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Research on venture capital (VC) is characterized by informa-
tion asymmetry, uncertainty and profound assessment difficulties,
which as well as VC’ s unique operation mechanism offer an ideal {i-
nancial research identity. Yet, the development of the market itself
has always left the research behind. There are two reasons for the
junior — stage research work. One is the difficulty of carrying out
systematic research in consideration of the multi — facets and stages
VC theory involves; the other is the lack of data of cases in practice.
Despite all this, research on VC is attracting more and more scholars
for its vital role in economy and the need of theoretic and case re-
search increases, too.

In recent years, research on VC has achieved breakthroughs in-
cluding: (1) VC’s function; (2) venture capitalists’ function; (3)
how to run VC by venture capitalists; (4) process of VC and IPO;
(5) relationship of venture capitalists and entrepreneurs; (6) rela-

tionship of venture capitalists and venture capital investors; (7) exit
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strategy of VC and value maximization; (8) relationship of VC and
nasdag. Yet the existing rescarch achievements are limited in the
processes or facets of VC, there still lacks a research framework and
theoretic system.

Therefore, this thesis analyzes the basic model of venture capi-
tal ownership arrangement and its key phenomenon by means of the
ownership economics, contract economics and monetary finance as
well as the relative economics updates, so that it can found a theo-
retic framework for venture capital ownership research, based on
which, the application research on China’s venture capital owner-
ship can be implemented.

This thesis, on the basis of my doctoral dissertation, comprises
12 chapters exclusive of the Introduction.

Chapter 1 comments on the existing research achievements by
way of innovation theory, division theory and contract theory and it
summarizes that the essence of venture capitals is the institutional
innovation of financial system, it is the interaction of a series of con-
tracts on the basis of the unique ownership arrangement and gover-
nance structure of venture capital institutions and the venture —
backed firms.

Chapter 2 comprehensively discusses the modem theory of the
firm, especially the theory of property rights, clarifies the basic de-
velopment sequence of the property rights theory of the firm, and
lays a foundation for following analysis.

Chapter 3 focuses on the two factors, information asymmetry
and agency, affecting venture capitals contracts interaction from the
angle of the characteristics of venture capital ownership arrange-

ment. It also analyzes the evolution of venture capital ownership ar-
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rangement.

Chapter 4 focuses on the analysis on the ownership arrangement
and governance structure of venture capital organization. It argues
that, because of venture capital organization’s characteristics, there
is agency problem for venture capitalist as the agent of venture capi-
tal investors. So correspondent ownership arrangement and gover-
nance structure is necessary to reduce the agency cost. The advan-
tages in ownership and governance structure of limited partnership
make it become the dominant venture capital organization.

Chapter 5 analyzes the ownership structure of venture — backed
firms. Its basic views include, the uncertainty and information
asymmetry that venture — backed firms have result in the highly in-
completeness of venture — backed firms’ contract, which requires
settling relative problems through the arrangement of ownership
structure. The property rights characteristics of main production
factors in venture — backed firms such as entrepreneur, key techno-
logical staff and venture capitalist decide their respective position in
ownership structure. The ownership structure of venture — backed
firms has three characteristics: venture capitalist and key technologi-
cal staff enter ownership structure; venture capitalist’ control and
ownership for venture — backed firms are separated; and the state —
contingent of venture — backed firms’ ownership structure. Venture
— backed firms’ governance mainly relies on internal governance
system, and the venture capitalist’ s contingent governance is the
core.

Chapter 6 discusses the interactive relationship between the
ownership and governance arrangement of venture capital organiza-

tion and that of venture — backed firm. It argues that venture capital
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organization is the premise and requirement for the optimum ar-
rangement of venture — backed firms’ ownership and governance,
and characteristics of venture — backed firms in ownership will influ-
ence the venture capital organization. It also does some positive re-
search according to the practices in USA.

Chapter 7 analyzes the exit for venture capital. It argues that,
the production technological structure’ s change will cause the
change in production factors’ property right characteristics, will
then demand the correspondent adjustment for ownership structure
of venture — backed firms and venture capital organization. Venture
capital’s exit is a mechanism which adapts to changes in venture —
backed firms’ development phases optimize and adjust ownership
structure, for as a credible“signal” indicating entrepreneur and capi-
talist’ s ability and performance, exit reduces ex post information
asymmetry, helps to establish the effective stimulation and control
for venture entrepreneur and capitalist, and eventually promotes the
optimization of venture investment’s ownership and governance ar-
rangement. For exit mechanism integrates the property right system
optimization of venture — backed firms and that of venture capital or-
ganization, it has a key position in venture investment. [PO is a
very efficient exit mechanism, and stock market’s innovations, es-
pecially the small — cap stock market’s success make huge signifi-
cance in increasing venture capital exit’s efficiency and promoting
venture investment development.

Chapter 8 compares the venture capital ownership models
among US, Japan and Taiwan adopting the above — stated theory
framework and comes out such market — oriented venture capital

ownership arrangement as that of US is a more efficient one.
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