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Abstract

Based on the two theoretical hypotheses of “screening theory” and “cultiva-
tion theory”, this paper reviews the concepts and motivations of venture cap-
ital institutions” management intervention, and summarizes the two modes of
venture capital institution management intervention: supervisory control in-
tervention and operational management intervention. Based on two man-
agement intervention modes, this paper divides the management involvement
into three levels: no management intervention, moderate management inter-
vention, and deep management intervention. This paper systematically ana-
lyzes the influence mechanism of the two management intervention modes
and the degree of involvement on the performance of venture enterprises,
and constructs a comprehensive theoretical framework of venture capital and
entrepreneurial enterprise performance, which provides theoretical support
and research direction for follow-up research.
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1. Introduction

Venture capital rose in the United States in the 1940s, and most of its investment
targets are small and medium-sized enterprises in the start-up period. However,
start-ups usually have great risks and uncertainties, and there is information
asymmetry between them. Therefore, venture capital institutions generally par-
ticipate in the management of start-ups after investment (Hallen, 2008) [1],

while the nature of equity investment determines that venture capital institu-

DOI: 10.4236/me.2019.103045 Mar. 15, 2019 666 Modern Economy


http://www.scirp.org/journal/me
https://doi.org/10.4236/me.2019.103045
http://www.scirp.org
https://doi.org/10.4236/me.2019.103045
http://creativecommons.org/licenses/by/4.0/

Y. Wang

tions have legitimate management rights to start-ups. Venture capital institu-
tions often rely on their own industry expertise and experience to engage in
corporate management by assigning directors, supervisors, senior managers and
professional technicians to improve the survival rate of start-ups and improve
the performance of start-ups and their own return on investment.

Previously, scholars have conducted some discussions on the subject of the
impact of venture capital institutions on the performance of entrepreneurial en-
terprises, forming two mainstream views of “screening theory” and “cultivation
theory”. However, most of the research on these two mainstream views focuses
on the “ex ante selection” effect of venture capital and the value-added services
or regulatory control provided by venture capital. In the research based on
management intervention, most of them are involved in the research of venture
capital institutions involved in the board of directors of the enterprise, but the
management intervention of supervisors, senior managers and professional
technicians, and the comprehensive analysis of the degree of management inter-
vention is rarely involved. It provides an expandable space for the research in
this paper. This paper attempts to analyze the impact of the management inter-
vention and the degree of involvement on the performance of venture enterpris-
es by establishing a theoretical framework. It has important theoretical and prac-
tical significance for supplementing and expanding the research scope of venture
capital, guiding post-investment management of venture capital, and promoting
the performance improvement of entrepreneurial enterprises.

This paper mainly analyzes the impact of the management intervention of
venture capital and its degree of involvement on the performance of start-up en-
terprises. According to the combing and summarization of the existing litera-
ture, this paper divides the management intervention into supervisory control
intervention and operational management intervention. On this basis, the man-
agement intervention degree of venture capital institutions is divided into three
levels: no management intervention, moderate management intervention, deep
management intervention. Based on the existing literature, this paper attempts
to answer the following questions: First, what are the management intervention
models of venture capital institutions? Second, what impact does each type of
management intervention model of a venture capital institution have on the
performance of a startup? Third, whether and how the degree of management
involvement of venture capital institutions affect on corporate performance?

Specifically, the content of this paper is arranged as follows. The first part is
the introduction, which briefly describes the relevant background and proposes
analysis problems. The second part is the theoretical hypothesis that venture
capital affects the performance of entrepreneurial enterprises, including “screen-
ing theory” and “cultivation theory”. The third part is the analysis of the me-
chanism of risk investment institution management intervention affecting the
performance of venture enterprises, including the definition, motivation, mode
and mechanism of the management intervention of venture capital institutions.

The fourth part is the construction of theoretical model. The fifth part is the
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prospect of future research.

2. The Theoretical Hypothesis That Venture Capital Affects
the Performance of Entrepreneurial Enterprises

At present, domestic and foreign scholars have formed two mainstream views on
the relationship between venture capital and entrepreneurial enterprise perfor-
mance: “screening theory” and “cultivation theory”. A large amount of research

has been carried out in the academic world around these two viewpoints.

2.1. Screening Theory

As far as “screening theory” is concerned, experienced and professional venture
capital institutions can screen out the real potential enterprises by screening
mechanisms to avoid the adverse selection of high-risk and information-asymmetric
startups (Amit et al, 1998) [2]. Therefore, the increase in the performance of the
company is due to the strength and efforts of the company itself, rather than the
involvement of venture capital institutions. In addition, the earlier the venture
capital institution enters the venture, the more prominent the role of “screen-
ing”; the later the entry into the venture, the smaller the risk and uncertainty of
the venture, and the “screening” role of the venture capital institution will be
greatly weaken (Gou & Dong , 2013) [3].

Fried & Hisrich (1994) found that venture capital institutions generally con-
duct strict and prudent investigations before capital injection to identify the
quality of management teams and businesses, and to supervise and control star-
tups [4]. Rosa et al (2003) also compared the operating performance of venture
companies with or without venture capital investment and found that there is no
significant difference between the two business performances, that is, the partic-
ipation of venture capital institutions can not promote the growth of entrepre-
neurial performance. Busenitz et al (2004) argue that venture capital institutions
have special industry attributes that will provide some value-added services to
enterprises, but will not have a significant impact on long-term performance.
Brau et al. (2004) took the manufacturing enterprises as the research object, and
found that there was no significant difference between SMEs that were involved
in venture capital institutions and those involved in risk-free investment institu-

tions [5].

2.2. Cultivation Theory

As far as the “cultivation theory” is concerned, venture capital institutions gen-
erally spend a lot of time participating in business management, making major
decisions and resolutions, providing enterprises with non-capital value-added
services in all aspects (Gorman & Sahlman, 1989) and carrying out the necessary
supervisory control (Baker & Gompers, 2003) [6] [7]. This kind of management
intervention must have a direct impact on corporate performance, which may be
positive or negative.

Most scholars believe that venture capital can have a positive impact on the
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business performance of the company and analyze its impact path. 1) In terms of
supervision and control. Campbell & Frye (2009) found that the involvement of
venture capital will improve the governance level of startups in the years before
and after listing, but the impact will disappear after the exit of venture capital.
Jain & Kini (1995) empirically found that the performance of startups with ven-
ture capital institutions after 3 years of listing is better than that of venture-free
investment institutions [8]. The main reason is that venture capital generally
supervises and controls the invested companies. Stein & Bygrave (1990) used 77
entrepreneurial companies as a sample of research and found that the more seats
a venture capital institution has on a board of a startup, the higher the perfor-
mance of the startup. 2) In terms of operations management. Fitza & Mosa-
kowski (2009) believes that startups often lack business experience, so the help of
venture capital firms with extensive experience and industry expertise is critical
to the success of the invested company [9]. Inderst & Mueller (2009) found that
companies supported by venture capital in an imperfectly competitive market
will develop at a faster rate in the initial stage; companies supported by venture
capital in a perfectly competitive market will be better in the long-term sustaina-
ble development [10]. Zaborowski (2009) studied the mechanism of venture
capital investment in the United States to promote high-tech development, and
found that venture capital institutions can help startups improve their finances
and build a reputation [11]. Colombo et al. (2016) found that venture capital in-
stitutions use their own resource networks to make it easier for startups to ob-
tain capital, information, technology, trust, etc, and to promote the rapid in-
crease in the value of startups [12].

However, some scholars believe that venture capital will have a negative im-
pact on the business performance of the company. Venture companies with
venture capital participation have not shown better performance (Bottazzi &
Rin, 2002) because when a venture capital institution has the willingness to pro-
vide some assistance to the management of the invested company, it may create
a conflict of control with the original entrepreneurial management team [13].
The higher the degree of participation of venture capital institutions in business
management, the worse the performance of the company will be (Higashide &
Birley, 2002) [14]. Gomez-Mejia et al (1990) conducted several interviews with
CEOs of startups and found that CEOs agree with the financial and cyber roles
of venture capitalists, but the management roles of venture capitalists are mixed,
and some of the CEOs even think that the management involvement of venture

capitalists has hindered the further development of enterprises [15].

3. Mechanism Analysis of Venture Capital Institutions’
Management Intervention Affecting the
Performance of Startups

3.1. Definition of Management Involvement of Venture Capital
Institutions

The broad management intervention refers to a series of management participa-
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tion activities carried out by venture capitalists on venture enterprises after in-
jecting funds into enterprises according to investment agreements (Tyebjee &
Bruno, 1984), including strategic support, network resource support, operational
support, and human resource support (Sapienza et al, 1994; Knockaert et al,
2005) [16] [17] [18]. Narrowly defined management intervention means that
venture capital institutions enter the invested enterprise by assigning personnel
to perform related functional management, including the placement of directors,
supervisors, senior managers, professional technicians, etc. (Gorman & Sahl-
man, 1989; Macmilan et al, 1989) [6] [19]. Directors are the main force of in-
ternal corporate governance. Supervisors are members of a permanent supervi-
sory body in the company. senior managers refer to the company's manager,
deputy manager, financial controller, board secretary of the listed company, and
other personnel as stipulated in the company’s articles of association; Profes-
sional technicians are professionals who are engaged in professional work with
their professional skills, and thus receive corresponding benefits, including fi-
nancial personnel, technical research and development personnel, legal person-
nel, and risk control personnel, etc. The management involvement of venture
capital institutions referred to in this paper is the narrowly involved manage-

ment intervention.

3.2. Motivation of Management Involvement of Venture Capital
Institutions

The reason why venture capital institutions actively participate in the manage-
ment of invested companies and conduct comprehensive supervision is to obtain
high return on investment. This paper believes that the main reasons for venture
capital institutions to intervene in enterprise management are the following as-
pects.

1) The disadvantages of newcomers in start-ups

The disadvantages of newcomers in start-ups are that startups often face many
problems such as lack of resources, inadequate internal organizational systems,
low organizational identity, external network connections that is limited and
very unstable, low reputation and legitimacy (Hallen, 2008) [1]. The disadvan-
tages of the new-born entrepreneurs lead to their deficiencies in human resource
management, mainly reflected in the contradiction between the lack of human
resources in entrepreneurial enterprises and the demand for high-quality talents.

2) Information asymmetry of venture capital

According to the information asymmetry theory, there is information asym-
metry between venture capital institutions and entrepreneurial enterprises,
which may lead to adverse selection and moral hazard. On the one hand, infor-
mation asymmetry may lead to resource mismatches in the market, which in
turn leads to adverse selection between venture capital institutions and start-ups.
On the other hand, information asymmetry may cause the invested company to
harm the interests of venture capital institutions in the course of business opera-

tions, so that venture capital institutions face moral hazard problems. Based on
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this, more and more venture capital institutions are more actively involved in
enterprise management, supervising and managing the daily operations and
production activities of enterprises, so that the operation and development of
enterprises are consistent with their own interests.

3) Professional advantage of venture capital institutions

Amit & Muller (1993) argues that venture capital institutions generally have
extensive experience and skills to operate in highly uncertain and informa-
tion-asymmetric environments [20]. Venture capital institutions generally bring
together professionals in investment, operations and management. They can
comprehensively assess the overall situation of start-ups, use their own resources
and social networks, and inject professional and powerful management power
into the invested companies, and design a good incentive and restraint mechan-
ism to make the invested companies consistent with venture capital institutions’

interests.

3.3. Mode of Venture Capital Management Intervention

Amit et al. (1998) argue that because of the uncertainty of entrepreneurial firms,
the human capital of venture capital firms and start-ups needs to maximize syn-
ergies to reduce the uncertainty of startups [2]. According to the combing and
summarization of the existing literature, this paper divides the management in-
tervention mode of venture capital institutions into two types: supervisory con-
trol intervention and operational management intervention.

1) Supervised control intervention

This article will delegate the involvement of directors and supervisors in en-
terprise management as a form of management intervention, that is, supervisory
control intervention. The board of directors is the most important decision-
making and management body, and Gorman & Sahlman (1989) pointed out that
almost all venture capital institutions want to occupy a greater position and in-
fluence on the board of the startup [6]. As the company's special supervision or-
ganization, the board of supervisors can not only help shareholders to supervise
managers, but also form a balance of pressure on the board of directors to a cer-
tain extent. Therefore, the involvement of directors and supervisors in enterprise
management is an important way for venture capital institutions to supervise
and control.

2) Operational management intervention

This article will delegate the involvement of senior managers and professional
technicians in enterprise management as a form of management intervention,
namely operational management intervention. Dushnitsky & Lavie (2010) found
that venture capital institutions generally bring together professionals in invest-
ment, operations and management [21]. They know more about the industry
and management, so they can recommend suitable senior managers for startups,
even directly station senior managers, to improve the value of startups. In addi-

tion, venture capital institutions will also participate in the recruitment of cor-
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porate personnel to help companies recruit the employees needed for day-to-day

operations.

3.4. The Mechanism of the Involvement of Venture Capital
Institutions in the Performance of Venture Enterprises

1) The impact of supervisory control intervention on the performance of en-
trepreneurial enterprises

Uncertainty and agency theory believe that venture capital institutions can
supervise and control corporate governance and business activities of start-ups,
which can improve the independence of corporate governance structure (Bou-
resli & Abdulsalam, 2002; Baker & Gompers, 2003) and reduce agency risk (Ar-
cot & Sridha, 2014; Bernstein, 2016) [7] [22] [23] [24]. It is an important driver
of increased return on investment. By assigning directors or supervisors to the
invested companies and providing intensive monitoring services, the venture
capital institution can reduce the agency costs and risk losses caused by the un-
certainty of the start-ups and improve its performance (Barry et al, 1990) [25].

Stein & Bygrave (1990) found that venture capital institutions with more
board seats can participate in corporate management to increase the value of
start-ups. Ni Jingjing (2012) found that the proportion of supervisors appointed
by venture capital institutions has a significant role in promoting the profitabili-
ty of entrepreneurial enterprises [26]. However, some scholars have found that
some CEOs do not think that the contribution of directors from venture capital
institutions is higher than that of other board members (Rosenstein ef al, 1993),
and some CEOs even think that venture capitalists’ interventions in manage-
ment hindered the development of start-ups (Gomez-Mejia et al, 1990) [27]
[15]. Hu et al. (2010) found that due to the concentration of equity, the board of
supervisors had a negative impact on the performance of Chinese listed compa-
nies [28]. Despite the differences in the quantitative methods of return on in-
vestment, the perceived bias of the respondents and the differences in research
methods, the existing research shows that the participation of directors and su-
pervisors assigned by venture capital institutions in corporate management has
indeed increased the value of entrepreneurial enterprises in most cases.

2) Impact of operational management intervention on the performance of en-
trepreneurial enterprises

Resource capacity and social network theory believe that venture capital in-
stitutions usually have knowledge and skills in certain professional fields. They
can rely on their own resources, capabilities and networks to help start-up com-
panies establishing competitive advantages and creating more values by assign-
ing senior managers and professional technicians to participate in company
management (Dushnitsky & Lavie, 2010; Dutta & Folta, 2016) [21] [29]. Based
on foreign data samples, some scholars have verified that based on their own re-
source endowments and industry expertise, VC institutions recommend senior
managers to start-up enterprises and even directly dispatch senior managers or

professional technicians to actively participate in the management activities of
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the invested enterprises, which can create value for the business (Rosenstein et
al, 1993; Tian et al, 2016) [26] [30]. Hellmann & Puri (2002) found that VC in-
stitutions will replace founders by assigning professional CEOs to provide more
professional value-added services to start-ups and optimize company perfor-
mance [31]. At the same time, the author believes that entrepreneurs should give
VC institutions greater rights in exchange for better management.

3) The influence of the degree of management involvement of venture capital
institutions on the performance of entrepreneurial enterprises

Macmillan et al. (1989) classified the venture capital institutions into closely
related, medium-intervention and laissez-faire according to the degree of in-
volvement of venture capital firms [19]. The empirical results show that the
three levels of intervention have different correlations with the operating per-
formance of the invested companies: closely following companies have the best
performance, and laissez-faire companies have the worst performance. The
higher the degree of involvement of venture capital institutions, the more com-
prehensive the management services that can be provided to the invested com-
panies. It can provide supervision on the strategy formulation, post-financing,
personnel arrangement and marketing of the invested company, and also pro-
vide some help in supplier relations and daily management. On this basis, this
paper divides the degree of management involvement of VC institutions into
three levels: no management intervention, that is, venture capital institutions
only provide financial support without intervention in entrepreneurial enter-
prise’ management; moderate management intervention, that is, venture capital
institutions only conduct supervisory control intervention or operational man-
agement intervention; deep management intervention, that is, the venture capi-
tal institution simultaneously carries out supervisory control intervention and

operational management intervention.

4. Theoretical Model Construction

According to the systematic review of the existing literature, this paper reviews
and summarizes the motivations, modes and mechanisms of risk investment
management intervention based on the two theoretical hypotheses of “screening
theory” and “cultivation theory”. After further research, this paper proposes a
theoretical analysis framework for venture capital to influence the performance
of entrepreneurial enterprises (Figure 1).

According to the above theoretical analysis model, the following conclusions
can be drawn:

1) For the measurement of the performance of entrepreneurial enterprises,
most literatures will choose to use the principal component analysis or factor
analysis method to obtain the comprehensive performance score, mainly from
the four aspects of the company’s asset operation ability, solvency, profitability
and development potential. To improve the indicator composition, this theoret-

ical framework has added the ability of innovation. The current research mainly
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Figure 1. The theoretical framework of the management involvement of venture capital
institutions affecting the performance of venture enterprises.

focuses on the capital’s profitability and innovation ability of entrepreneurial
enterprises, and has not formed a unified conclusion.

2) From the characteristics of venture capital institutions and start-up enter-
prises. The characteristics of the venture capital institution's institutional back-
ground, reputation level, investment strategy, industry expertise, as well as the
age, industry, geographical location, and financing scale of the startups will all
affect the degree and quality of the management involvement on the venture en-
terprise, which in turn affects the performance of the startup enterprise. The
current literature has some research on some related characteristics. For exam-
ple, for the investment strategy of venture capital institutions, some scholars
have found that if the feasibility of an investment is relatively certain, the ven-
ture capital institution will generally choose independent investment; if the fea-
sibility of the investment project cannot be confirmed, venture capital firms tend
to choose to use multiple agencies to invest in joint ventures (Kelly & Hay, 2000;
Gu & Lu, 2014) [32] [33]; in an incomplete market, phased investment can pro-
vide venture capital institutions with the option of terminating investment
projects, thereby helping venture capital institutions minimize agency costs
(Sahlman, 1990) [34].

3) From the perspective of the mechanism of the involvement of venture cap-
ital institutions in the performance of entrepreneurial enterprises. Although
there is no empirical data to verify, it is possible to construct a basic mechanism
through theoretical analysis and empirical derivation. The venture capital insti-
tution's management intervention modes for venture enterprises divides into
two types: supervisory control intervention and operational management inter-

vention. supervisory control intervention, that is, by entrusting directors and
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supervisors to enter the invested enterprise, strengthen supervision and control
over the invested enterprise, reduce the agency cost and risk loss caused by the
uncertainty of the startup enterprise, and improve the performance of the enter-
prise. Operational management intervention, that is, by assigning senior man-
agers and professional technicians to the invested enterprise, providing more
targeted services to the operation and management of the invested enterprise,
thereby improving the overall performance of the enterprise. Based on two
management intervention models, this paper divides the degree of management
involvement of venture capital institutions into three levels: no management in-
tervention, moderate management intervention, and deep management inter-
vention. No management intervention, that is, venture capital institutions only
provide financial support without intervening in the management of start-up
enterprises; moderate management intervention, that is, venture capital institu-
tions only conduct supervisory control intervention or operational management
type intervention; deep management intervention, that is, the venture capital in-
stitution simultaneously carries out supervisory control intervention and opera-
tional management intervention. Different degrees of management involvement

will have different effects on the performance of startups.

5. Future Research Outlook

On the whole, the theoretical framework and research system in this field have
been outlined, but the corresponding research results are not systematic. There-
fore, in the future, we need to enrich and develop the above research framework
from the following directions.

1) By taking the supervisory control intervention, operational management
intervention and management intervention degrees as the independent variables,
taking the performance of the startup enterprises as the dependent variable and
taking some characteristics of the venture capital institution and the startup en-
terprise as the control variables, an empirical test can be carried out on the
theoretical model of the relationship between the management intervention, the
degree of involvement and entrepreneurial performance. It can be used to ana-
lyze the rationality and effectiveness of the theoretical framework.

2) Further study of the mechanism of the relationship between the degree of
management involvement of venture capital institutions and the performance of
entrepreneurial enterprises. Investigate the relationship between the two by
adding regulatory mechanisms, such as the industry expertise of venture capital
firms and the degree of risk of startups. In theory, the higher the industry exper-
tise of venture capital institutions, the more they tend to increase the degree of
management involvement, and the better the performance of startup enterprises;
the higher risk of the startup enterprise, the more venture capital institution
tends to increase the degree of management involvement, and the worse the
performance of the startup. In the next study, an empirical test can be conducted

on this theoretical hypothesis.
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