechVentures Inc. (智基創投) 

2010 Yuanta Venture Capital (元大創業投資股份有限公司) 

Source: Same as Appendix-1. 
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Appendix-4: Top 10 Foreign VC Firms—2010~2011 

Ranking 
Venture Capital Firm 

2011 2010 

1 
IDG Capital Partners 

(IDG 資本) 

Sequoia Capital China 

(紅杉資本中國基金) 

2 
Sequoia Capital China 

(紅杉資本中國基金) 

IDG Capital Partners 

(IDG 資本) 

3 

Qiming Weichuang Venture Capital 

Management (Shanghai) Co., Ltd. 

(啟明維創創業投資管理上海有限公司) 

SAIF Partners 

(賽富投資基金管理公司) 

4 
SAIF Partners 

(賽富投資基金管理公司) 

CDH Venture 

(鼎暉創業投資) 

5 
GGV Capital 

(紀源資本) 

GGV Capital 

(紀源資本) 

6 
Matrix Partners China 

(經緯中國) 

SIG Asia Investment, LLLP 

(海納亞洲創投基金) 

7 
Softbank China Venture Capital 

(軟銀中國創業投資有限公司) 

Intel Capital Corporation 

(英特爾資本) 

8 
GSR Ventures 

(北京金沙江創業投資管理有限公司) 

Softbank China Venture Capital 

(軟銀中國創業投資有限公司) 

9 
CDH Venture 

(鼎暉創業投資) 

Kleiner Perkins Caufield & Byers China 

(凱鵬華盈中國基金) 

10 
Kleiner Perkins Caufield & Byers China 

(凱鵬華盈中國基金) 

DT Capital Partners 

(德同資本管理有限公司) 

Source: Same as Table A-1. 
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Appendix-5: Basic Requirements for the Admission of Securities to the Selected Capital Markets 

Markets NYSE NASDAQ Hong Kong Singapore Taiwan Shan-

ghai 

Shenzhen 

Global 

Select 

Mkt. 

Global 

Mkt. 

Test 1 Test 2 Test 3 Test 1 Test 2 Test 3 TSE GTSM 

(OTC) 

Main 

Board 

SEM 

Board 

Minimum 

Market 

value  

US$ 

18 

million 

Avera

ge > 

US$ 

550 

million 

over 

prior 12 

months 

or 

Avera

ge > 

US$ 

850 

million 

over 

prior 12 

months 

US$ 

75 

million 

subject 

to listed 

compan

y 

 

Market 

value of 

publicly 

held 

shares 

from 

US$ 

8, 

18 to 

HK$ 200 

million 

HK$ 

4,000 

million 

HK$ 

2,000 

million 

- - >US$ 

80 

million 

NT$ 1,600 

million 

 - 



 

 
100 

 

or 

US$ 

160 

million 

20 

million 

Minimum 

shareholders 

2,000 450-2,2

00 

400    500 1,000 300 - 

Shareholdin

g Spread 

 Market 

value of 

publicly 

held 

shares 

US$ 45 

million 

Publicl

y held 

shares 

1.1 

million 

   Publicly owned > 25% Publicly owned > 20% of 

shares or 10 million share 

Publicly owned > 20% of 

shares or 10 million share 

Publicly owned > 25%, 

no less than 10% when 

capital larger than RMB 

400 

Minimum 

paid-in 

capital  

1.1 

million 

equity 

US$ 55 

million 

and  

US$ 80 

million 

in the 

most 

recently 

complet

Equity 

US$ 

15-

30 

million 

 total 

assets 

and 

revenue 

US$ 75 

   - - - NT$ 600 

million 

NT$ 50 million RMB 50 million 
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-ed 

fiscal 

year 

million 

 

Minimum  

profitability 

pre-tax 

income 

US$ 

2.5 

million  

Aggre

gate in 

prior 

three 

fiscal 

years > 

US$ 11 

million 

and 

Each of 

the two 

most 

recent 

fiscal 

years > 

US$ 2.2 

million  

and 

Each of 

the prior 

US$  

1 

million 

Net 

Profit at 

least 

HK$ 50 

million 

in the last 

3 

financial 

years 

(with 

profits of 

at least 

HK$ 20 

million 

recorded 

in the 

most 

recent 

year, and 

aggregate 

Revenue 

at least 

HK$ 

500 

million 

for the 

most 

recent 

audited 

financial 

yea 

Revenue 

at least 

HK$ 500 

million 

for the 

most 

recent 

audited 

financial 

year and, 

Operating 

cash flow 

>HK$100 

million 

for the 

three 

preceding 

years 

Cumul

ative 

pre-tax 

profit 

of at 

least 

US$ 

7.5 

million 

over 

the last 

3 

consec

utive 

years, 

with a 

pre-tax 

profit 

of at 

least 

Cumula

tive 

pre-tax 

profit 

of at 

least 

US$ 10 

million 

for the 

latest 1 

or 2 

years 

- operating 

income 

and 

income 

before 

tax > 6% 

of 

paid-in 

capital  

income before 

tax > 3% of 

paid-in capital, 

or > 4% and no  

cumulative  

loss 

3 years net profit > 

RMB 30 million, and 

operating cash flow> 

RMB 50 million  
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three 

fiscal 

years > 

US$ 0 

or 

Aggre

gate in 

prior 

three 

fiscal 

years > 

US$ 

27.5 

million 

and 

Each of 

the prior 

three 

fiscal 

years > 

US$ 0 

and  

Previou

profits of 

at least 

HK$ 30 

million 

recorded 

in the 2 

years 

before 

that. 

  

US$ 1 

million 

in each 

of 

those 3 

years 
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Source: Same as Table 5-11. 

 

 

s fiscal 

year > 

US$ 

110 

million 

or   

Previou

s fiscal 

year > 

US$ 90 

million 

Operating 

Track 

Record 

3  3 0-2 3 3 - - 3 2 3 

Number of 

market 

makers 

NA 3 or 4 3 or 4 - - - - 2 2 1 
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