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Abstract

Overview and Trend of Chinese Venture
Capital Industry in 2009"

National Investigation, Writing and Analysis Group of Venture capital

In 2009, Chinese government adopted a series of
macro-control measures to cope with the international financial
crisis. Especially, PO re-starting, GEM starting and
promulgation of the preferential tax policies related to venture
capital in domestic capital market created opportunity for the
growth of Chinese venture capital market. The total number of
industrial institutions, total amount of venture capital and IPO
delisting all reached the highest level in history. According to
an investigation, the majority of venture capital institutions
considered that the investment prospect of Chinese venture
investment would improve markedly in 2010. The entire
industry would develop better and better but the opportunity
would co-exist with the challenge. In light of the national
venture capital investigation results, this article makes
preliminary analysis on the current situation, features and trend

of the venture capital in our country.

1 Overview of Chinese Venture capital

1.1 Number of Venture Capital Institutions, Total
Capital Amount and Development Trend

In 2009, the number of venture capital institutions nationwide
continued to increase, amounting to 576. Compared with 2008,
112 institutions were added and the rate of increase was
24.1%. The total venture capital under management reached
RMB 160.51 billion, which was the highest since statistics was
made. Compared with 2008, it increased RMB 14.94 billion
and the rate of increase was 10.3%. The capital managed by
venture capital institutions which were newly established in
2009 was RMB 12.65 billion, amounting to 84.7%. It is clear
that the increase of capital mainly comes from the input of
newly-registered venture capital institutions (funds) (see

Figure 1).

* The report mainly comprises the contents written by (in the charge of) the members and is generally edited by Zhang Junfang and Guo Rong.
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Figure 1 Number of Venture Capital Institutions, Total Capital Amount and Development Trend

1.2 Capital Sources and Growth Motives of state-owned sole proprietorship investment institutions
Venture Capital amounted to 39.0% ; individuals, foreign capital, various
In 2009, the capital source structure of Chinese venture capital financial institutions, etc. also occupied a certain percentage
still took the unlisted companies as the main part, occupying (see Figure 2).

32.4% of the total capital; the governmental contributions and

Public institutions, 2.9%

Others, 2.9%
Foreign capital, 5.4% \
Banks, 3.2% ~_ \

Listed companies, 3.9%

Non-bank financial institutions, 0.1%

Non-listed companies, 32.4%

Individual, 10.1%

Government, 16.4% v :
State—owned sole proprietorship

investment institutions, 22.6%

Figure 2 Capital Sources of Chinese Venture Capital (2009)




Compared with 2008 (see Figure 3), the main change and its
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motives can be summarized as follows:
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Figure 3 Change in Capital Sources of Chinese Venture Capital Investment {2008~2009)

Firstly, the percentage occupied by governmental contribution
and state-owned sole proprietorship investment institutions
continued to increase by 3.1% and the effect of the
governmental venture capital fund of funds was obvious. Since
July 2007, the Ministry of Science and Technology and the
Ministry of Finance had approved to establish venture capital
fund of funds. Through venture subsidy, investment guarantee,
stage participation and other supportive methods, the fund had
achieved obvious achievements on supporting scientific
medium-sized and small enterprises at early stage to innovate
and start business. Especially in 2009, the fund totally put in
financial fund of RMB 359 million, which increased
substantially compared with 2008. According to the statistics,
driven by the venture capital fund of funds for scientific
medium-sized and small enterprises, over 50 local venture
capital funds of funds had been established, bringing out about
RMB 25 billion local capital. *

Secondly, the competition in the venture capital market was
intensified and the banks got involved in the investment
banking on a large scale. In 2009, when the profit increase
from traditional interest margin business was insignificant, the

investment banking of commercial banks suddenly increased.

(1) Data source: Torch Center of the Ministry of Science and Technology.

According to the annual reports already disclosed, the
Industrial and Commercial Bank of China had obtained an
income of RMB 12.539 billion from investment banking,
substantially increasing by 56.2% ; the investment banking
income of China Construction Bank was RMB 9.799 billion,
increasing by 48.22% compared with the previous year; and
the Bank of Communications obtained an income of RMB 3.8
billion from consulting and advisory fees (investment banking),
increasing by 77.61% . China Construction Bank, Bank of
China and other joint-stock banks also made great
achievements in investment banking. For example, China
Minsheng Banking Corp. Ltd. signed a strategic cooperation
agreement with Binhai International Stock Exchange-the first
stock exchange in China to engage in equity investment. The
consulting and advisory fees of Shenzhen Development Bank
also increased by 78.03%.

Thirdly, the foreign capital venture investment fund continued
to look to further increase in China. In 2009, the global
economy has not completely broken away from the financial
crisis. The poor performance of global financial capital market
and shortage of foreign contributors’ capital slowed down the

process of raising foreign currency capital. Compared with




