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Preface

Based on the author’s own perception of current micro — economic
behavior and macro — economic performance, the book has probed the
theoretical issues focusing on the industrialization of high — tech by utili-
zing the capital market, which are concerned with the growth of enterpri-
ses, the development of industries, venture capital, capital market and
macro — economy, etc.

Firstly the author discusses different analytical frameworks for enter-
prises on different situations, pointing out the core problems for venture
enterprises is the institutional designs under information asymmetry,
which is rather different from the object maximization under certainty,
while the decision making of enterprises under uncertainty of capital mar-
ket is the trade — off between risks and retum. The author also discusses
the sustainability of enterprises. The indusirial development issues are
studied in multi — dimensional aspects, so as to explicit the effect of
economic value addition of industrial upgrading, and its causes of de-
mand motivation based on the development of human being, and of sup-
ply promotion driven by the technological advancement. The author also
probes the intemalization of transaction cost in the development of capital
market .

In the authors’ point of view, venture capital is rather the market
operational mechanism in promoting the enterprise development and in-

dustrial upgrading. Because venture capital is mainly invested in the
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growth period of industrial development, it is characterized with venture
cycle which indicates that it needs exit channel. The high risks of ven-
ture capital determine that its decision making mechanism and micro -
system arrangement are formulated to diversify risks. The multi - strays
of decision making procedure and cooperative investment mechanism gua-
rantee a higher probability of success and a lower value at risk, the typi-
cal contract between investors and venture capitalist is that of partner-
ship, while the optimal coniract between venture capitalist and en-
trepreneur is somewhat a mixture of debt and equity, which should be
dynamically adjusted along the time horizon due to the change of informa-
tion asymmetry. The pricing methods for venture capital include the dis-
counted cash flow method, the relative pricing method, and the stock
option pricing method. These methods are interrelated with each other,
among which the discounted cash flow method is fundamental. Because
the capital market has the discounting mechanism, where the venture
capital mainly seeks to exit. The higher growth rate of enterprise ensures
a higher price for venture capital, this makes a difference from the capi-
tal market oriented to mature enterprises .

As to the macro — economic policies, the author advocates that the
monetary policy should take the capilal market into consideration in order
to overcome the disadvantages of the classical theories. After studying the
endogenous money supply, the money demand theory, and the func-
tioning mechanism and its effective situation, the book suggests that due
to the impotence of interest policy under deflation, priority should be
given to increasing money supply and to smoothing the transmission chan-
nels. The author believes that through making inflation expectation to de-

crease the real interest rate, and through satisfying the monetary demand
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of capital market to encourage a better economic expectation, the ficti-
tious economy should take a play in mobilizing the real economy.

In regard to the fiscal policies, the author suggests that the govern-
ment should participate in the incubating period of high — tech, instead
of directly competing with the private venture capital. Nevertheless, the
fiscal policy may and should play a positive part in promoting the deve-
lopment of venture capital industry through preferential taxation and sub-
sidy policies, and through the institutional and cultural improvement.
The faimess problems such as unemployment may be resolved through fis-
cal transfer to increase the welfare level of the whole society. For the
purpose of promoting the development of venture capital industry and up-
grading the industrial structure, it is really urgent to establish the en-

trepreneurship capital market .
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