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Abstract

This thesis investigates the topic of reputation within the venture capital market, the objective
of this document is to observe the effect that venture capitalists’ reputation has on the ability of
venture backed companies to raise capital and the syndication within different venture capital
firms. The results of the empirical analysis conducted in this thesis shows that venture
capitalists’ reputation has a positive effect on the ability of venture backed firms to raise
capital, this result offer significant information to entrepreneurs to make a more thoughtful
selection of investors and obtain the best possible result. The empirical analysis proposed in
this thesis also investigate the effect that venture capitalists’ reputation has on syndication
within venture capital firms, the results show a positive effect of reputation on the probability

of firms to syndicate.
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Chapter 1 Introduction:

1.1 Background:

The Private Equity (PE) sector plays an essential role in the current economic framework, it offers
support to young enterprises to develop their business, by offering financing, consulting, and other
intangible resources. This sector is segmented based on the destination of the funds, which all share
a significant similarity, the destination to private corporations. A segment of PE is composed by
those financial institutions that focus on early-stage investments in companies, which is commonly
referred to as Venture Capital (VC), which will be the segment focus of the investigation conducted
in this thesis. The relationship between Venture Capitalist and the enterprises they invest in goes
beyond the financial resources; venture capitalist actively participates in the investment, directly
monitoring the investment and by trying to reduce information asymmetries.

While providing more respectable businesses with significant competitive benefits, a
company's reputation provides useful information to prospective consumers during the decision-
making process (see, e.g., Kreps and Wilson (1982), Shapiro (1983)). This thesis examines the
reputation of venture capital (VC) firms, which are specialized financial intermediaries operating in
a highly fragmented industry, to deepen the understanding of reputation building. VCs and their
investors place a high value on reputation, but potential portfolio firms that heavily depend on VC
advisory services and risk capital for their survival and growth also value it highly.

The effect that reputation has on the relations among venture capital market stakeholders is
an under investigated topic within the available literature, studies on the topic would offer
practitioners, operating on both sides, invaluable information on the intangible characteristics that
bring the most advantage. For venture backed companies (VBC), research on the effects that the
reputation of venture capitalists has on their fundraising ability, will enable them to make more
informed decisions when choosing their partners. For venture capitalists, the high reputation of the
lead VC will also provide further reassurance on the progress that the focal company will make,
given the logic assumption that more funds will turn in better opportunities for growth hence a
higher probability of recouping the investment. Finally, this thesis will observe the effects that
reputation has on syndication, where valuable information will be provided to venture capitalists on

the effect that reputation has on the probability of syndicating with other venture capitalists.



1.2 What do we already know?

Strong empirical evidence from earlier studies suggests that reputation is a valuable commodity,
and this has prompted the development of several theoretical models of reputation in the financial
services sector. Reputation can be crucial for specialized financial intermediaries, especially those
with plenty of rivals.

The topic of fundraising in the venture capital market (VCM) has been investigated mainly
under the lens of the effects that it has on the VC firm, especially in the article published by
Gompers & Lerner (1999) it is possible to observe the multiple components that define the
fundraising activities of venture capitalists, how changes in the regulation and macroeconomic
factors affect the allocation of money from limited partners, and how this changes affect the supply
and demand function between entrepreneurs and venture capitalists. Furthermore, this paper also
finds that the reputation of the venture capital firm leads to a greater fundraising for the VC fund.
Shifting the focus on the venture backed companies, the results provided by Gompers & Lerner
(1999) lead the way for future research on the effects that reputation has on their performance.

Multiple studies have investigated the effects of venture capitalists’ reputation on the
performance of the venture backed companies, notably the focus has been on IPO performance of
the VBC after the investment by the reputable firm, Megginson & Weiss (1991) have investigated
the certification role that VVCs offer to the focal companies in IPOs, finding that the better results are
due to the presence of reputable VC firm that “attract higher quality underwriters and auditors as
well as a larger institutional following” (Megginson & Weiss, 1991). Additionally, Krishnan et al.
(2011) observes the prolonged effects of the participation of a reputable venture capitalist in the
VBC performance, in particular the study in question focused on post IPO performance and has
seen a significant positive association among these measures. The explanation that has been given
for the better performance of the VBC throughout the years after the IPO, has to do with the
involvement that reputable firms have within the governance of the company that continues well
after the IPO and positively influences performance. Such a result is due to the non-financial assets
that venture capitalists bring to the deal, that regard the network of the VC, knowledge of the
market and business savvy. The prolonged involvement of reputable VC firms in successful
ventures as observed by Krishnan et al. (2011), finds further ground in a recent work conducted by
Chahine et al. (2021), who have found that there is a transfer of reputation through association and
that this seems to be bidirectional, thus a better post IPO performance of the focal company will

lead to a better reputation for the VC firm. This article also observes the topic of syndication within

2



the venture capital as will this thesis, which is the practice through which multiple VC pool together
their investment in the focal company (De Clercq & Dimov, 2004). There are different motives that
are connected to the decision of VC firms to syndicate, in first instance the will to spread risks since
it is a way to invest in multiple companies and still perform adequately the due diligence and
investment selection, which is per se a motive for syndication since with such an agreement firms
might also want to benefit from the selection processes that are in place in other firms that have
proven successful in other circumstances. This last point leads to the last motive for syndication that
is a resource-based view, where the motive lies with the complementarity of certain characteristics
of the venture capitalists, that could lie in complementarities in the network or in the market
specific competences that are needed for the success of the deal, etc...

The effects that reputation has on syndication that will be investigated in this thesis,
following the resource-based view Gu & Lu (2014), have investigated the relationship between
reputation and probability of syndication in the Chinese venture capital market, where they propose
that there is a positive correlation, until a certain threshold. Such an analysis could present some
limitations in its applicability in different venture capital markets given the vast differences among
markets, the relation between syndication and reputation has also been investigated by Meuleman et
al. (2009), who have investigated the PE market in the U.K. and found that reputation has a positive
effect on agency costs that in turn leads to higher rates of syndication among VC firms.

1.3 Research gap and RQ

As introduced priorly the research on the effects that reputation has in the venture capital market are
limited and the available literature focuses on the effects that it has on investors that operate in the
public market, observing the positive results that reputable VC firm bring during IPOs and even
subsequently, the question whether this better performance during IPOs translates to the private
fundraising of venture backed companies arises.

Furthermore, this thesis also investigates the effects of reputation in another determinant of
venture capital. VC firms specialize in providing finance and business expertise to companies with
high growth potential and entrepreneurial talent, helping them capitalize on market opportunities.
Given the relatively high risks they assume, venture capitalists aim for high returns, typically
through substantial capital gains over the medium to long term (Lerner, 1994a). To manage these
uncertainties, venture capital firms employ various strategies, including risk management, deal

selection, and investment monitoring (Wright & Robbie, 1998). Among these strategies, investment
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syndication is a notable practice. Despite its empirical significance, syndication among venture
capital firms has not been extensively studied. This thesis represents an initial exploratory effort to
address this gap.

By elucidating the role of reputation in venture capital dynamics, this research tries to offer
further information on the topic that will address in its limited scope an important gap in the
academic literature but also offers practical insights that can influence future practices and policies
in the venture capital industry.

RQ: How does the reputation of a VC firm affect the fundraising ability of VBC and syndication
with other firms in Italy and Sweden?

The remainder of this paper is organized as follows. Chapter Il observes the available
literature on the topic, Chapter Ill describes the data and methodology, Chapter IV empirically
analyses the link between VC reputation, VBC performance and syndication. Chapter IV
reexamines these relations putting it in relation with the literature and finally Chapter VI provides

the conclusive remarks.



Chapter 2: Systematic Literature Review

In the following chapter instrumental concepts that are fundamental to the understanding of this
thesis will be presented, at first instance the private equity market in general will be introduced, to
comprehend the basis on which the venture capital market stands and the differences among the
different players of the PE; subsequently a description of the activities and characteristics of a
venture capital firm will be depicted, where finally the topic of reputation within the venture capital
will be investigated. Finally, syndication will be introduced, and a deeper analysis will investigate
the findings of the literature on its relationship with reputation.

The venture capital market is an incredibly competitive market, where companies must
quickly make a name for themselves and create relations with other players present in the market.
This thesis will study an under investigated topic within the available literature that is the impact
that intangible assets, such as reputation, have on the VC firm and the other players with which it
interacts and conducts deals, both syndicates and venture backed firms.

The literature presented in the following pages concentrates around different aspects of
reputation within the venture capital market, starting from the recognized effects of reputation
within the financial sector, moving on the motives that push VC firms to acquire and nurture this
intangible asset, studying the observed benefits that reputation brings to different players of the
venture capital market (VCM) that leads to the formulation of the first hypothesis, and finally
reporting the observed determinants of VCs’ reputation. Furthermore, the topic of syndication will
be introduced, the phenomenon will be explained and finally a description of its relationship with
reputation will introduce the formulation of the second hypothesis.

2.1 The rise of the venture capital.
The premise of building a business is to have enough funds to put together the different assets that
are needed to produce and commercialize a product or a service, there are different means for
entrepreneurs to reach their funding goal, this result either in the creation of debt or equity.
Entrepreneurs starting a new activity, usually have financial constraints and their capital is not
sufficient to fund: legal expenses, prototyping, production or wages. These costs as said by Yetisen
et al. (2015) are always different based on the stage of development of an enterprise and usually
higher over time.

Access to financing is believed to be one of the major obstacles to the development of new

businesses (Hamilton & Fox, 1998), this obstacle derives from different elements such as: the



difficulties in evaluating a start-up, the will from investors to develop a portfolio with specific
characteristics, thus creating a “‘funding gap”. This funding gap could also be seen as a direct
consequence of entrepreneurs’ financial choices (Hamilton & Fox, 1998) ; in this paper the authors
focused their attention on New Zealand, and discovered that entrepreneurs have a high propensity to
independence therefore they prefer to be their own lenders, and finance their projects through
personal savings and by reinvesting the profits of the business, to keep the authority to decide the
best course of action.

This approach is obviously limited to the consistency of the entrepreneur’s patrimony, thus
in a scenario where this approach is not possible, a good entrepreneur needs to realize which is the
best course of action. Based on the work of (Daskalakis et al., n.d.), who have studied the funding
preferences of small/micro firms in Greece, found that rookie entrepreneurs tend to prefer debt over
new outside equity. On the other hand, from the investor perspective, like traditional financial
institutions, such as banks, they usually focus on the relative ease with which they will be able to
recoup the investment if the venture fails. This logic though, has the limit that nowadays most of the
value, in newly constituted businesses, is given by software and intangible assets that are non-
fungible and have a low market liquidity.

Start-ups are on the lookout for cash since their inception, but traditional financial
institutions are unable to satisfy this need given their investment policies. Thus, this creates the
need for an institution that invests based on the potentials of a business more than its current
consistencies. This is where private equity (PE) comes into play, for all those entrepreneurs that are
willing to sell some of their equity, in exchange for funds to further develop and commercialize
their business.

Private equity could be defined as the risk capital provided outside public markets, and “it
refers to investments made in private companies that may find themselves in every stage of their life
cycle” (Caselli & Negri, 2021).



Private Equity

Venture
Capital

Growth

Buyout
Distressed

I

Hedge Funds

Figure 1: Composition of the private equity market (Metrick and Yasuda, 2021, p. 4)

In figure 1 are represented the interconnections and dynamics of the PE market, each of
these circles represents a different type of investment done by private equity firms. Differences
between investments derive from the life stage of the company in which firms invest, venture
capital focuses its efforts on newly constituted businesses that usually are not yet profitable and
have yet to fully develop the business, through a minority investment and usually inserting a
member in the company’s board. Growth equity focuses its investments on what are defined as
late-stage investments in VC, as a matter of facts some VC firms operate in these types of
transactions hence the overlap, these types of investments are made in companies that have already
proven their business model and already are or will probably turn profitable during the timeframe of
the investment. As reported by (Lattanzio et al., 2022), there are two different styles with which a
growth equity invests: either through the acquisition of a minority stake in the company, or through
a practice called “mezzanine” in which the financing is done through debt with additional stock
options (Vasilescu, 2010). The third investment category is buyout, this is the largest category of
private equity with $1.1 trillion assets under management (MacArthur, et al., 2023), this category
differs from the others because investors usually take majority control of the equity in a company.
The intersection with growth equity is given by the practice of utilizing funds coming from banks
and non-bank financial institutions (NBFI) such as mezzanine investors, creating the subcategory of
leveraged buyouts (LBOS).

Finally, the category of distress investing which focuses on troubled companies, that are
facing profitability problems or need to be restructured. The intersection between distressed and
buyout derives from the practice, also, in distress investing of acquiring the majority of the
company’s equity.

Figure 1 also represents hedge funds in its bottom part, this paragraph will briefly introduce
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the characteristics of these financial institutions. Hedge Funds share many characteristics with
private equity, such as the juridic structure and other operative features, however their main
difference can be found in the markets in which they operate, hedge funds operate in public markets
trading public securities, meanwhile private equity invests in private companies.

The objective of this digression on PE and the brief introduction of Hedge funds was to give a
macro perspective on the venture capital, to understand the possible alternatives for providers of
capital with which VC competes.

2.2 Venture Capital Market (VCM):

The importance of the relationship between the venture capital market and economic development
has been investigated by academia for over half a century, this spar of interest could be due to the
capacity of venture capital to drive innovation (Kortum & Lerner, 2001).

In order to understand this complex market, it is important to understand as a first instance what a
venture capital firm is, thus its characteristics, what defines them, their life cycle and how they
operate. These premises are essential to have a complete view on the topic at hand and proceed
successfully to the subsequent phase of this master thesis.

Metrick et al., (2021) recognized and summed up five main characteristics that define a VC:
the first characteristic that they have recognized is that VC funds operate as financial
intermediaries, since they utilize the money of investors to acquire equity in portfolio companies;
the second characteristic of VC funds is to invest in private companies, thus in those companies
that are not traded in public markets and are not obliged to the regulations of such markets;
furthermore the third characteristic recognized is that venture capitalists are not just investors,
but they take an active role in the companies in which they invest. VC usually take positions in the
board: to offer council but also to attract talented employees and utilize their previous connections
within the market; the fourth characteristic defines VC funds as profit companies, since the main
objective of a VC fund is to return more than what investors provided at the beginning of the
venture, profit that is achieved through exiting the investment either through an IPO or by selling
their equity to companies that already operate in that sector or are interested in diversifying; the
final characteristic that has been identified is the growth of the invested company, the objective of
a VC firm is to develop the invested company and hold their shares until a “late-stage” of a startup’s
life where an exit is more profitable and plausible.

Venture capital firms operate in an extremely competitive market where venture capitalists

to start their activities and launch their fund, must be on the lookout for possible investors and



persuade them to lend their money. To do so, firms organize in limited liability corporate structures
involving two main types of participants: the general partner, responsible for fund management, and
the limited partners (the investors), who subscribe to the participation shares (Sensoy et al., 2014).
This process excludes "captive™ venture capitalists, who stand out for their unique characteristic of
not requiring capital from third parties (Keil et al., 2010). It is not uncommon for a general partner
to also be an investor in the fund they manage. Institutional investors will destinate a certain amount
of funds towards the VC fund, the consistency of the fund depends on the track record and
reputation of its general partners (GP) (Balboa et al., 2017). The internal rate of return (IRR) that a
VC fund is capable of achieving, greatly influences the willingness of investors to finance these
funds, and consequently their willingness to invest in new businesses (Balboa et al., 2017).

Moreover, VC is also influenced by macroeconomic factors (P. A. Gompers & Lerner,
1999), such as: the state of the economy, whether it is in an expansion phase that increases the
request of capital, or it is in a recession and the demand for capital is low; or the attended return on
other investments and their relative risk.

Once the GPs have achieved the planned amount of capital, they will start a phase of
screening, where an evaluation of the different ventures is made and preliminary decisions are
made, thereafter offers will be made through a term sheet that is proposed to the entrepreneurs, if
accepted the GP will perform an extensive due diligence where every aspect of the company will be
investigated, and if satisfied the GP will close the deal and invest in the company (Metrick et al.,
2021).

The demand side is composed by all those businesses that comply with the performance
standards of the venture capital market (P. A. Gompers, 2022). A more detailed model of the
relations between demand and offer of capital, in the venture capital market, has been developed by
P. A. Gompers & Lerner (1999) whom have studied the macroeconomics of the VCM, the authors
have found that fundraising is positively affected by higher levels of expenditure in R&D and by
decreasing the regulation on pension investment.

Once the VC has attained the funding and found the company to invest in, it can start a
managing phase where it will use its network and competences to help the company grow (Metrick
et al., 2021). This type of investment has the characteristic of being illiquid since the capital can be
returned to investors after many years when the company is mature and either profits are given to
shareholders or through the sale of shares in the company. The investment in each company has a
long-term place, usually a venture capital fund has the limited lifetime of ten years, plus the option

to renew for a few years to allow unrealized profits to be made(Metrick et al., 2021). Thus, the



results of a venture capital fund can be seen only after quite some time after the initial investment,
and the result of the venture will depend on the success of the exit when shares will be sold.

There are different options to exit from the venture (Metrick et al., 2021): the initial public offering
(IPO), which consists of offering the shares on the stock market for investors to buy, it is the
preferred because it usually maximizes profits; another relevant exit strategy is through an
acquisition, where the venture backed company is acquired by another company usually the market
leader or a company that is interested in entering that market; furthermore, there are other options
that are less attractive such as a buy back from the entrepreneur, or the failure of the company and
liquidation of the assets.

Once every asset previously acquired by the fund has been liquidated successfully, and the
profits have been redistributed to the limited partners, the fund stops its activities, and it ceases to
exist. If the fund had been profitable the GPs will keep on growing its legacy and repeat the life
cycle once again with a “facilitated” access to the funds provided by limited partners (Balboa et al.,
2017).

As seen in the previous section, identifying the correct life-stage of a company is essential to
provide the right type of financing. Venture capital usually invests in the first phases of company’s
development, Caselli & Negri (2021) identified six different types of financing: Seed, Start-up,
Early, Expansion, Replacement and Vulture. Of interest of our analysis will be the first four, since

replacement and vulture are carried out by other financial institutions within PE.

Ideation Early Later Maturity A
(growth) stage (growth) stage
Founders, FFF, VC,  VC, angel investors, VC, M&A (PE & Public investors
angel investors, crowdfunding  corporate investors)
crowdfunding
Secondary s
offeing .-~

PO |

Mezzanine
(Pre-IPO)

3" round |

Cashflow/profitability

2 round.

1st round

Seed capital |

27
Valley of Breakeven Time
death point

Figure 2: funding life stage (Cardullo, 1999, p.234)
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The purpose of seed financing is to structure the business idea and vision; thus, this is a
preparation phase where entrepreneurs research & develop their idea. In this phase investors are not
passive but work conjunctly in the realization of the business plan and in the analysis and validation
of the work executed. Subsequently the start-up financing is needed to fund operational activities to
commercialize the good or service offered by the company, in this phase the business idea takes
life, and a proper company is built. In figure 2 Cardullo (1999) has condensed in the “Ideation” both
the seed and start-up phase described by Caselli & Negri (2021). These two are the riskiest phases
of financing since there are yet feasibility questions, there are no assurances on market acceptance
or profitability, and furthermore these are also the phases where the venture is more likely to fail as
shown in figure 2, since the profitability is negative, and revenues are for the most part non-
existent.

Early-stage financing is characterized by focusing its efforts in growing the company and

resolving the concerns related to market uncertainties, where margins are still low, and the company
tries to find its place within the market. In this phase VVC offers support in strategic decisions and by
guiding marketing and financial decisions. In this phase financial rounds are divided based on the
level of advancement of the venture backed company and are commonly referred to as “Series A”
and “Series B”.
Expansion financing(Caselli & Negri, 2021) that Cardullo (1999) defines as later stage financing,
has the objective to raise the capital needed by the company either to grow in already known fields
or to enter new ones possibly by acquiring competitors. This stage usually involves many investors
given the hefty investments in this stage and is usually referred to as “Series C” & successive.
Moreover, in this phase venture backed companies consolidate their position in the market and
attempt to scale their sales.

The demand for capital grows progressively as the company matures (Yetisen et al., 2015), thus
financial rounds raise more capital as the companies grow, this seems to be confirmed in the data
collected by Teare (2023). The average size in 2023 of: a seed round is $3.6 M compared to a $18.7
M for series A, $40 M for series B and $59 M for round C*. The database also provided historical
data, that shows a substantial growth over these last few years of the average amount invested. The
highest average amount for all except the seed round has been recorded in 2021, reaching north of

$80 M in series C, thereafter in ‘22 and ‘23 there has been a reduction in the average values

YIn the Appendix is provided a visual representation of the data from 2014 to 2023
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reaching the averages mentioned above. The reasons behind this growth have not been investigated
by academia, and a fourfold increase in the seed round could be explained by many variables, such
as: lower interest rates that facilitate the flow of money, inflation, confidence in market
developments, another reason could be that the informal venture capital market efficiently covers
the demand for lower quantities, etc...

In the different rounds described above, many different undertakings compete to invest, through
their fund or personally, in a potential company. In this environment the motives that lead to an
investment in a newly constituted business are multiple, this creates the premise for diversification
within the environment that is reflected in a multitude of financial entity that operates in the
founding of young enterprises.

Business angels (BA) are private individuals that invest part of their patrimony and offer
support and personal knowledge to further develop the business, usually they serve as the link
towards institutional investors (Yetisen et al., 2015). These individuals are informal entities, and it
is possible that they organize in networks, where the main objective is to facilitate the free flow of
information through the market, providing a channel where entrepreneurs can seek finance from
BAs (Mason et al., 1996), these two form the informal venture capital market.

The “formal” side of the venture capital market is composed by traditional VC firms organized
in funds; these are distinguished based on the origin of the funds that they manage (Bertoni et al.,
2015):

o Corporate VC, which invests the funds allocated it by its funding company.

o Independent VVC, which get their funding from private investors such as pension funds.

o Bank-affiliated VC, that get their funding from banks.

o Governmental VC, which gets its funding from governments.

Given the differences between actors in this environment and different objectives that they
pursue, Bertoni et al. (2015) have investigated the investment patterns of the different types of VC
in Europe, they have found that by comparing relative specialization indices of these different
players with a multitude of characteristics that represent the focal investment in the company such
as: life-stage, age, size, etc... they observed patterns in the type of investment made and that this
was consistent through time. Furthermore, they observed that Independent VC and Governmental
VC are the most distinct type of investors, and that the latter tends to mend the funding in those
sectors where private firms don’t satisfy the demand.

Independently of the type of VC firm

12



2.3 Reputation

2.3.1 Reputation in The Financial Sector

Reputation offers important information to customers and provides the firm an important
competitive benefit, as we can discern from the studies of Kreps & Wilson (1982) where through
the study of game theory, they have found that in repeated games players value reputation to get a
better payoff in the long run. This predicament on reputation is also true for financial
intermediaries, as reported by Titman & Trueman, (1986) entrepreneurs and management that has
favourable information on their financial situation tend to choose a higher quality of und or auditor,
and this influences the firm’s value through two different variables the first is a selection effect that
occurs when the firm strong of its value related inside knowledge chooses a better firm to associate
with, and the second is the perception that the market has once this association is made. The
reputation effect in the financial sector seems to be supported also by the study conducted by Carter
et al. (1998), who have investigated the IPO performance of firms in different industries by
differentiating the different IPOs based on the characteristics of the underwriter , they have found
that when IPOs are handled by more reputable underwriters the performance of the firms has a
better long run performance when compared to IPOs handled by less reputable firms, supporting the
evidence of a positive reputation effect within the financial sector.

Reputation refers to the level of esteem or regard that companies attain due to their prior
performance (Jensen & Roy, 2008), in order to identify preeminent financial intermediaries’
reputation researchers have used market shares and league-table rankings by associating high
league-table rankings and elevated percentages of market shares. Examples include Megginson &
Weiss (1991), who have investigated the role of lead VVC underwriters in IPOs, and have found a
relationship between the reputation of the VVC firm and the costs connected to the public offering of
the focal firm, confirming what said above to evaluate the underwriting and auditor quality they
have used the percentage of founds related to IPOs that they brought to the market relative to the
focal timeframe. The effects of reputation have been observed also in M&A transactions where the
impact that the reputation of an advisors has been studied, in differentiating the various advisors the
authors have used as a measure of reputation the market share of the advisor at the end of the focal
year (Walter et al., 2008). The methodology of using market-share and league table to represent
reputation, in the financial sector, seems to be confirmed also by RP Beatty (1989) in this article
the authors have investigated the effects that a reputable auditor has on the IPO performance of a
firm, findings show how there is an inverse relationship between these two variables, furthermore in

this article the authors have also utilized the compensation required by the different auditors and

13



found it to be a significant proxy of reputations. Thus, through the study of the financial literature it
is inferable that top league-table rankings or high market shares imply an extent of experience with
many prior clients, which allow top-ranked intermediaries to have an beneficial position to

successfully select further business and leverage their influence to better deal outcomes.

2.3.2 Venture Capital Reputation

In fiercely competitive sectors, the value of reputation is amplified for financial intermediaries as it
serves to establish trust among clients and bolster market presence. This reality is exemplified in the
venture capital (VC) landscape, characterized by its fragmentation. In 2023, for instance, there are
approximately 199 active VC firms in Europe, where around 80 percent of the capital is managed
by the top quintile of firms (Gray, 2023). In such a dynamic setting, reputation emerges as a highly
prized asset, not only for venture capitalists (VCs) and their investors, but also for prospective
portfolio companies that heavily rely on VC backing and funding to sustain and expand their
operations. Traditionally, academic studies on initial public offerings (IPOs) overlooked distinctions
among VCs based on reputation, treating them uniformly (Douglas. Cumming, 2012).
Consequently, the reputation of a VC holds comparable significance and informational value
to market participants as that of an underwriter. Moreover, a credible measure of VC reputation
would offer considerable advantages to entrepreneurs seeking experienced VCs for enhanced
support and to private equity investors aiming to partner with VCs known for their ability to
successfully guide portfolio companies to public offerings and achieve superior post-1PO results.
When the literature started to differentiate among VCs by reputation, a set of disparate
measures were used, Baker & Gompers (2003) investigated the role of venture capital in IPOs,
studying the firm’s board composition at the moment of the IPO, the objective of the analysis was
to observe the differences in structure based on the venture firm reputation, in this case to determine
the reputation of the VC they have used the reputation rank of the lead underwriters, and they have
found that there is an inverse relationship between reputation of the firm and power of the CEO
(funder) within the board. Another measure has been used by Hsu & Kaplan (2004), where in their
study they have analysed offers made by VCs to entrepreneurs in their first professional round of
funding, finding that reputable VC firms had a substantial advantage when compared to les
reputable firms in the success rate of their offers, furthermore the results suggested that a high
reputation also leads to a discount over the price of equity; to measure the reputation in this setting

the authors have used the number of previous investments made by the VC in the focal company’s
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industry.

Furthermore, Kaplan & Schoar (2005) investigate the private equity performance and the
capital inflows that the sector receives, the authors to verify their hypothesis focus on the VC and
buyout investment and to differentiate within these two subcategories, they found that the aggregate
returns of PE is similar to the S&P 500 but there exists a substantial heterogeneity across funds,
furthermore they delve also in the cyclicality of this market, differentiating among the funds based
on their reputation or level of establishment by skewing the funds on their past returns, and they
have found that established funds are not as influenced as new entrants by the cycles of the market.
To further the studies on the subject S@rensen (2007) has investigated the effects that reputation has
on the likelihood of venture backed companies to go public and has found that experience of the VC
firm has a positive impact on this metric, in doing so to determine the experience (reputation) of a
firm has used as a proxy the firm’s past rounds of venture investment. Furthermore, Sorensen’s
work also observes the effects that sorting effects and influence of the VC firm have on the
difference in IPO rates finding that sorting has a higher influence than reputation. Sgrensen (2007),
finds that more reputable VCs select better-quality portfolio firms. However, even after controlling
for VC selectivity, finds that more reputable VCs have a significant positive association with his
investigated performance measures, that is the higher probability of reputable firms to take portfolio
companies public. Thus, it is possible to conclude that more reputable VCs provide more valuable
advisory and monitoring services to their portfolio firms, in addition to initially selecting better-
quality portfolio firms to invest in.

The intricacies and interdependencies of reputation in the VC market have also been
explored by P. Gompers et al. (2006), that in their article have studied the effects that the reputation
of both the funder and the VC firm can predict, they have found that success rates are higher when
entrepreneurs already have a successful track record, furthermore the data shows that reputable VC
firms are better at identifying successful first time entrepreneurs that tend to become serial
entrepreneurs and they generate higher rates of return for the fund LPs; in this article the authors to
define the reputation of a VC firm have used the level of specialization that individual venture
capitalists within the VC firm have reached based on all previous investments skewed for the
industry, this metric has been adopted to further study the role of personal abilities within both
venture capital and entrepreneurship.

Two of the most recent research studies have explored how the reputation of venture capital
(VC) firms affects the likelihood of successful future initial public offerings (IPOs) and the

performance of portfolio firms post-IPO. In one study by Nahata (2008), a measure of cumulative
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IPO market share dating back to 1987 was used to demonstrate that companies backed by more
reputable VVCs are more likely to achieve successful exits through IPOs or trade sales, gain quicker
access to public markets, and exhibit higher asset productivity at the time of their IPOs. In a
complementary study, Krishnan et al. (2011) employed a rolling-window IPO market share over the
preceding three years as a metric for VC reputation. Unlike Nahata's measure, Krishnan et al.'s
approach avoids bias towards VC firms with longer histories of activity. Their analysis revealed a
significant positive correlation between a VC firm's reputation and the long-term performance of its
portfolio firms post-IPO. Moreover, the study found that more reputable VCs tend to invest in
higher-quality firms and continue to demonstrate superior performance even after accounting for
V/C selectivity. Notably, Krishnan et al. also observed that reputable VVCs engage more actively in
post-1IPO corporate governance, which positively impacts the performance of portfolio firms after

going public.

2.3.3 Benefits of Venture Capital Reputation

A strong reputation in the venture capital (VC) industry offers numerous advantages for both the
VC firm itself and the companies within its portfolio. As explored by Hsu & Kaplan (2004) a
reputable VC firm enjoys a greater flow of potential investment opportunities compared to lesser-
known counterparts; moreover, reputable VCs can negotiate more favourable terms with
entrepreneurs, including pricing, options, and protective measures, as entrepreneurs are often eager
to associate themselves with well-established VCs.

There are many benefits for portfolio firms of having a VC firm with a strong reputation,
they include access to seasoned VC partners who provide valuable advice, easier recruitment of
professional management talent, improved access to credit and reputable investment banks, implicit
support from VCs for portfolio firm borrowings, enhanced credibility with customers, suppliers,
and investors, increased potential for forming strategic partnerships with established firms, higher
likelihood of securing larger rounds of VC funding, increased VC support through subsequent
funding rounds, and greater chances of achieving successful IPOs or trade sales at premium
valuations(Lee & Wabhal, 2004; Metrick et al., 2021; Smith et al., 2009).

First for VC firms themselves, a strong reputation streamlines the process of raising funds
for new investments. With established track records of successful VC ventures, existing and past
limited partners are more inclined to invest in follow-on partnerships. Additionally, reputable VCs

may find themselves approached by potential limited partners seeking opportunities to invest in
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their new ventures. This dynamic accelerates the fundraising process, allowing reputable VCs to
raise larger funds more frequently and expand the scale of their investment operations, thereby
capitalizing on economies of scale in investment management (Metrick et al., 2021).

Second, highly reputable VCs enjoy a broader network of private equity stakeholders,
stronger associations with renowned underwriters, and closer ties with private equity lenders,
facilitating the recruitment of top-tier professionals to their firms. They are also more inclined to
take on the role of lead VVC within syndicates, granting them increased sway over decision-making
processes. According to Hochberg et al. (2007), esteemed VCs have a greater capacity to attract
fellow VC investors to participate in syndication arrangements, allowing them to lead larger
syndicates and engage in more substantial private equity transactions.

Third, highly reputable VCs enjoy financial advantages stemming from their robust
reputations. Specifically, they can command higher fees from limited partners involved in the
partnerships where they serve as general partners. This premium reflects the heightened demand
among investors to participate in ventures overseen by esteemed VCs, which are perceived as less
risky and offering greater potential returns. Moreover, reputable VCs have the leverage to provide
limited partners with less stringent minimum return assurances and negotiate more flexible terms
regarding their investment activities across affiliated partnerships, granting them greater freedom to
pursue external opportunities (Douglas. Cumming, 2012).

Fourth, more reputable VCs benefit from superior performance of VC investments. For
example, Kaplan & Schoar (2005) report that more reputable VVCs have higher returns on their VC
investments. Nahata (2008) and Krishnan et al. (2011) find that more reputable VCs have better
track records of acquisitions and IPOs of their portfolio firms. This means that limited partners can
realize significant benefits from investing in funds run by more reputable VCs.

This thesis will follow the reputation measure used by Gompers (1996) that has been also
utilized by Lee & Wahal (2004) that would be the IPO frequency. Gompers in his study
investigated the behaviour of VC firms based on their endogenous conditions, testing the hypothesis
that younger VC firms tend to take companies public sooner than more established ones, given the
importance of the publicity that such an event gives to the VC firm. In testing his hypothesis
Gompers (1996) observes that being a reputable VVC firm brings a set of benefits both to the venture
capital fund that will receive increased funds in subsequent funding rounds, and to the companies
that will experience a benefit in the performance of the firms especially the IPO performance. These
benefits evidenced by Gompers (1996) have been further investigated by Lee & Wahal (2004)

whom have investigated a set of companies from the beginning of the 80s all the way through the
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90s and they have evidenced the presence of a first-day post-IPO benefit for VC firms, the also
evidence that this has changed throughout the two decades under analysis showing an increase of
this effect in the last investigated years. These two papers have investigated the effects that
reputation has on the behaviour of the VC firms and following on this trend of research this thesis
wants to investigate the effects that reputation has on other VVC investors, identifying what could be
defined as a signalling effect, hance the hypothesis below.

Hypothesis 1: Having a reputable VC firm in the roaster of investors improves the appeal of
the investment for other firms, increasing the amount of capital that a venture backed company

would be able to raise in subsequent funding rounds.

Despite all the supporting evidence of the benefits that a VC firm and its reputation bring to a
venture backed company, academia has also investigated the drawbacks of VC investments, and
studies have mainly concluded that VVC firms can bring inefficiencies to the focal companies.

As reported by Masulis et al. (2011), who have analysed the effects of venture capital
backing on the profitability of private firms acquisitions, in their study the authors have found that
examining the target takeover premiums and the announcement returns the VC firm experiences a
conflict of interest, this conflict is due to the intermediary relation that the VC firm assumes since it
has financial relations with both acquirers and targets, and also due to the pressure to liquidate that
VC funds close to maturity experience.

RP Bartlett 111 (2006) argues that when a VC investment is made the VBC suffers from a
significant conflict of interest between the dispersed shareholders and managers, furthermore, it
identifies that start-up firms face vertical agency problems between VC investors and managers and
horizontal agency problems among the VC investors themselves, the reason that the author has
identified behind this inefficiency is that the organization of such companies resemble public
companies to facilitate the transition, but are not appropriate for private companies.

From the extensive study of the literature a fil rouge has emerged, that superior VC

investment outcomes in turn lead to a stronger VC reputation, which we discuss next.

2.3.4 What Determines Venture Capital Reputation?

The proficiency of a venture capital (VC) firm's leaders in effectively supporting the growth of
emerging companies serves as a fundamental determinant of the firm's reputation. An indication of

this expertise lies in the firm's experience within specific industry sectors, which often mirrors the
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competence of its leaders. For instance, Smith et al. (2009) discovered a positive correlation
between a VC's industry experience and its fund performance, as assessed by internal rates of return
and cash-on-cash return ratios.

Moreover, P. Gompers et al. (2006) found that investments made by VCs with industry-
specific experience increase the likelihood of success for entrepreneurs lacking a track record in
establishing startup ventures.

Assessing a VC's past performance, particularly its investment outcomes, provides a

straightforward measure of its reputation. P. A. Gompers & Lerner (1999) highlighted IPOs as the
most lucrative exit strategy for venture investors, with Brau et al. (2003) reporting a significant
"valuation premium" for IPOs compared to acquisitions. Therefore, the market share of previous
VC-backed IPOs can serve as a reliable proxy for VC reputation, reflecting its current expertise,
ability to identify promising investments, capacity to foster the growth of emerging firms, network
breadth, and credibility with highly ranked underwriters. There are three main reasons to be
discussed.
First, an IPO is the most visible exit strategy for a VC, and a successful exit through an IPO is
instrumental to building VC visibility within the industry (Metrick et al., 2021). Second, repeated
success in the IPO market should bring even greater visibility to a VC firm. Megginson & Weiss
(1991), for instance, have seen that repeated success in the IPO market enhances the chances of a
VC firm gaining access to future investment prospects. This phenomenon can create a self-
reinforcing cycle wherein the most prominent VVCs are better positioned to seize the most promising
opportunities, consequently leading to more favourable outcomes. Third, having a good track record
of successful IPOs is also likely to give these VC-backed portfolio companies better access to
reputable underwriters (Douglas. Cumming, 2012).

Thus, a VC's track record of successful IPO exits by its portfolio companies serves as a
logical gauge of VC reputation. Nonetheless, other metrics have been utilized in previous research
to assess VC reputation, such as VC age and the number of investment rounds, as noted by P. A.
Gompers (1996) and S@rensen (2007), these two metrics are relevant due to the high competition
that VC firm face thus the years of activity and number of deals executed inevitably serves as a
proxy for status. Hochberg et al. (2007) introduce a reputation measure based on VC network
centrality, defined by the number of unique VC firms with which a particular VC syndicates,
demonstrating its positive impact on the success rates of VC portfolio companies in terms of IPOs
and acquisitions. Furthermore, VC capital under management and the initial day returns of IPOs

backed by a VC have been identified as factors enhancing future capital commitments for VCs,
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according to studies by P. A. Gompers & Lerner (1999) and Lee & Wahal (2004).

Additionally, VC reputation can be assessed through VC fund returns, as noted by Kaplan &
Schoar (2005). Smith et al. (2009) demonstrate correlations between VC performance metrics like
VC-fund internal rate of return (IRR) or cash-on-cash return and future rates of IPOs and
acquisitions, however, Smith et al. have also argued that fund returns are generally limited in their
utility as measures of VVC reputation due to the scarcity of publicly accessible VC fund returns data
and that VVCs often have significant discretion in valuing portfolio investments, sometimes deferring
recognition of poor investment outcomes until fund liquidation, thus these pose as a limitation to the

use of IRR to evaluate a venture capitalist reputation.

2.4 Syndication among VC firms

Measuring the effects that the reputation of a single VC firm has on the venture backed company is
not always an easy task. This difficulty is often caused by the syndication of the investment, which
is a practice where VC firm collaborate in an investment, which is common in the VC industry
where multiple investors join forces in financing a target company (Lerner, 1994).

Unlike traditional arm's length transactions, venture capital often involves consortia of
investors pooling not only financial resources but also tangible and intangible assets like expertise
and counsel essential for the target company's development (De Clercq & Dimov, 2004).
Consortium participants share due diligence expenses, structure transactions, and determine stake
allocations, facilitating knowledge exchange among venture capitalists and providing a form of
validation for investment decisions (Cherif & Elouaer, 2005)

The topic of syndication has been observed by Lockett & Wright (2001) who have examined
the deal flow explanations for the syndication of VC investments, the authors have found that the
motives behind syndication are multiple: on the one hand for financial motives, firms see
syndication as an opportunity to spread the risks of the operation, furthermore pooling investments
helps mitigate adverse selection costs by enhancing screening capabilities; on the other hand to
improve the efficiencies of the investment since by syndicating firm have the benefit of sharing
their network and experiences to enhance the performance of the VBC.

In relation to the work conducted by Lockett & Wright (2001), also has been investigated by
J. Brander et al. (2002) who have investigated the motives behind the decision of VC firms to
syndicate and what tasks of the deal were shared among the firms, specifically they focused their
attention in identifying the value added in two categories: selection of the firm and management
skills. The authors have found that VC firms through their experience and operations add value to
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the deal hence one of the reasons for syndication is to enhance the returns of the deal, furthermore
they have investigated the effects that risk sharing has on syndication finding that although it is an
important factor this variable is excessively connected to a case-by-case selection thus they couldn’t
draw any conclusions on the matter. Nevertheless, literature also documents the positive aspects of
syndication in venture capital. For instance Lockett & Wright (1999) have studied the dynamics
among the syndicators and fund that while screening for possible partners lead firms do not focus
on the funds available to the possible partner but they rather focus on soft characteristics such as the
reputation, previous investments and the style with which the VC conducts business, furthermore
the authors have found that syndication benefits investment networks information flow, enhance
monitoring capabilities, and mitigate information asymmetry toward the target company.

The benefits of syndication do not limit to VC firms but also impinge on startups, syndicates
offer access to diverse resources that improve the performance of the startup shortening the learning
curve, providing knowledge and experience that requires decades to acquire. Moreover, relying
solely on one investor may expose entrepreneurs to hold-up risks, granting disproportionate
decision-making influence, especially during investment liquidation (D. J. Cumming, 2005)

Within investment syndicate, one or more venture capitalists typically assume distinctive
roles, notably that of the lead investor, identifiable by their substantial investment contribution. The
lead investor acts as a liaison between consortium partners and the target company, coordinating
efforts, resolving information asymmetries through active monitoring, and attracting less-informed
investors. Additional investors often join in subsequent funding stages, with the lead investor
typically being involved from the outset, alongside new partners in subsequent phases (Lerner,
1994). Early-stage funding typically attracts more experienced venture capitalists capable of leading
investments independently, followed by less-experienced investors in subsequent stages (Lerner,
1994).

As funding rounds progress, specialized knowledge becomes increasingly crucial,
motivating individual investors to seek consortium support. New syndicate members, in turn,
benefit from the experience gained by the lead investor during initial investment phases (Lockett &
Wright, 1999). Syndicates formation tendencies vary depending on the company's development
stage and, consequently, the capital requirements: in early stages, the capital needed is relatively
low, allowing a single investor to shoulder the financing burden (De Clercq & Dimov, 2004)

An important body of research refers to the topic of reputation within syndication, where

reputation signals a potential partner’s experience, track record in the selection of successful deals,
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administration, networking abilities with industry stakeholders, and business savvy (Gu & Lu,
2014; Krishnan et al., 2011; Meuleman et al., 2009). A respectable reputation increases a potential
partner’s attractiveness for syndication, as partnering up represents an opportunity for the syndicate
to gain access to the reputable partner’s valuable intangible assets and enrich from its expertise (Gu
& Lu, 2014; Meuleman et al., 2009). Syndication has shown that it advantages firms by increasing
their possibility of success as it requires a less conspicuous investment per firm, furthermore
another advantage is given by an improved selection of the investment to be made since the
expertise of multiple VC firms is applied in the selection process and finally, the network of
different VC is utilized increasing the value of the continuation decisions (Brander et al., 2002;
Wright & Lockett, 2003).

The construction of the hypothesis presented in this thesis derives mainly from the work
conducted by Meuleman et al. (2009), who have investigated the motives behind syndication within
the PE market and delved deeper into the topic of leveraged buyouts (LBOs). The authors
researched the relation between agency costs and syndication and found that lesser agency costs
lead in turn to a higher probability of syndication, while investigating the determinants of agency
costs the authors found that reputation has a decreasing effect on agency costs that in turn results in
higher level of syndication. In this thesis the objective is to observe this phenomenon in another
segment of the PE the venture capital market and see if the findings from Meuleman et al. (2009)
suggest similar results.

Hypothesis 2: Reputation has a positive effect on syndication, thus having a reputable firm in the
roaster of investors should lead to the presence of syndicates that would want to benefit from the

deal.

2.5 Theoretical Framework
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Chapter 3: Methodology

In this chapter, the intended approach will be explicated and a description of the data sample
will be provided, furthermore, an outlook on the variables utilized will be added to explain the
reasoning behind the construction of the statistical analysis that will follow in the next chapter.

3.1 Research approach:
Academia has recognized opposing approaches in tackling scientific research, i.e. inductive
research and deductive research approaches, researchers when identifying the right approach to
use are highly influenced by the connexion between the research and the theory developed on
the topic (e.g. Bell et al., 2022; Burns, 2008). The inductive approach begins with specific
descriptions or observations followed by an analysis of such observations, that produces an
explanation for the observed phenomena, this approach is prevalent in qualitative research, and
diverges from the deductive approach by focusing on generating new, contextually relevant
theories rather than testing existing ones. In this method, empirical observations serve as the
foundation for theory development, with theories emerging from and evolving alongside
observed phenomena, that can be defined as a bottom-up approach. The deductive approach
reverses the sequence, it begins with established theory and forms hypotheses for testing
following a top-down approach where first the research is general to find subsequently a niche
to investigate. Thus, here theory precedes hypothesis formation and subsequent empirical
testing (Bell et al., 2022; Burns, 2008). Ultimately, the choice of research strategy hinges on the
underlying approach to knowledge acquisition: whether it stems from empirical observation, as
in the inductive approach, or from pre-existing theory, as in the deductive approach (Bell et al.,
2022).

This thesis will follow a top-down approach, since after a review of the current theory it
was formulated the hypothesis that will be tested hereafter, and finally from the results of such
analysis conclusions will be drawn that will either prove or contradict the formulated

hypothesis, thus following a purely deductive approach.

3.2 Research Strategy:

With a clear research approach established, attention turns to developing the research strategy,
guided by the interplay between theory and research. In empirical research, two primary

methods are often discussed: quantitative and qualitative. A notable distinction between these
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methods lies in their focus; while qualitative research prioritizes words and narratives over
numerical data, quantitative research takes the opposite approach. Quantitative research
typically aligns with a natural scientific paradigm, perceiving reality as objective and thus less
concerned with subjective interpretations. Conversely, qualitative research delves into
understanding nuanced psychological phenomena by exploring the interpretations and
experiences of its participants (Bell et al., 2022).

In this thesis given the examination of the cause-and-effect relationship between two
variables, a quantitative strategy results to be more suitable, where through the collection of
quantifiable data and a further refining through statistical measures the objective is to prove the

significance of the results.

3.3 Data sample:

The cross-country dataset used in this thesis consists of 366 companies that have their HQ in
either Sweden or Italy, the time frame of the investments goes from 2016 to 2023. The dataset
was assembled by accessing the Dealroom database made available by the Luiss library, the
data was filtered searching for start-ups that accessed the VC market including only companies
that are VC backed, excluding companies that did not have a VC in their roaster of investors,
additionally the startups were at a late stage of maturity to allow for relative equality in the
sampling of companies and have comparable timeframes among the startups, the sample was
further refined excluding all those companies that didn’t present the required data to conduct
the statistical analysis. From the sample of 366 companies resulted a total of 898 investors, of
which 2totalFurther information that wasn’t present in the exported files has been retrieved on

Dealroom in other sections of the database.

3.4 Variables
3.4.1 Dependent variable:

Equity capital acquisition is one of the most critical factors in the growth path of a startup/new
venture and raising capital from outside investors represents a further validation for the new
venture business plan and, implicitly, determines a sort of acceptance of the new venture by the
environment (Alsos et al., 2006). Thus, the ability to fundraise is an extremely important
variable for the VC industry, and it has been thoughtfully investigated by P. A. Gompers &
Lerner (1999) who have studied the determinants of fundraising in the U.S. venture capital

market, the authors have investigated different declinations of this phenomena both for the VC
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firms and the VBC. They have identified this variable as the reported amount of investment that
a firm has received from its underwriter thus the investment of the LP for the VC firms and the
dollar share of shares subscribed by the VC fund, furthermore in this analysis there was the
need to adjust for inflation since the data spanned over a period of 25 years. The authors also
found, first and foremost, that the reputation level of the VC firm has an impact on its ability to
raise capital, additionally they found that this variable is influenced by macroeconomic factors,
regulatory factors such as changes in the capital gains tax-rate and finally by performance
factors.

In this thesis to evaluate, the first hypothesis, the variable it will be applied the same
concept, where the variable will be represented by the tot. amount of Euro that the firm has
raised after the investment by the “reputable” VC firm. To account for eventual different
currencies the exchange rate that will be applied will be an average of the currencies’ exchange

rate with the euro for the investigated year.

3.4.2 Independent variable:
Nahata (2008) while investigating the effects that reputation has on the IPO performance of
VBC, the author has used as a proxy for reputation the cumulative dollar market share of IPOs
from 1993 to the year prior the focal investment. This metric can be used to assess the
reputation of VC firms that operate in a prosperous environment where VBC are likely to go
public within the timeframe of the investment, this environment does not match with the ones
that will be investigated in this thesis. Following Nahata’s predicament on the value that an IPO
has as a proxy for reputation, Krishnan et al. (2011) to avoid using data that could be influenced
by a few big IPOs, the authors in this article have used the cumulative dollar market share of
IPOs but limiting it to three years prior to the focal investment. In this thesis due to the above
cited drawbacks, it will be used the IPO frequency, that is defined as a fraction where the
numerator is the number of IPO conducted in the three years prior the focal investment and the
denominator is the average number of investments that the VC firm had in its portfolio in the
same period. This declination of the variable has been used by Krishnan et al. (2011) as one of
the possible VC reputation measures due to the fact that it is not influenced by a few large IPOs
and both Gompers (1996) and Lee & Wahal (2004) have observed a positive relationship
between the capital under management of a VVC firm and the frequency of IPOs.
In this thesis having observed the relationship between the participation of the VC firm to an
IPO, a firm will be considered reputable if in the three years prior to the focal investment it has
participated in an IPO.
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3.4.3 Control Variables:

Multiple control variables will be employed in this thesis to try and assess the effective level of
influence that reputation asserts over the dependent variable:

The first control variable that will be tested is N° Employees to account for the differences in
dimensions that distinguishes the different VBC. The sample presents companies that are
divided in seven different ranges from: 1-50 ; 51-200 ; 201-500 ; 501-1000 ; 1001-5000 ;
5001-10000 ; 10000+. (Metrick et al., 2021)

Additionally another control variable will be the Nationality of both the VBC and the
VC firm, this variable is an important differentiating factor since it allows control for the
macroeconomic effect that as reported by Gompers & Lerner (1999) influences fundraising
abilities of VBC follows the work conducted by Nahata et al. (2014) who have investigated the
effects of institutional and cultural differences among firms and their effects finding that such
differences affect the performance. In this thesis to have a more robust outlook on the
nationality of the VC firm it will be divided into five different variables, that are divided as
follows first if the firm is from Italy, subsequently if it is from Sweden, furthermore if it is from
the U.K., additionally if it is from the U.S.A., and finally if it is from another country.

Furthermore, another variable that will be investigated is an industry proxy to account
for the differences in founding among VBC that operate in different environments, thus being
exposed to different level of interest by investors that inevitably affect the level of funding that
one is able to raise (Lewis et al., 2003; Megginson & Weiss, 1991) Thus, in this thesis the
different industries in which the firms operate will be tested to control for the differences in
investment attraction that each industry is able to generate, this will be achieved by using six
different dummy variables that represent the five most represented industries in the data sample
and the sixth that represent the remaining industries.

Another variable that will be accounted for will be the nationality of the company in
which the VCs have invested in, to observe possible differences among the different markets
and find additional information on the topic following the work of Gompers & Lerner (1999)
who have used the nationality of the company as a proxy of country specific characteristics.

When there is a syndicate of VC investors that backs a venture backed company, it is
used the lead VVC, which reflects the greater influence and support that a lead syndicate member
can provide. This thesis in line with Megginson & Weiss (1991) the lead VC in the case of
syndication will be defined as the one having the largest issuer investment at the date of the
focal investment.
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Finally, the last variable that will be investigated is the number of rounds that a

company has gone through, which generally it useful to control the total amount raised that has

a certain dependency from it as observed in the paper by Sathaworawong et al. (2018)

Table 1: Summary of control variables.

Variable Name Description Measurement Source
Tot. funding The amount of funds Continuous variable: Gompers &
raised by the VBC as Obtained as the total amount  Lerner (1999)
reported on the database.  of funds generated by the
VBC after the investment
made by the Reputable VC
firm.
Reputation The Investors have been Categorical variable: Gompers
screened for participation  R; No R. (1996)
in an IPO with another
VBC in the three years
prior the focal investment.
N° of Number of employees Categorical variable: Metrick et al.
employees divided in 7 different 1-50; 1 (2021)
categories, as reported on  51-200 ; 2
the database. 201-500; 3
501-1000 ; 4
1001-5000 ; 5
5001-10000 ; 6
10000+ ; 7
Nationality of ~ The country origin of the  Categorical variable: Gompers &
VC Firm VC firm, which reflects Italy, Sweden, U.K., U.S.A.,  Lerner (1999),
macroeconomic and Other. Nahata et al.
cultural influences on (2014)
investment behaviours.
Industry of the ~ The sector in which the Categorical variable: Lewis et al.
Company venture-backed company ~ Dummies for the first four (2003),
operates, influencing the sector, arranged based on the  Meggison &
level of interest and number of companies, as per  Weiss (1991)
investment attractiveness.  the dataset.
HQ of the The nationality of the Categorical variable: Gompers &
company focal company in which Sweden, Italy. Lerner (1999),

the VVC has invested in.
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Syndication Presence of syndications Categorical variable: Megginson &
among the VC firms, Syndication; NO Weiss (1991)
reflecting their influence Syndication.
and support within the

investment.
Number of The total rounds of Continuous variable: Total Sathaworawong
Funding funding the company has  count of funding rounds a et al. (2018)
Rounds gone through, which company has undergone

impacts the total capital

raised.

Above is represented a table that contains and organizes the variables used in this thesis to
assess the influence of VCs’ reputation on the fundraising capabilities of firms and on
syndication. This table not only lists the variables but also details their operationalization,

which helps in understanding how each variable is measured and utilized in the analysis.
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Chapter 4: Results

This chapter will explain the characteristics of the data sample and show the results of the
correlation analysis that has been performed, additionally the results of the regression for both
the formulated hypothesis.

4.1 Descriptive statistics

The sample acquired for this thesis is composed by 366 deals that have originated in either
Sweden or Italy, which resulted in the interest of 898 investors of which more than ¥ are
financial institutions and the rest are private individuals. The total amount of funds raised by
the focal companies is close to 25 billion Euro, raised from financial institutions that come from

over 20 nationalities.

Table 2: descriptive statistics of the data sample.

Minimum Maximum Average Standard deviation N
Italian VC firm 0 1 ,19 ,392 366
Swedish VC firm 0 1 ,33 472 366
British VC firm 0 1 ,10 ,305 366
VC firm from the U.S. 0 1 17 ,373 366
VC from another country 0 1 21 ,406 366
Syndication 0 1 14 ,350 366
N° of employees 1 7 2,26 ,646 366
Reputation 0 1 12 ,322 366
TOT. Funding 30.000 1.699.681.000 72.930.926,43 445.956.200,44 366
HQ Company 0 1 ,65 478 366
N" of rounds 1 28 4,30 3,325 366
Fintech 0 1 14 ,347 366
Health 0 1 12 ,329 366
Energy 0 1 ,10 ,302 366
Transport 0 1 ,06 ,233 366

From the population sample of 366 deals resulted 898 investors coming from 29
nationalities in total. The table above shows how the first four VCs nationalities comprise more
than 80% of the lead venture capital firms. The table 1la presented in the appendix shows a
higher representation of the investigated countries thus Sweden and Italy, respectively with a
total number of 373 and 211 investors (considering different types of VC and B.A)).
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Furthermore, another five nations where sufficiently represented by their VC firms that would
be the U.S.A. with 94 firms, the U.K. with 49 firms, Switzerland with 22 firms, Germany with
20 firms and the Nederland with 20 firms. The remaining 21 nations were mostly represented
by a handful of firms and only represent close to 5% of the total investors.

The sample’s data shows a slight difference in investment preferences in the two
countries since in Sweden there is an average of = 7.7 investors per deal meanwhile in Italy the
average shrinks to = 6.2, furthermore the data shows that on average Swedish firms tend to
invest in the same deals at a higher rate than Italian ones where there are 165 VVC for 128 deals
in Italy and 220 VC for 238 this difference could be investigated in further research to
understand the motives behind this difference in behaviour and if there is also an effect on the
amount invested in each deal for a VC. Additionally, another difference that has emerged
pertains to the B.A. that in Sweden are =~ 0.7 per deal meanwhile in Italy are = 0.4 per deal, thus
there seems to be a difference between the informal venture capital market between Italy and
Sweden, that could be explained by the assumption that there is a reduced involvement of
Swedish firms in the first stages of the company’s life, that leaves the first investment
opportunities to B.A. or on the other hand that B.A.s in Italy are not as active as in Sweden.

The investors have been divided in nine different categories, which have been visually
represented in the appendix as table 2a, the VC firms have been categorised based on the
definition given by Metrick et al. (2021), for the remaining investors it has been used the
category given by the Dealroom database. From the table 2a it is clear to see a predominance
of independent venture capital firms over the other types of investors, followed by B.A. of
which it is important to remember that % are Swedish, the third most represented category is
the corporate venture capital of which most of the investors were foreign respect to the
company, that is followed by bank venture capital and government venture capital.

Finally, from the initial 898 investors, 69 resulted to have participated in an IPO in the
three years prior to the focal investment, thus gaining the status of reputable firm. Of these only
43 deals had at least one of these firms, where the most represented country is the U.S.A. this
over representation of American firms could be explained by the higher effervescence of the
American market, furthermore, it is noticeable the absence of Asian firms within the reputable
sample. Each of the 366 deals represent a different company, of which 238 are from Sweden
and 128 are from Italy, with a maximum number of 56 investor and 28 rounds for a single
company, the companies taken under observation operate in 28 different sectors, where the top
three sectors based on the number of firms are 1% Fintech — 2" Health — 3" Energy as for the

value of the investments 1% Energy — 2" Fintech — 3" Music (a visual representation of the
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industries is provided in graph 5a and graph 6a present in the appendix).

4.2 Statistical analysis

Following the work of Krishnan et al. (2011) this thesis will employ the multivariate regression
analysis to evaluate the interdependencies among the different variables and the correlation to
test the hypothesis and find out whether there is a correlation between the reputation of a VC
firm and the capital raised by a company. The Correlation analysis shown in table 3, reports the
results and correlations among the variables selected for this empirical study.

As for the Nation of the venture capital firm, it can be observed a significant
relationship with the other variables of the same type. Thus, VC from Sweden, from Italy, from
the U.K., from the U.S. and from other countries, such a result was expected since these
variables were segmented from the same dataset to have a more robust analysis of the original
variable.

Nonetheless, the data shows a strong negative correlation (-0,744) between the Italian
VC firm and the HQ of the country, the negative correlation depends on the variable that was
used in the dataset (0) thus in this case the correlation is in reality positive, this perhaps shows a
preference for Italian companies to receive funds from Italian VC firms or a lower interest of
international firms, and this at a higher rate than Swedish companies since there is a lower
correlation (0.577) between HQ Company and Swedish VC Firm. A preference for national
firms to invest in their home country was to be expected, given the local nature of most VC
firms that usually develop their network and expertise close to their main premises. Finally, it is
possible to observe that there is a significantly positive correlation between venture capitalists
from the USA and N° of employees, this result shows that VC firms from the U.S. tend to
invest in firms that tend to develop and attract employees at a higher rate than venture
capitalists from other nations, such a result could be due to the fact that screening processes
differ among VCs from different nationalities and it might be possible that US venture capital
firms tend to invest more in companies or sectors that access the labour market at a higher rate
than others.

Moving to Syndication the data shows a very weak positive correlation between
syndication and Swedish VC firm, thus emphasizing a slightly higher tendency of Swedish VC
firms to syndicate their investments, meanwhile we find an opposite result for VC firms from
other countries. These results could be explained by the fact that foreign VVC firms, when they
have to invest in a foreign country prefer to test out the market for themselves and develop
country specific knowledge and expertise without external partners. Additionally, the
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correlation analysis shows a moderate positive correlation between Syndication and N° of
employees, this could be explained by the combined networking abilities of VC firms that lead
to a higher employer attractiveness for the company.

Syndication and Reputation have a moderate positive correlation (0.511) suggesting that
VC firms with higher syndication activities tend to have better reputations and vice versa; a
slightly lower level of correlation is shown in the relation between syndication and Tot.
Funding, showing that syndication perhaps increases the capability of firms to raise capital.
Finally, the same goes for N° of rounds, this variable has a positive correlation with syndication
showing a higher interest of other investors in companies where syndication is present. These
results could be explained thinking in the first case, the relationship between syndication and
reputation, about the motives that push syndication that can be found in the resource-based
view, where syndicates look in the possible partner for skills that lead to a better conduction of
the deal, skills that reputable firms possess. The second relation between syndication and total
funding will find further explanation in the next pages.

For what concerns Reputation there is a weak and significant positive corelation with
U.S. VC firms, that could be explained by the more effervescent public market in that region,
additionally, as mentioned above the moderate correlation with syndication. Furthermore, the
data shows a moderate correlation with Tot. Funding, as seen in the regression analysis, finally
for reputation we find a positive relation with the N° of rounds and N° of employees.

The data regarding the N° of rounds shows: a weak negative corelation with the variable
Italian VC firms and a weak positive correlation with British VVC firms, thus when Italian VC
firms invest in companies this usually leads to a slightly lower number of rounds compared to
the number of rounds that usually turns out when there is a British VC firm. Furthermore, the
data shows a positive correlation with N° of employees, thus as the firm progresses in its
funding rounds it also increases its internal dimension. Finally, to conclude and reiterate the
correlations of N° of rounds there is for this variable a moderately positive correlation with
Syndication, Reputation and Tot. funding.
Industry of the Company: as mentioned above this variable has been divided in six different
dummy variables. Generally, these dummies show weak or insignificant correlations with most
variables, suggesting that the industry of investment does not heavily influence these aspects of
VC operations in your dataset. Except for Energy that has a positive correlation with Tot.
funding, that could be due to the radical long-term improvements that these companies will
bring to the energy sector, that in turn leads to higher valuations and consequently higher

fundraising.
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Table 3: Correlation analysis among the variables.

Italian VC Swedish VC British VC U.S. VC Other Nation VC Syndication Reputation HQ Company Tot. Funding Fintech Health Energy Transport Marketing Other industries N" of rounds N° of employees

Italian VC firm 1

Swedish VC firm -,430™ 1

British VC firm -,175™ -,252™ 1

U.S. VC firm -,242™ -,349™ -,142™ 1

VC from another country ~ -,212™ -,306™ -1247 - 172" 1

Syndication -,102 ,047 -,029 ,103" -,027 1

Reputation -,098 -,113" 117" ,205™ -,041 5117 1

HQ Company 744" 5T 057 015 ,030 1100 054 1

Tot. Funding -,071 -,068 ,094 ,125" -,032 ,301™ ,338™ ,083 1

Fintech -,051 ,024 ,061 ,014 -,039 ,029 ,025 ,080 ,033 1

Health -,066 ,031 ,023 -,008 ,027 ,029 ,044 ,100 -,026 -1517 1

Energy -,011 ,034 ,018 -,002 -,050 ,011 ,103" ,037 ,163™ -,135" -126" 1

Transport -,023 ,023 -,079 ,018 ,043 ,094 ,019 ,033 -,006 -,099 -092 -083 1

Marketing ,007 -,035 -,012 ,026 ,023 -,084 -,099 -,051 -,036 -109" -101 -,091 -,067 1

Other industries ,089 -,055 -,028 -,012 ,006 -,050 -,069 -,140™ -,084 -,414™ - 385" -327" -254  -278" 1

N" of rounds -,139™ -,003 ,144™ ,047 ,002 416™ ,392 ,085 452" ,045 001 142" ,003 -,103" -,071 1
N° of employees -,089 -,090 ,090 ,142™ ,007 4237 ,406™ ,046 ,480™ ,022  -,047  -,023 ,028 -,008 ,019 4317 1

**_Correlation is significant at level 0,01 (two-tailed).

*. Correlation is significant at level 0,05 (two-tailed).
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Table 4: Regression Models

Syndication Tot. funding
Model | | Il | 1 Il
Reputation ,D11*** ,371x** ,338*** ,128*
Tot. funding ,041 ,012
Italian VC firm -,028 -,050 ,147 ,142
British VC firm -,107 -,140** ,059 ,050
VC firm from the U.S. ,011 -,055 ,107* ,095
VC from another country -,052 -,057 ,026 ,024
N° of employees ,285%** ,194*** ,338*** 327***
HQ of the Company ,037 ,022 ,138 ,136
N° of Rounds ,283*** ,201%*=* ,266*** ,258***
Fintech ,023 ,014 ,023 ,022
Health ,051 ,024 ,002 -,001
Energy -,015 -,044 0,132** ,126**
Transport ,082 ,071 -,006 -,006
Syndication ,038 ,013
AdjR? ,248%** ,260%** ,351*** ,313*** ,112%%* ,319***
F - change 11,040***  128,938***  15,152*** 14,838***  47,002***  13,834***

The table shows standardized coefficients (b), the value of the adjusted R2, the value and the significance of the F change.
The levels of significance are: * < 0.05; ** < 0,01; *** < 0.001.
Number of cases: Syndication, Tot. funding, 366.

The Regression has been divided in six different models to observe the effects that the
independent variable and the control variables have on the dependent variable. For each of the
two tested DVs there are three models, the first one contains just the control variables, the
second one tests only for the independent variable and finally the third one observes the
complete model. The results of the three regressions conducted for the variable total funding,
that is utilized to test out the first hypothesis, have shown that: the first model that contains the
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DV and the control variables where some manifest a mild correlation and close to 31% of the
DV is explained by the control variables of a VC firm, thus showing a moderately low
capability of these variables to explain the capacity of companies to raise capital. The
significant results obtained by this regression shows that the variable number of employees has
the highest correlation coefficient (,338), the second highest shows number of rounds with a
correlation coefficient of (,266) this result is coherent with the expectations since financing
rounds are destinated to grow as the company grows, given the increased value of the company,
another two variables have shown a significant positive correlation that are syndication and
Venture capital firms from the U.S., the second result could be linked to the increased ferment
in this specific venture capital market that leads to higher IPO rates and as a matter of facts in
the correlation analysis we can observe a positive correlation between reputation and VCs from
the U.S., partially explaining the positive relation with total funding, but another possible
explanation could be that firms from the U.S. when they invest apply better selection screening
processes that lead to investments in inherently better firms and entrepreneurs, that in turn
reach higher levels of fundraising for their companies.

The second model observes the impact that reputation has on the ability of companies to
raise capital, here we can see that the Pearson correlation coefficient grows to 0.338 showing a
weak to moderate correlation between the two variables, and the adjusted coefficient of
determination also shows a significant 11% capacity of the variable reputation to explain the
DV. These results offer support to the first formulated hypothesis, showing that the reputation
of a VC firm increases the capability of venture backed companies to raise capital.

Finally, the third model observes both the control variables and the independent in a
single regression, this model shows that the independent variable when conjunctly observed
with other variables that explain the phenomenon reduces its correlation coefficient with the
DV, this leads to believe that reputation is not the most significant variable to explain this
phenomena, but despite this limited coefficient the results still shows a weak positive
correlation, thus also in this model the hypothesis is supported. In this last model the Number of
rounds maintains the highest correlation coefficient showcasing a higher probability that a
higher number of rounds leads to higher level of funds raised by companies, when compared to
the other investigated variables. In this sample it is to exclude a collinearity problem given a

VIF, for most of the tested variable, that is close to 1.
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Vif values for H1

Other
Nation Syndication Reputation
VC

N" of N° of
rounds employees

Tot.  ltalian British U.S.

Funding  VC Ve Ve Fintech Health Energy Transport

Company

VIF 3,413 1,276 1,466 1,316 1,596 1,580 2,815 1,115 1,094 1,098 1,057 1,449 1,442

The limited ability of the full model to explain the DV, attesting to only = 24% could be
partially explained by the limited significance that these have, the limited significance of the
variables could be due to a multitude of factors such as the quality of the sample, that with a
higher number of observations could have provided different results.

In conclusion, the regression analysis conducted to test out the first hypothesis offers
favourable results, showing that, albeit limited, the effect of VCs’ reputation on the fundraising
ability of companies is positive.

Furthermore, another three regression models have been utilized to investigate the
relationship between reputation and syndication, to test out the second hypothesis. The first
model that observes the relation between the control variables and syndication, here the results
shows that the adjusted coefficient of determination leads to ~ 25% of explanation power of the
DV from the control variables, thus showing a moderately low capability of these variables to
explain syndication within the venture capital market. The significant results obtained by this
regression shows that the variable number of employees has the highest correlation coefficient
(,285) this result respects the expectations since to employ a high number of personnel the
company must have turned profitable and reached a higher level of efficiency. The second
highest correlation coefficient (,283) that we find, stems from the variable number of rounds,
the result is coherent with the expectations since more financing rounds are destinated to attract
a higher number of firms that are interested in investing in the company and a longer timeframe
to value the developments of the possible investment, decreasing the level of risk surrounding
the deal, and facilitating information flow throughout the VCs’ network. The other significant
coefficient that the regression shows is related to the variable total funding, thus in this model
seems that syndication has a positive correlation with total funding, this result doesn’t find an
explanation in the literature since the motives of syndication are alternative to pooling money
from different VVC firms, which have to be searched more in risk reductions and resource based
explanations, thus as observable by the third model that shows an insignificant value to
represent the correlation between these two variables.

The second model observes the impact that reputation has on the event of venture

capital firms to syndicate, here we can see that the Pearson correlation coefficient grows to
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0.511 showing a moderate positive correlation between the two variables, and the adjusted
coefficient of determination also shows a significant 26% capacity of the variable reputation to
explain the DV. These results offer support to the second hypothesis formulated, showing that
the reputation of a VC firm increases the event of syndication within the venture capital market.

Finally, the third model observes both the control variables and the independent in a
single regression, this model shows that the independent variable when conjunctly observed
with other variables that explain the phenomenon slightly reduces its correlation coefficient
with the DV, but remains the highest value of the roaster thus this leads to believe that
reputation is not only a significant variable but also one of the best to explain this phenomenon,
but despite this limited reduction the coefficient results still shows a moderate positive
correlation, thus also in the full model the hypothesis is supported. In this last model the
Number of rounds has the second highest correlation coefficient showcasing a higher
probability that a higher number of rounds leads to higher level of funds raised by companies,
when compared to the other investigated variables, closely followed by the number of
employees. Finally, a variable that in the first model didn’t show a significant correlation with
syndication, in the full model shows a significant negative correlation, this variable is VCs from
Britain, hence the model’s results show that British firms tend to syndicate less than firms from
other nationalities. In this sample it is to exclude a collinearity problem given a VIF, for most
of the tested variable, that is close to 1.

VIF values for H2

. - Other
L Italian British U.S. . Tot. . HQ . N" of N° of
Syndication VC VG VG Na\llt(l:on Funding Reputation Company Fintech Health Energy Transport rounds employees

VIF 3440 1248 1475 1311 1,511 1,367 2,842 1,097 1,094 1,136 1,049 1,484 1,543

The limited ability of the full model to explain the DV, attesting to only ~ 35% could be
partially explained by the limited significance that these have, the limited significance of the
variables could be due to a multitude of factors such as the quality of the sample, that with a
higher number of observations could have provided different results.

In conclusion, the regression models utilized to test out the second hypothesis
formulated in this thesis, showcase a support for the theorized hypothesis, thus the results of the
empirical analysis find that the venture capitalists’ reputation has a positive effect on

syndication.
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Chapter 5: Discussion

In the discussion chapter of this master's thesis, the objective will be to put the results that the
statistical analysis has produced in relation with the literature, and objectively observe the
impact of venture capital (VC) firms' reputation on the ability of companies to raise capital,
supported by the empirical data analysis and literature reviewed in previous chapters. The
provided analysis will attempt to provide a robust examination of the influence of VC
reputation in the financial sectors of Sweden and Italy. The discussion will mainly revolve
around the results of the two formulated hypothesis in relation with the literature and further
implications for academia and further developments.

The data analysis from this thesis’ sample shows a support for the grandstanding
hypothesis, thus part of the reason why a venture backed company is able to raise more capital
compared to other venture backed companies is that the reputation of the VC firm that has
already invested in the company offers to other possible investors the reassurance that the due
diligence, experience and intuition, that has been employed by the reputable investor to select
the focal company, is the same that sifted a company that has gone public, which is the most
profitable exit for VCs. The relation between VC reputation and the VBC performance has
been investigated mainly under a single lens, through the study of the effects that reputation has
on the venture backed company IPO performance and post-IPO performance.

This beneficial impact of the venture capitalist’s reputation might have already been
captured by entrepreneurs as in the study conducted by Hsu (2004) the author finds that
entrepreneurs highly value the presence of a reputable firm in the roaster of their investors since
when they bargain with such entities they are willing to accept a discount on their valuation and
in this case money is not a differentiated good meanwhile reputation is.

Hsu (2004) finds that the reason why entrepreneurs choose to accept a less favourable
economic offer is to receive all the intangibles that a reputable VVC firm brings with them, such
as a experiences that derives from the quantity and quality of the deals that that VC has
conducted priorly, the VC information network that is dependent on the partners knowledge
and ties to the environment in which the company operates that is demanding to calculate but
inevitably brings value to the company, and finally the assistance that the VC firm is able to
provide while navigating the challenges that every company inevitably has to face.

This set of intangible assets that a reputable VVC firm brings to the deal are recognized
by the entrepreneurs as shown by Hsu (2004), and have also been empirically investigated by
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academia, but the literature is limited on the relation between reputation and fundraising but
thanks to the study conducted by Gompers & Lerner (1999) the relation between these two
variables is clearer. The study in line with the findings of this empirical analysis observes that
higher levels of reputation for VC firms leads to an increased fundraising ability for the VC
fund lead by the reputable firm, furthermore they have found that macro-economic factors such
as GDP growth and pension funds tax-rates affect the fundraising ability of venture capital
funds, these variables were not investigated in the empirical analysis proposed by this thesis
and could have been further explanatory variables of the selected dependent variable, given the
demand offer relationship that is in place the effect that these have on the fundraising of VC’s
affects the fundraising ability of companies, but given the exceptional event of the Covid-19
pandemic especially the GDP variable has been incredibly affected by this phenomena,
furthermore, the correlation between these variables and the fundraising capacity of companies
has not been proven or observed yet by academia, hence the decision to overlook these as
possible variables in the empirical analysis.

The effects of VC’s reputation on the venture backed companies have been mainly
investigated by observing the differences in initial public offerings, thus academia has focused
on the signalling effect that the reputation of a VC company has on prospective investors that
operate in the public market. The doctrine has focused on first day returns with the study
conducted by Lee & Wahal (2004), who consistently with the results of this thesis have found
that the reputation has a positive effect on the performance of the firm showing a higher interest
from possible investors, in the paper the authors have investigated the phenomena by sectioning
the sample based on the presence of a VC firm in the roaster of investors and the experience of
the VC firm that participated, the variable that they have used to select the level of experience
to define the VC firm is significantly related to the variable used by Gompers (1996). Whose
results are complementary to explain the better first-day IPO results, since Gompers (1996)
finds that less experienced VC firms tend to induce their VBC into IPOs whilst they are
younger and more underpriced.

Furthermore, academia has also investigated with Krishnan et al. (2011) the post-IPO
performance of companies backed by reputable firms and in this case has seen that such firms
observe a better performance compared to VBC and non-venture backed companies. The
authors explain that these better results are due to the increased involvement of reputable firms
in the company after the IPO, that offer to the focal company access to their resources and
network, adding value to the work conducted by the entrepreneur and the staff. As evidenced

by the previous article academia has found that despite part of the better performance can be
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explained by the tangible and intangible assets that the reputable VVC firm brings to the deal, but
another part of this phenomena is explained by the selection effect, that offers an alternative
explanation where the better performance of the VBC doesn’t depend on the influence of the
VC but on the skills of the VC to select better deals.

S@rensen (2007) has studied this phenomenon observing that there is a conjunction of
efforts, and that the selection effect has a greater explanatory value, but also the reputation has
a positive explanatory effect albeit more limited; thus, it is to mention the possibility of
heterogeneity in the above empirical analysis.

An important consideration to be made when comparing the available literature to the
empirical study conducted in this thesis, is that most of the studies that have been cited and the
observations made in these studies almost entirely investigated the U.S. venture capital market.
The results observed in this thesis conjunct with the results observed in the literature available
on the topic, appears to show that an intangible asset such as reputation can create value to VC
firms, and their portfolio companies, without regards to different regulations, organizational
structures and other differences that distinguish the U.S. venture capital market to those of the
rest of the world, such as the European ones selected for this thesis.

The results observed in this thesis from the analysed data sample suggest that also the
second hypothesis has an empirical foundation, hence the reputation of a venture capitalist has
a positive effect on the probability of syndicating the investment. The moderate positive effect
that has been observed in the proposed statistical analysis also sees a positive relation with
Swedish VC firms, it could be possible that part of the observed phenomenon derives from the
interrelations and complexities of the local venture capital market, where given the limited
number of actors, reputation is a highly valued commodity when in search for possible
syndicates. Given the type of reputation measure in this thesis it couldn’t be possible to
distinguish among these two recognized motives for syndication, influenced by reputation that
are: project selection, thus the screening capabilities of the firm with which to syndicate so that
the members will benefit from a better developed selection process; or the complementary
abilities, thus the conjunction of assets from the different syndicates to enhance the support
activities that the VC can offer to the venture backed company (J. Brander et al., 2002).

The results observed in this thesis are supported by what has been observed by
academia, Lockett & Wright (2001) have investigated the topic through an exploratory study
that had a multitude of scopes, this paper investigates both the motives behind syndication in
the Canadian venture capital market and the determinants of syndication. The authors have

found that based on the state of the venture backed company the motives for syndication differ,
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in the earlier stages of a venture where the road ahead is still unclear and many elements have
yet to be defined syndication is used as a way for VCs to reduce risks and diversify their
portfolio. When the venture backed company finds receives the investment at a later stage, such
as the ones that comprise the investigated sample, the motives behind syndication mutate
towards a resource-based view, where screening abilities are taken in consideration and valued
by possible syndicates. This outlook on the motives further strengthens the validity of the
results observed in this thesis, since the sample is entirely composed by late-stage deals,
reducing the possibility that the sample’s syndicates opted to syndicate without regards to the
characteristics of the other firms but just to spread the risks of the investment.

Furthermore, Meuleman et al. (2009) who have investigated agency costs, also observed
the effect that reputation has on the relationship between syndication and agency costs, the
authors first found an inverse relation between these last two variables and when interpolated
with reputation, they have observed a positive effect, where reputation of a VC firm reduces
agency costs facilitating syndication, supporting the results obtained in this thesis showing
interrelations in the PE market. The analysis conducted by Meuleman et al. (2009) could have
an interesting further development through the investigation of the effect that VCs from
different nationalities have on agency costs, unfortunately the results obtained from the utilized
data sample offer little explanation to this phenomenon and are mostly non-significant; though
it could be hypothesized that given lower levels of compatibility among VCs from nations that
have different cultural dimensions as proposed by Hofstede, organizational structures and
hierarchical structures. This possible development could further explain the work conducted by
Gu & Lu (2014), who have investigated the Chinese venture capital market and found that
foreign VCs tend to syndicate more when entering a foreign market to reduce the risks
connected to the entrance in a foreign market where country related competences are essential
to succeed and difficult to acquire, and tend to syndicate at a far lower rate when already
established in that market and considered reputable. These results would be interesting to be
investigated in a different environment such as the European or North American VC market,
which given the vastly different regulatory market and more internationalized environment,
could lead to different results.

The metric utilized by Gu & Lu (2014) to determine reputation levels of VC firm differs
from the one utilized in this thesis in a significant element, it does not represent a dichotomy
but rather a scale, thus the authors while investigating the relation between reputation and
syndication have found an inverted U shaped tendency, meaning that to higher levels of

reputation corresponds a higher level of syndication but until a certain threshold. These results
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differ from the one proposed in this thesis, given the different metric utilized it is not possible
to compare the results, and it is possible that the phenomenon is not entirely represented.

Far too often the only metrics that are investigated are based on numbers that only
explain the full effect of all the different variables involved that despite their higher accuracy to
explain the phenomenon in general, leave many details to be explored. This thesis delved
deeper into the Venture capital market to offer both practitioners and academia further
information on this specific environment, to further understand the relevance of an intangible
asset such as reputation. The analysis proposed above has tried to further explain an under
investigated section of the VCM to observe the phenomenon directly and compare the results to
grasp the differences. To offer VC firms and entrepreneurs a better understanding of the
environment in which they operate and a further indication on the importance to develop

intangible assets, which have important effects on the deals that they conduct.
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Chapter 6: Conclusions

6.1 Research outcomes

The research question investigated: How does the reputation of a VC firm affect the
fundraising ability of VBC and syndication with other firms in Italy and Sweden? Has allowed
the analysis of this thesis to investigate two different aspects of VCs’ reputation, where through
the results of the empirical analysis and the support found in the literature it is possible to
conclude that the reputation adds a positive component to the syndication ability of the VC and
the fundraising ability of the venture backed companies. The two different hypotheses, that
have been developed concerning the effects that venture capitalists’ reputation has on the
dynamics within the venture capital market offer further answers. The first hypothesis is that
the VCs’ reputation has a positive effect on the capability of companies to raise capital. The
results proposed in this thesis suggest that the hypothesis stands showing a weak positive
correlation, thus the reputation of the VC serves as a signal to other investors of the quality and
perspective of the deal, influencing other investors in committing their resources to that
company, creating a value-added element for the entrepreneurs in their quest for capital.

The second hypothesis is that VCs’ reputation has a positive effect on syndication. The
results of the empirical analysis conducted in this thesis shows a moderate positive correlation
between these variables. Thus, being a reputable firm increases the chance of syndication for
VCs, this higher level of syndication has to be reconducted to a will from syndicates to benefit
from the screening processes that lead to the selection of the deal, the experience and
knowledge of the partners and the possibility for syndicates to offer complementary resources

that further increases the value brought to the venture backed companies by the VC firms.

6.2 Implications
The results in this thesis offer practitioners additional information on the venture capital
market, that allows them to better grasp the dynamics within the market and the effects that an
intangible asset such as reputation has on their results and connections. This master thesis will
offer entrepreneurs another aspect to take in consideration while bargaining with VC firms,
having observed the advantages entrepreneurs will be more cautious in choosing a VC partner
and will observe the venture capitalists under a new light, where VCs are not just providers of
financing but are providers of a wide array of benefits both tangible and intangible.
Furthermore, this thesis offers venture capitalists another analysis on the implications
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that reputation has on their ability to conduct business and their relationship with other players
in the market. Deepening the understanding on the value of external signals to the stakeholders

of the market.

6.3 Limitation and recommendations for future research

The limitations encountered in this thesis concern the quality of the sample that has
been downloaded by a database that has yet to establish itself as the leading database for the
type of data of interest in this thesis. Furthermore, endogeneity has not been tested through a
robustness test, thus the results could be either invalidated or confirmed by such a test.

Additionally, given the private nature of the companies investigated in this research, the
data regarding additional information about the level of development, such as profitability, are
hardly available, thus these types of measures where not controlled for.

Future developments of the research question could focus on the effect that nationality
has on the relationship between reputation and the ability of companies to raise capital that in
this thesis’ data sample did not lead to any significant conclusion but could present with a more
extensive data sample some interesting results. Furthermore, the objective of this thesis is to
observe the effects that reputation has, but this is a complex variable, mainly one of the
discussion that resulted from the literature observes reputation based on the firm, but it could be
debatable that the reputable actors of a VC firm are its partners thus it could be interesting to
further refine this metric and observe the reputation under different lenses such as the VC fund,
the VC firm and the VVC partners, and conclude by observing the effects that a change within

the board of the VC firm has on its reputation.
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Graph 6a: Total number of companies in each industry.
Table 1a representing the distribution of sample’s VC nationalities
Frequency Percentage Cumulative percentage

Italy 165 18.4 18.4
Sweden 220 24.5 42.9
United Kingdom 49 55 48.3
France 15 1.7 50.0
United States 94 10.5 60.5
Switzerland 22 2.4 62.9
Spain 10 1.1 64.0
Kuwait 2 0.2 64.3
Nederland 20 2.2 66.5
Indonesia 2 0.2 66.7
Germany 22 24 69.2
Luxemburg 5 0.6 69.7
Norway 2 0.2 69.9
India 4 0.4 70.4
Hong Kong 3 0.3 70.7
Denmark 9 1.0 71.7
Lithuania 2 0.2 71.9
Hungary 3 0.3 72.3
Belgium 4 0.4 72.7
Ireland 3 0.3 73.1



China 3 0.3 73.4
Finland 5 0.6 73.9
Iceland 1 0.1 74.1
Singapore 2 0.2 74.3
Russia 2 0.2 745
Czech 2 0.2 747
Latvia 1 0.1 74.8
Poland 1 0.1 74.9
Brazil 2 0.2 75.2
B.A. 223 24.8 100.0
Total 898 100

Table 4: Venture Capital firm's nationalities.
The number of observations that refers to the B.A., which are not counted in the layer of observation since they are not to be considered VC,
are represented as follows: Sweden — 158 B.A. ; Italy — 50 B.A. ; Other — 15.

Table 2a of the frequency of different types of VC firms.

Frequency Percentage Cumulative percentage

IVC 545 60,7 60,7
BVvC 23 2,6 63,3
CVvC 76 8,5 71,7
GVC 16 1,8 73,5
BA 216 24,1 97,6
BAN 3 3 97,9
ACCELERATOR 16 1,8 99,7
PENSION FUND 1 1 99,8
CONSORTIUM 2 2 100
TOTAL 898 100
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