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Foreword to The Venture Capital Cycle

The Chinese venture capital industry is today at a crossroads. Today is char-
acterized by both extraordinary opportunities and real challenges.

On the one hand, there are many reasons to believe that venture in-
vestors in China should receive extraordinary returns in the years to come.
The tremendous growth of the Chinese economy has creating a rising tide,
which should boost the fortunes of large and small firms alike. The en-
trepreneurial drive, technological skills, and creativity of the Chinese people
are well suited for the start-up environment. And recent developments in in-
formation technology may allow China to undertake a “leapfrog” strategy:
firms should be able to benefit from the experience elsewhere, and directly
adopt some of the most modern technologies.

On the other hand, it is important to recognize that the past two decades
have scen many disappointments for venture investors in China. In some cas-
es, investors—whether domestic or foreign—had excessively optimistic expec-
tations about how rapidly technologies would diffuse in China. In other cases,
ambiguities surrounding property rights ended up leading to misunder-
standings and failed investments. The limited supply of seasoned management
talent has been another challenge.

Building a venture capital industry, thus, will not be an easy task. But
with hard work and good decisions, it can be done. This can be seen, for in-
stance, by looking at the experience of Israel, which went from having one
venture capital fund in 1991 to one of the largest industries in the world by the
late 1990s.

This volume, I hope, will provide some guidance during this challenging

but important journey. The volume systematically looks at the venture capital
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industry in the United States. The chapter highlights how the industry has
succeeded in creating extraordinary wealth for its investors and stimulating the
growth of the U.S. high-technology sector. But it also highlights the prob-
lems with which the industry has struggled, and the ways in which these

Lo

May, 2002

problems are being addressed.

I hope you enjoy The Venture Capital Cycle
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