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INTRODUCTION

As it is widely acknowledged, entrepreneurship has become one of the trigger factors to
enhance a country’s economic system as well as the overall welfare of a particular society.
It possesses the power to boost new venture creation and therefore, it significantly reduces
unemployment and negative pitfalls associated with it (Acs, Desai, & Hessels, 2008: 219).
Nevertheless, entrepreneurship is not a straightforward practice, especially when factors
like financial backing are being under evaluation by capital-lenders as well as by capital-
borrowers. The access to sources of funding is significant because it permits ventures to
execute establishment, investment and expansion projects. There is an endless number of
finance sources, however, they all vary according to the venture’s main characteristics
such as the number of employees, sector, potential markets, industrial properties, legal

structure, the product of the venture, geographical location, and so many other aspects.

Undoubtedly, the most demanded finance sources by entrepreneurs are the Venture
Capital and the Business Angel investments. However, and in spite of multiple studies
and researches carried out on these topics (Tyebjee and Bruno, 1984; MacMillan, Siegel
and Narasimha, 1985; Khan, 1987; Robinson, 1987; Sandberg, Schweiger, & Hofer,
1988; Hall and Hofer,1993; Duxbury, Haines & Riding, 1996; Mason and Stark, 2004;
Zacharakis and Shepherd, 2007; Maxwell, Jeffrey and Lévesque, 2011; Sharma, 2015),
there is no solid ground to understand the overall process these two heterogeneous
investor groups follow, and what are the crucial factors being considered to make
investments decisions, specially in emerging nations (namely Colombia and Turkey)

where almost no legit data can be found (Bruton, Ahlstrom & Puky, 2009: 762

Furthermore, Internationalization as a natural step within a venture’s development
process has been extensively researched in a very general manner. Interestingly, little has
been said about the funding sources ventures adopt to fulfill their internationalization
objectives, and most importantly, whether this internationalization capacity positively

influences either a VC or a BA’s financial assessment.

The first chapter provides a snapshot of the most appealed financing sources by

entrepreneurs. Even though most of the main forms of finance have widely been



researched, various inconsistencies are still detected when terms such as private equity,
venture capital, and angel investment are subject to study, that is precisely why, a clear
set of guidelines will be provided. Ultimately, what the unique characteristics from each

of the financing sources are will be an outcome of this chapter.

The second chapter places the loop over the most recurrent financing methods, namely
the Business Angel investment and the Venture Capital. In-depth analysis of the
underlying components of how both the VC and BA industries operate and make
investment decisions is presented. ). It is crucial to mention the selection of these two
groups was based on the importance and relevance highlighted in previous studies. First
of all, some of the most successfull companies accross the globe have received past
financial support from either a VC or a BA. From Google to Intel to FedEx, companies
financially backed by VC have changed the economy. Secondly, VC and BA, in spite to
be quite ancient practices, have acquired tremendous impact due to the Global Financial
Crisis. Bankruptcy rates increased significantly and there was a severe contraction in the
availability of bank financing. The latter significantly raised the importance level of BAs
and VCs as entrepreneurs and young firms were not able to get funding from Banks.
Business angels and Venture Capitalist (specially the former one) play an important role
in the economy and in many countries substitute the largest source of external funding in
newly established ventures (Teker & Teker, 2016). Last of all, the smart investment-based
approach of both BAs and VCs in which a capital as well as a knowledge intake is

received, motivated the author to focus on these two groups.

From a more numerical point of view, the global VC investment hit record in 2018 with
more than US$255 billion according to the KPMG Enterprise Venture Pulse report. The
BA industry is somehow problematic as many anonymous BAs operate and invest
without being part of any sort of network. This practice has historically been a solid

impediment to keep track of the BA invesmtent practice.

During the third chapter, a crystal clear definition of the internationalization term is
presented. Furthermore, the approaches through which companies internationalize, how
the internationalization in emerging countries takes place, and how one can measure the
internationalization capacity of a firm are some of the doubts that will be

clarified throughout this chapter.



Last of all, the fourth chapter explains the methodology, data collection, and analysis
methods. Additionally, results of 8 interviews conducted with BAs and VCs from
Turkey and Colombia in various areas ranging from the generalities to the specifics of
the decision-making process are presented. The author presents results and answers the

two main questions of this thesis.

A very large amount of research has been conducted to understand the decision-making
process and the most crucial factors taken into account by both BA and VC. Nevertheless,
this research has been manipulated in developed economies and in countries where these
two investment sources have been extensively used. This thesis enormously contributes
to the existing finance entrepreneurship literature as it builds the foundations on the
process Business Angels and Venture Capitalists follow while making investment
decisions in emerging countries, namely in Turkey and Colombia. Another remarkable
contribution is the investment criteria used by BAs and VCs, again, in emerging countries.
Ultimately, the association between the internationalization capacity of a venture with the

investment propensity of BAs and VCs is explored, and results are noteworthy.



CHAPTER 1: SOURCES AND STAGES OF ENTREPRENEURIAL
FINANCE

The process of creating ventures is nothing but arduous. In he vast majority of the cases,
entrepreneurs seek funding from a wide variety of available options, starting with the
capital provided by their families and close friends to more complex financing strategies
such as the Business Angel investment and Venture Capital investments. Naturally, as
ventures grow in the market more capital from a more structured organization is expected.
An outright description of the sources, as well as the stages of of entrepreneurial finance,

is showcased hereafter.
1.1 Sources of entrepreneurial finance

1.1.1 Private Equity

The PE concept has historically been a challenge to academicians due to absolute margins
have not been established when addressing its formal definition, because of this, the terms
Private Equity (PE) and Venture Capital (VC) are used interchangeably and it seems the
distinction between these two have blurred (Wright & Robbie, 1998: 523). The latter
situation generates the scientific community to wonder what exactly can be addressed
while talking about PE. The root of this disorientation lies on the no separation between
the Private equity “industry” and a Private Equity “fund”. For instance, while mentioning
the Private equity, one may be describing a PE fund but referring to the PE industry and

viceversa.

The Private Equity term is a generic term. Firstly, Private Equity is an industry that is
formed by different types of funds such us: Distressed PE funds, Venture Capital funds,
Buy-out funds, Funds for funds, Mezzanine funds, Infraestructure funds, Secundaries
funds and others; Secondly, Private Equity is a type of fund which is found within the PE
industry. The latter deals exclusively with growth equity and other later-stage investments
mainly made through buy-outs (Kaplan & Stromberg, 2008: 123). The previous
paragraph summarizes why one should be extremely careful when discussing Private

Equity.

On the one hand, Sahu, Nath & Banerjee (2009: 128) and Metrick & Yasuda (2010: 2303)
define the term PE as a huge industry in which investments in companies at a medium

stage of development (venture capital) as well as more complex investment instruments
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like Buy-outs are conducted. Similarly, Jen & Wells (2000: 243) interprets the term
“Venture Capital” as one of the types of financial investments within a set acknowledged
as Private Equity. Finally, In the United States, the National Venture Capital Association
(NVCA, 2014) accepts a viewpoint in which Venture Capital investments and Buy-outs

are found within an industry commonly known as Private Equity.

Graphic 1: Global Private Equity industry by type of fund 2017
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Source: Bain & Company, (2017: 9)

The latter graphic displays the PE as a whole industry in which contrasting financial
strategies can separately be observed. The graphic 1 showcases the fact that various types
of funds directed toward different segments are usually found within the PE industry

when is being addressed as an overall industry.

On the other hand, Aizeman and Kendall (2008: 2) point out Private Equity fund(s)(PEFs)
are transactions made in companies with recurrent earnings, an established
product/service, and a well-defined set of clients. Correspondingly, the European Private
Equity and Venture Capital Association (EVCA, 2014) is aligned with the latter definition

in which a PEF is constituted by investments made in stable and mature companies.
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Gilligan and Wright (2014) contribute with a view which is coherent with the current
study’s direction: “In this sense, Private Equity is a generic term that incorporates venture,
growth and Buy-out capital. However, although all these cases involve Private Equity,
the term is now generally used to refer to later-stage development capital but mostly Buy-
outs and Buy-ins of established businesses. These are generally the focus of our
commentary. Private Equity therefore usually contrasts with Venture Capital, which is

used to describe early-stage investments.” (p.14)

It is crucial to bear in mind that the previous interpretation provided by Gilligan and
Wright will dictate the direction of the ongoing research, thus, PEFs solely directing their
attention to companies at a later stage of development (mainly buy-outs), while the VC

focusing on companies going through growth and expansion stage.

The PE is a type of fund that is invested into a private company in exchange for equity in
that business (Arango & Durango, 2014: 175). The relevant characteristic to be
remembered is the place where investments are deposited, in plain English, this sort of
investments can only be placed in private companies with private ownership and most
importantly, their shares do not trade on public exchanges (Kaplan & Schoar, 2005:
1791).

Liquidity plays a remarkable role due to, since the underlying idea is to acquire companies
and hold them for multi-year periods, investors must wait until the acquired company’s
valuation is higher. According to a research conducted by Lerner and Gurung (2008), the

majority of PE investments remained out in the financial market for at least 5 years.

To finish with, PE has the highest expected returns of both traditional and alternative
investments, therefore it is riskier when compared with other financing methods
(Forestner, 2015). A PEF is primarily adopted when buy-out, and recapitalization

objectives are being pursued by a venture.

It is crucial to understand there are, on the one hand, VC firms exclusively specializing
and placing its collected capital in VCFs and PE firms concentrating only on PEFs. On
the other hand, there are financial institutions formed with the objective of concentrating
its operations in either VCFs or PEFs, however, they diversified over time, and PEFs,

VCFs and other type of funds can be found. The latter may explain why public in general



struggle when they attempt to define both Venture Capital firms’ structure as well as

Private Equity firms’ structures.

1.1.2 Venture Capital

A second form of finance has in recent years acquired unmeasurable relevance due to
countless profitable companies have invoked to it as a powerful tool of financing. The
Venture Capital (VC) has brought along an infinite number of potential advantages to
entrepreneurs, for instance, Hellman & Puri (2015: 960) reported that ventures being
financially supported by a Venture Capitalist are likely to bring their products in the
market faster than those without a Venture Capitalist’s backing. The phenomena of the
VC has extensively been researched due to its relevance and association with

development processes of the most prestigious enterprises in the globe.

The VC has historically been associated with investments made within companies being
in one of the following stages of development: Startup, early stage, and expansion stage.
Nevertheless, recent studies like the one conducted by Bygrave & Timmons (2009)
demonstrated Venture Capital has been shifting its investment orientation from ventures
at an early stage of development towards more well-established companies. According to
them, there are some reasonable explanations: Firstly, the emergence of new financial
strategies focusing on short-term gains, secondly, it appears the VC has lost its business-
building background, in plain English, it has shifted from forming mentors who are
familiar with the process of creating a company to mentors exclusively concern about
maximizing profits for investors and lastly, the Business Angel (BA) proliferation,
Foremski (2008) noted the Venture Capital has been outsourcing much of the Seed stage

investments to Angels.



Graphic 2: Venture Capital raised (Fundraising) by Primary Geographic Focus

VENTURE CAPITAL RAISED BY PRIMERARY
GEOGRAPHIC FOCUS.
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Source: Prequin, (2015: 4)

As reported by the figure 2, capital raised in Unites States has led the global VC industry
with approximately 35 billion USD raised in 2016, however, North America is not the
only region presenting a positive trend, Europe’s Venture Capital activity has
tremendously grown passing from 3,6 billion USD in 2010 to more than 9 billion in 2016.
On the other hand, the Asian region was performing at its best, but it seems it has entered
into a state of economic downturn. In regard to the “rest of the world”, their lack of VC
activity when compared with North America and Europe is evident, thus, space for

improvement is expected.



Graphic 3: Venture Capital in Colombia 2018 (June).
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In 2018 (until June), Colombia has raised USD 91,8 Million as VC funds, representing
7,9% in the South American Region. Even though the VC fundraising was around USD
90 Million, only 32 million have been commited, this leaves Colombia with around USD
60 million to be invested in companies going through Seed, Startup, Early stage, and
Expansion stage. Despite of the positive trend of the VC in Colombia (Colombia has
presented a constant development since its Private Equity Industry’s creation 11 years
ago. Nowadays there are 9 Venture Capital funds dedicated particularly to invest in
venture, the latter index seems insignificant when compared with regions like United

States with more than (35 Billion) and Europe (7,3 Billion) (Colcapital, 2017).



Graphic 4: Venture Capital in Turkey 2018.
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The scenario in Turkey presents a great progress particularly in the last 10 years,
nevertheless there is still an enormous place for improvement. 2017 was definitely a
record-breaking year for Turkey, however, 110 million as a fundraising metric is still
quite low. Furthermore, according to GlobalTiirk Capital (2017), corporate VC are
opening up and have gained relevance in the entrepreneurial ecosystem. The second
metric to be considered is the number of funds dedicated to VC across the country with
an increment of more than 90 % in the last 5 years. Sectors such as Technology, SaaS-
based models and marketing technology are the three sectors receiving the largest amount

of investment from VC (Unsal, 2018).

The latest description is a concise picture of the basic elements comprising the venture
capital sector, a more elaborated explanation of how the VC industry operates will be

presented during the second chapter of the current examination.
1.1.3 Business angels

After understanding PE and VC on the surface, the third form of funding is brought to
light: Business angels (BAs) constitutes another remarkably essential form of finance
being especially relevant for companies at a very early stage of development, similar to
VC especially in the involvement level they try to acquire within an investee company,
that is to say, BAs do not only seek ventures where they can invest their money but
companies where a knowledge intake may be well-received by young entrepreneurs. BAs
do not solely invest their money, they invest their time and take every investment as a

new personal challenge where they can contribute with previous exclusive experience,

10



and therefore, the majority look up for investments within the economic sectors in which
they have previously worked (Aernoudt, 1999: 188). The function of BAs has become a
fundamental cornerstone not only for startups, but it has helped entire countries to develop
their entire economic scheme, in fact, various national, as well as regional governments,
have placed a significant effort with the objective of promoting venture’s formation and
growth through the angel investment industry. “Angel investment activity is encouraged
in a variety of ways, notably through tax incentives and support for Business Angel
networks (BANs) and other types of intermediary which ‘introduce’ angel and

entrepreneurs seeking finance to one another” (Mason, 2009: 540).

BAs are, in most of the cases, former entrepreneurs who may act alone or in formal or
informal syndicates and invest large amounts of money. They make investments with
their own money in ventures where they have no family connection (Gray, 2015). The
existing relationship between the entrepreneur and the BA is constructed as an active
cooperation due to, once an investment is made, the BA becomes part of the venture by
working on the board of directors and by providing consultancy to the firm when required

(Politis, 2008: 130).

BAs represent what many scholars refer as “financier of last resort”, that is to say, they
serve as the last option after traditional funding sources have been used, and after banks
and VCs reject to invest in ventures at an early stage of development due to the lack of
track record, therefore its importance for entrepreneurs (Aernoudt, 1999: 187). Business
Angel investment has rapidly been evolving from an invisible practice dominated by high
net-worth individuals investing on their own, to one characterized by groups of investors
making investments together through syndicates or managed angel groups. Following a

general overview of the Angel Business activities is presented:
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Table 1: Business Angel outlook in Colombia (2015)

Total Invested amount USD 26 Million | USD 6,5 Million USD 16 Million

Number of investments 99 57 97
Average transaction amount | USD 265,000 USD 115,000 USD 165,000

BANs with operations ND 66% 65%

Source: Wbaforum,(2015: 5)

Table 2: Business Angel outlook in Turkey (2013-2017)

No. BANs 67 40 70 46 15
No.Bas 8000 1963 5000 3149 1560
No. Inv 864 192 509 213 354
Total BA Inv. 2017 M(Euro) 107.7 77 63 56.4 52.3
YoY 9.2% 51.0% 47.54% |-14.4% | 11.28%
Total BA Inv. 2016 M(Euro) 98 5 42.7 66 47
YoY 2.1% 15.9% 2.4% 20% 51.6%
Total BA Inv. 2015 M(Euro) 96 44 42 55 31
YoY 10.3% 18.9% 10.5% 4.5% 38.4%
Total BA Inv. 2014 M(Euro) 87 37 38 52.6 14,7

Source: Eban, (2017: 11)

The Business Angel activity in Colombia is minimal when compared with Turkey’s,
nevertheless, it has shown a positive increasing tendency during the last two years by
doubling its fundraising capacity from USD 6,5 Million in 2014 to USD 16 Million in
2015. The Panorama for Turkey is quite promising, it counts with more than 14 Business
Angel Networks (BAN) and more than 1500 angels who invests individually, moreover,
it deposited more than 52 Million Euro in 315 investments (European Business Angels

Network (EBAN), 2016).
1.1.4 Governmental initiatives

The forth detectable form of finance is what many accept as governmental initiatives.
These refer to initiatives and special programs created and launched by countries’
governments with the ultimate objective of promoting and boosting entrepreneurship and
therefore, encouraging the improvement of factors such as new venture creation and
growth, making this way unemployment rates lower. A special mention should also be

made to the fact that these actions do not exist in every economy and may change
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according to governments’ priorities, for instance, the Colombian government realized
entrepreneurship’s usefulness within countries’ economic scheme, given the fact that
formal financial institutions were not open to provide financial backing to many of the
ventures’ proposals due to its absence of track records, it began creating its own
entrepreneurship-driven division in order to help these sort of projects to stay afloat.
These initiatives are not restricted to written proposals, most governmental initiatives are
supported by physical spaces where they offer an infinite number of services and
encourage the creation of networks and innovation ecosystems. California’s Silicon
Valley is a notorious illustration of what is likely to happen when such kind of programs

are supported by national governments (World economic forum WEF, 2014).

In Colombia, various programs developed by regional governments can be recognized as
alternatives to traditional finance forms (family, banks, friends, and others). Many
startups and ventures appeal to these programs because they cannot guarantee a
repayment proof. Furthermore, prosperous cases becoming world-wide companies
opened the Colombian government’s eyes by showing how relevant it is for a startup to

be financially backed, especially during the first development stages.

To be more precise an illustration is given as it follows: One of these alternatives in
Colombia is widely acknowledged as “Ruta N”, the latter is a program launched and
supported by the regional government of Medellin (second biggest city in Colombia), its
objective is to improve the region’s life quality by promoting innovation and
entrepreneurship. Ruta N is funded by the government of the city and therefore only
provides financial support to ventures operating in this area. If Ruta N detects there is a
lack of medical services, by using an online platform it launches an initiative with basic
requirements and conditions to be fulfilled by participants in order to counteract the
absence of a particular medical service, at the end of the selection process a proposal gets

selected and is funded (Ruta N, 2017).

Presently, besides the fact that by encouraging these initiatives an unemployment level
drop as well as competition level increment will unquestionably occur, there is no
certainty in regards to what governments obtain by launching these strategies to the
public. Even though many claim governments are solely interested in non-profit benefits,
there is a strong assumption stating governments support such a trend due to profitability

is sought. In fact, future research should be carried out to understand the underlying
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reasons why national governments support this sort of initiatives. As it was mentioned
before, it is challenging to assess objectives set by local governments because motivations

and incentives may vary from country to country.
1.1.5 Bank lending

Bank lending simply makes allusion to scenarios where entrepreneurs and capital-
seekers, having run out of financial sources provided by close relatives, friends and their
own saved capital, appeal to banks to obtain financial backing either to institute and
commence their business ideas or to grow their on-going venture. Bank lending is a
remarkable form of financing for entrepreneurs, and spectacularly, a more appealing

source of funding by entrepreneurs when compared with Venture Capital.

Banks have historically rejected loans solicited by ventures at early stages of development
due to the absence of legit track records and because paperwork and processing cost
involved in servicing loans for these companies are too costly (Entrepreneur, 2017).
Nevertheless, in recent years, the previously nonexistent accord between banks and
modest ventures have shown significant improvement, Firstly, due to particularly small
banks excelling at lending to entrepreneurs because they specialize in judging ventures’
financing based on soft information, in other words, they base their decision criteria not
on quantitative methods (track records), but they rely on qualitative factors like the
entrepreneur’s passion and confidence in the project to measure whether an investment is
likely to be fruitful or not (Wiens, & Materson, 2015). Secondly, Banks have developed
covenant systems to restrict the entrepreneur’s attitude towards risk and in order to raise
their control level, this advancement has conceived a staged financing practice within the
bank lending’s universe, thus, by following the newly-created staged financing practice
and covenants systems banks have tremendously increased their control over investments

and reduced risk (Winton & Yerramilli, 2008: 51).

In spite of recent improvement, amendments within the bank lending system, and having
more alternative forms of entrepreneurial finance, Murray (2016) found, it continues to
be troublesome for entrepreneurs to access required capital from banks by virtue of an
existing absent of four remarkable aspects. Firstly, ventures do not count on business
assets easily convertible into cash to repay business loans. Secondly, collateral cash not
being present when a loan is requested by an entrepreneur would obligate lenders to

request personal assets or a co-signer to secure their investments in case it is on the wrong
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track. Third, an absence of capacity has been recognized as the most deciding factor when
a venture is being screened by a bank. The vast majority of new ventures do not possess
appropriate track records and therefore, are likely to be rejected even without being
deeply analyzed by bank officers. Finally, the last missing element in the puzzle of bank
lending touches upon the owner’s personal track record. Given that the greater part of
ventures at an early stage of development do not hold a track record, banks will likely
evaluate a loan based on the owner’s personal track record, thus the lack of a categorical
and positive/negative track record by the entrepreneur might be the cause of acceptance

or rejection by a particular bank.

In spite of the difficulty of attaining bank lending, the vast majority of ventures insist on
trying due to complete control remains on the entrepreneur’s hands (Kaplan & Stromberg,
2008: 121), in other words, entrepreneurs should not yield control by sharing companies’
equity with lender banks. Furthermore, bank lending, unlike BA and VC, contributes with

financial backing regardless of the economic sector where the capital is being employed.
1.1.6 Crowdfunding

From the historical point of view, the first manifestation of crowdfunding was generated
by musicians and artists who openly asked their fans to back new albums and tours
(Gerber, Kuo & Hui, 2012). After the global financial crisis, crowdfunding emerged as a
probable solution because traditional lenders were not open to provide financial support.
The crowdfunding phenomena was initially experienced by entrepreneurs in developed
economies (United States, Netherlands, United Kingdom, and Australia), then adopted
by emerging economies (World Bank, 2013).

Crowdfunding is a financial alternative where investors pool small amounts of money to
cover the funding requirements of a particular venture by using a social media platform
containing detailed information related to investment proposals. There are three
observable approaches within the complex crowdfunding’s universe. First of all, pro-
social crowdfunding is displayed, the latter encompasses social-driven causes where
investors donate money without any intention of obtaining a monetary reward. Secondly,
debt or lending crowdfunding refers to lenders being motivated by the likelihood of
getting an additional interest on the original amount. In fact, debt crowdfunding is
currently the form of alternative finance entrepreneurs and capital-seekers draw on the

most (Bruton, Khavul, Siegel, & Wright, 2015: 10). To finish with, equity crowdfunding
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can be seen as the most arduous type to be understood considering it may differ in
accordance with political and regulatory measures. It touches upon the subject of equity
within a venture when an investment is made, that is to say, when one invests in a singular
venture, profit of the transaction is expected to be returned through company shares.
Nevertheless, and as mentioned before, equity crowdfunding is tied up with strict political
standards, therefore, its implementation and acceptance seem to be more slowly when

compared with pro-social crowdfunding as well as debt crowdfunding.

Figure 1: Crowdfunding structure

CROWDFUNDING
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monetary reward. original amount. company shares.

1.1.7 Peer-to-peer lending

Peer-to-peer lending and lending crowdfunding are usually regarded as one. Peer-to-
peer lending refers to scenarios where by using an online platform an investor’s capital
is matched to either a company or a person in need of money. As previously commented,
a particular amount of money is given with a repayment promise over a defined term,
logically an interest is added over the original value. It is crucial to mention risks
associated with peer-to-peer lending are lower, for instance, Ratesetter, a significant
peer-to-peer lending website has so far provided around £1.4 billion of loans, but no

investor has ever lost their authentic investment (Marston, n.d.).

A general perspective of the existing forms of finance has been produced throughout the

current chapter. Logically, there are countless financial instruments not mentioned,
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however, our intention was directed towards the most-used sources of funding. A more
profound focus will especially be directed towards business angels and venture capitalist

during the second chapter.

1.2 Stages of Entrepreneurial finance

Nowadays, each stage in a company’s development is associated with a particular
financial source. As mentioned before, ventures start their journey by spending the
personal capital of the founding team and relevant people around them (Family, friends,
and fools), after this source is completely exhausted, Business Angels, Venture Capital,
and Private Equity come into the picture in order to keep a company’s constant growth.
This overview may be seen as oversimplistic, however, a significant proportion of
companies which raised Venture Capital has previously raised Angel Capital (Freear &
Wetzel, 1990: 85). The latter stresses the importance of comprehending the financial

process companies go through while looking for external capital.

Considering the fact that every company goes through various stages before reaching a
thriving state, we would like to connect the distinctive phases of a firm’s development
with the numerous existing sources of funding. It is clear the presented association is not
absolute considering financial policies may differ according to with the place where an

investment is being made.

There are four dominant phases to be considered within the entrepreneurship’s life cycle:
Seed, start-up, expansion stage (also known as growth stage) and Buy-out financing stage.
This Classification is aligned with the one suggested by De Clercq, Fried, Lehtonen, and
Sapienza (2006: 93) who created a model to explain underlying associations between
sources of financing and stages of development for a particular company. It is clear the
presented association is not absolute; thus, many understandings and interpretations can
be found in previous as well as in recent literature. Main features of every phase of

development can be openly discovered by observing the Table 3.
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Table 3: Life cycle of a venture.
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 Early stage company does not have
very much to back up the valuation of
the venture and the valuation may be
very low.
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© Involvement (e.g. reporting
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a VC requires a lot of time.

* CVC might want to direct the
strategy of the venture.

oTime consuming to locate,
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locate, negotiate and
close the deal.

© Involvement (e.g.
reporting requirements
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VC requires a lot of
time.

Source: De Clercq, D., Fried, V. H., Lehtonen, O., & Sapienza, H. J. (2006: 93)

There is a remarkable alteration from the original table, that is, we added Private Equity
since the original study was merely directed towards the Venture Capital industry and

Business Angel industry.

The first stage of financing a venture goes through is the Seed/Angel Financing:
Commonly, ventures in this stage have a business idea/concept. The main objective of
the funding is to develop a business idea by conducting research activities. Moreover,
ventures in this phase have not previously received any sort of external funding from PE
or VC. Entrepreneurs leading ventures almost always obtain funding from 2 sources:
Firstly, their families and friends, and secondly, from BAs. The amount invested are
normally small and channeled toward development of a new product. The debate here
start as there is not congruency as amounts may vary from venture to venture considering

factor such us: Industry, investor internal policies. Equity, amongst others.

After having received the Seed/angel Financing, then it comes the Start-up Financing.

During this phase a product/service has been developed and is ready to be out in the

respective market. During this phase the majority of the efforts conducted by the venture

are directed towards advertising the product and building the customer base. Investors

providing capital during this phase are VC (the vast majority) and rarely BAs organized
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in syndicates or Networks. Rounds of investments found within this phase are usually

Series A or B.

Subsequently, the expansion funding comes into picture: During this phase, the growth
of the venture is exponential due to marketing has been shared and the venture may be
expanding its operation into another market. Investment made during this phase is aimed
at reaching the scale of industrial production, upgrading the production facilities and
hiring new employees. Again, the capital to ventures in this stage comes mainly from
VCs. Rounds of investment during this stage are tipically under either a Series C or D or

later classification.

Last of all the Buyout-stage is found, after the venture has reached a mature status, the
possibility to go public may be contemplated. Funding during this phase is used, in the
majority of the cases, to: Financing the requirements of a venture to go public, M&A of
other ventures (an acquisition of a competitor) or sell completely the venture to a

competitor.

Figure 2: Stages and actors of venture funding.
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Source: Rehm (2016: 8)
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Firstly, the Business Angel industry is directed towards investments made in Seed and
Start-up phases in which business concepts are evaluated, where business plans are not
validated, and where products are being developed. The Venture Capital industry is wider
than the Business Angel’s, it covers investments made from the Seed stage until the last
sub stage of the growing and expansion phase, however, as it was previously described,
Venture Capitalists are outsourcing a limitless quantity of ventures at very early stages of
development to Angels and concentrating on young companies. Finally, Private Equity
through Buy-out funds and other financial strategies focus on buying the majority of an
existing or mature company to be sold when its valuation is high. A special remark should
remain in mind, the private equity is enormous and flexible, thus, there have been
numerous cases of investing companies making investments in the most innocuous
companies and performing a leveraged Buy-out by using different types of funds during

the same year. The previous figure only provides a general overview of the cycle.
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CHAPTER 2: VENTURE CAPITAL AND BUSINESS ANGELS

Even though each and every source of financing possesses a relative importance within
the entrepreneurial ecosystem, the ongoing research will particularly focus on two
methods: The Venture Capital (henceforth referred to as the VC) and the Business Angel
(henceforth referred to as the BA) industries. The primary intention of the second chapter
is to deepen in underlying components to yield a complete picture of how both the VC

and BA industries operate.

2.1 Venture Capital
2.1.1 A Brief History of Venture Capital

Maritimes expeditions can be seen as the primitive form of VC. Ship owners were today’s
Venture Capitalists and ship captains were today’s entrepreneurs. Ship owners invested
their capital, by lending their ships, with the final aim of obtaining profit from journeys
to unexplored latitudes. Even the term “carried interested” was originated from that time.

Ship captains were accredited with 20 percent of the cargo they carried on their vessels.

Even though the practice had been used in innumerous formats in the past, the first official
manifestation of a VC’s movement was the establishment of the first VC firm, American
Research and Development Corporation, created in 1946 by Georges Doriot, it raised
more than 3 million Dollars with more than 50 % coming from institutional investors,
nevertheless, there were two more remarkable events that led the VC industry towards
the emergence of professionally-managed VC companies : Firstly, the passage of the
Small Business Investment Act in 1958 which presented a tax extension directed to
investment companies making investments in small and medium-sized enterprises, and

secondly, the Prudent Man Rule in 1959.

Throughout the 1960s and 1970s technology-driven companies the size of American
microsystem, Xerox and Intel started to be financed by the VC industry due to they were

unable to raise capital neither from banks nor from the public.

In 1979, a huge shift in the Employee Retirement Income Security Act occurred, pension
funds were legally allowed to allocate 10 % of their capital into high-risk assets, including

Venture Capital. The latter explains the increment the VC industry went through, passing
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from $100-200 million during the 1970s to $4 billion by the end of the 1980s (Cohen,
2013).

In the 1990s, the emergence of the internet provided venture capitalists with a new, larger
platform on which they could grow up and screen more opportunities faster: The Internet.

From that point on, the VC industry keeps growing prosperously (Colin, 2016).

2.1.2 Venture Capital Structure

General Partners (also known as managing GPs or managing directors), principals,
associates, and analysts are found within a VC firm, nevertheless, the most prominent
role is played by the GPs who are investment professionals responsible firstly, for pooling
capital from numerous sources such as pension funds, endowments, foundations, banks,
corporations, private family offices, and high-net-worth individuals (called limited
partners, or LPs in industry jargon), secondly, for taking investment decisions, and lastly,
for generating profits. In the second line of importance, associates and analysts who often
support the GPs in due diligence and monitoring activities are found. Logically, the size
of investment teams fluctuates according to amounts of capital. For instance, the job tittle
of head of deal sourcing has been created as VC has evolved over the years.

Apart from the strategic team, an administrative team is also encountered within a VC
firm, this team is in charge of duties such as the day-to-day operational, investor

communications, taxes and financial aspects (Ramsinghani, 2014).

Figure 3: Venture capital firm’s structure

Private Equity/VC Firm
(General Partners) Limited Partners (Investors)
Public pension funds, insurance companies, high
net-worth individuals, family offices,

endowments, foundations, fund-of-funds,
sovereign wealth funds, etc.)

VC Fund.
(Limited Partnership)

Investment Investment Investment

Source: Brait (2010: 1)
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2.1.3 Venture Capital Funds

VC funds are the channel by which VCs collect capital. With the aim of pooling capital,
VCs should pitch and present their fund to potential LPs. These funds are initially created
to last at least 10 years. The process of collecting money from LPs is acknowledged as
fundraising, this may take as much as 18 months, however, this duration is likely to
change according to the firm’s reputation. Firms with a solid reputation are able to gather
capital in less time than firms with no positive feedback from the industry (Drover, et.

All, 2017: 1827).

Graphic 5: Venture Capital Fund’s Cycle

HARVEST PERIOD

6 7 8 9 10

minternal Rates of return I

INVESTMENT PERIOD I

Source: Colcapital (2018: 26).
Once the VC fund has met its original threshold, VCs are under pressure as they need to

employ the collected capital. This is the stage in which VCs actively seek the right
investment opportunities, therefore, terms sheets, lawyers, valuations, due diligences, and

entrepreneurs seeking capital appear. The latter phase may take from three up to five
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years. It is necessary to mention a fund does not invest the whole capital in only one
venture but creates a portfolio of investments (frequently from 10 to 30 companies) in
order to reduce the risk involved (Sahlman, 1990: 480). VC firms have various funds
under their management, each of which may be specialized by industry or stage of

development.
2.1.4 Venture Capital Investments

Literature concerning the type of companies where VCs place their investments is broad.
Traditionally, VC has been associated with investments in companies at an early stage of
development. For instance, Gompers, Gornall, Kaplan & Strebulaev (2016: 2) state the
VC industry spot companies at an earlier stage of development with technological and
operational risks. However, Murray (1995: 1078) note that investment direction has

gradually advanced from early-stage companies towards later stage companies.

To explain the existent shift, I would like to appeal to Foremski (2008) who analyzes this

change as a consequence of the spreading Business Angel Networks:

“Venture capitalists have outsourced much of the seed investing to angels. The
angel investors are now a more important generator of the next wave of startups

than ever before”. (p.2)

Another possible explanation is the one provided by Bygrave and Timmons (1992): The
VC industry can be grouped into two contrasting groups: Classic and merchant. The
classic VC refers to early-stage investments and includes abilities that add value to the
funded company, while merchant VC lie towards more mature companies and is

concerned with more short-term objectives.

Given the development and expansion of the VC industry, we cannot assure where
investments are placed, we summarize by saying some VC funds are simply dedicated to

emerging companies while others are directed towards more mature companies.
The ongoing study supports Sahlman (1990) in his view of the VC’s investment nature:

By venture Capital I mean a professionally managed pool of capital that is
invested in equity-linked securities of private ventures at various stages in their

development.
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2.1.5 A Venture Capital Profits and Compensation

The VC firm is economically rewarded by the applicability of two methods: Management
fees and share of profits (also known as carry). On the one hand, VC organizations obtain
from their LPs an annual management fee, typically from 1 to 2.5 percent of the
committed capital. On the other hand, The VC firms frequently acquire 20 percent of the
profits of the funds (some well-known firms may get even 30 percent due to its brand
name and reputation in the market), while GPs or investors take home 80 percent (De

Clercq, Fried, Lehtonen, & Sapienza, 2006: 95).

2.1.6 Venture Capitalists' Criteria

In history, countless investigations addressing the criteria used by VCs while screening
business opportunities, have been conducted, (Wells 1974; Tyebjee & Bruno 1984; Silver
1985; Hall 1989) however, critical examinations have pointed out the fact that not all
Venture Capitalists follow the same evaluation process, consequently, the evaluation
criteria may tremendously change in accordance with innumerable factors such as the
sector and stage in which investee companies are, for instance, a VC investing in a
company at an early stage of development is likely to place more value on managerial
abilities and management teams than on financial metrics since this type of company is
unlikely to count with sufficient track record (Monika & Sharma, 2015: 468).
Furthermore, numerous criterions are likely to acquire importance as the process
continues, thus, proposals have to satisfy different criteria at each stage of the decision-

making process before they receive funding (Boocock &Woods, 1997: 51).

It is essential to mention the following information is a framework built based on previous
research and should be interpreted as a general view, contrasting grouping and sorting

can be found.

With the objective of clarifying the latter dilemma, definite, understandable and
unambiguous criteria used by the majority of Venture Capitalists as well as a complete
description of the different phases a potential deal should go through before its successful

funding, will be displayed.
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“An inspection of Table 1 reveals that only six factors — (1) management skill and
experience; (2) the venture team; (3) product attributes; (4) market size; (5) market
growth; and (6) expected ROI had 50% or more of the eight studies agreeing (four
or more out of eight studies”. (Hudson & Evans, 2005), (P. 5)

Supporting the last result, literature indicates a VC mainly focuses on (i) the management
team, (ii) the market, (iii) the product/ service, (iv) the venture's financial potential, (V)
VC fund-related motives, and (VI) VC management time when making investment

decisions.

With regard to the management team, VCs prefer managers who count with industry and
management experience. Regarding the potential market, VCs prefer markets with
growing possibilities and an appreciable size. In terms of the product/service, VCs search
for innovative products/services with an added value, competitive advantage over the rest
of products/services, patents or intellectual property in some degree, and the level of need
by customers. In terms of financial potential, VCs look up for ventures where
simultaneously, rates of returns are high and risk-associated levels low. With regard to
the VC fund-related motives, these are rejections due to no alignment between the VC
and the enterprise is found, for example, a venture offering a project in economic sectors
where the Venture Capital organization has no experience. Finally, in terms of VC
management time, VCs rarely do not have the time to properly screen a possible
investment. The last two parameters’ influence (V and VI) had not been extensively
researched, however were found to drastically affect VC’s assessment (Petty & Gruber,

2011: 184).
2.1.7 Venture Capitalists' Decision Making

The making-decision process in which VCs analyze elements associated with business
plans, the profitability of investee companies and size of investments is carried out in
different phases (Hall & Hofer, 1993: 38). Despite an immense number of previous
investigations on this matter, the decision-making process is widely accepted in the
literature as a five- or six-stage process. A summary of categorizations elaborated by
various authors in regards to the stages contained within the decision-making process can

be seen in table 5.
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Table 5: Phases in Venture Capital’s evaluation process

1 Search Deal Origination Search Generating Deal Flow
2 Screening Initial Screening Proposal Screening |
Proposal Assessment

3 Evaluation Evaluation Project Evaluation
Due Dilligence Due Dilligence

4 Deal Structuring Deal Structuring Deal Structuring

S R e .Meetmg Post-investment activities Monitor Progress Ventures Operations

and operations
6 Cashing out Cashing out Cashing out

Source: Hall & Hofer (1993: 28)

Table 5 shows a parallel of different reviews in which decision-making process’s stages
are organized. Regardless of contrasting denominations given by various authors, a
common path seems to be followed. Since countless categorizations in the actual literature
can be found, we would like to appeal to the sequential model proposed by Hudson (2005:
3) to finally establish the phases within the Venture Capitalists' Decision-making process.
They considered various classifications from well-known scholars on the matter and

lastly concluded:

“In broad terms, there appears to be at least agreement on the following stages:
1) deal generation; 2) initial screening of proposals; 3) project evaluation and due
diligence; 4) deal structuring; 5) post- investment activities; and 6) cashing out or

exit activities.” (p.3)

(I)The first step is the deal generation/origination (also known as generating deal flow)
in which VCs receive investment proposals through various channels. A network of
referral gains value due to it acts as a filter for the VC. Referrals may come from
investment bankers, consultants who have previously worked in a Venture Capital firm,
family and friends. These referrers play a critical role because firstly, referred deals are
more easily accepted and are likely to pass the first stage, and secondly, they are likely to
recognize what sort of investment the VC find engaging. Furthermore, the network of
referrals is increasingly gaining ground due to a greater part of Venture Capitalists

generally do not seek out prospective deals (Fried & Hisrich, 1994: 32).
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Apart from the network of referrals, and keeping in mind our society has totally
transformed into a technology-driven one, a scenario where Venture Capitalist firms use
their online platforms with the objective to attract viable investment projects is often

encountered (Bliss, 1999: 245).

(IDThe second step is the initial screening of proposals, in which a preliminary review of
the proposal’s business plan is executed with the aim of determining whether a finer-
grained evaluation is worthy. This step is decisive to the consequent phases due to
Venture capitalists significantly reduce the number of proposals since they should focus
on those likely to be funded. Wells (1974) reports that during his investigation the number
of proposals received by Venture capitalists may range from 120 up to 1,000, with an
average of about 450 deals per year. Additionally, the initial screening is a process quickly
completed by VCs who employ less than 21 minutes on a proposal evaluation (Hall &

Hofer, 1993: 25).

Initial screenings are normally performed by associates or interns through “deal logs”
where key details such as location, capital invested to date, description of business,
entrepreneur background, market strategy, product adoption, and quality, experience and
composition of managerial teams, are encompassed. By swiftly reading this deal log an
associate may shape an idea in regards to the attractiveness of deals, if the evaluated
proposal appears appealing, a further evaluation is to be done by a more experienced VC.
It is crucial to mention during this stage, VCs weigh and analyze whether the manager is
the most relevant factor or whether product- associated factors are more essential (Kaplan,

Sensoy & Stromberg, 2009: 91).

(ITD) The third step is the project evaluation (also known as due diligence), this is where
VCs perform a due diligence with the aim of obtaining amplified information regarding
enterprises and entrepreneurs in pursuit of capital. This step is of paramount importance
considering once a deal has survived a meticulous due diligence, it commonly receives
an investment proposal from a VC. During this stage, VCs take a measure of risk and
potential return (Tyebjee & Bruno, 1984: 1051) by analyzing discounted cash flows
(DCF), internal rate of return (IRR) from a potential investment, or other financial

metrics.
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Apart from the evident level of scrutiny, there is a notable distinction between the criteria
used during the initial screening and the project evaluation (2nd and 3rd phases). The
initial screening process focuses on non-compensatory criteria, that is, an unacceptable
value on one criterion cannot be offset by a higher value on another, however, the project
evaluation stage permits compensatory patterns to be used, that is, a low mark on one
decisive criterion can be offset by a higher score on another (Riquelme & Richards, 1992:

505).

(IV) The fourth phase is the deal structuring in which a vital exchange of information
occurs. This exchange includes, on the one hand, the VC placing a value on the investee
enterprise, and on the other hand, entrepreneurs stipulating the equity share the VC would
receive if an arrangement is reached. Moreover, contracts containing cash flow rights
(incentives to perform), control rights (rights VCs possess in the case entrepreneurs do
not perform satisfactorily), liquidation rights and employment terms are written (Kaplan

& Stromberg, 2003: 282).

The most influential action within the overall phase is the generation of term sheets
(sometimes referred as “laundry list”) in which factors such as amount of investment,
securities, conversion price and terms of preferred stock, representations and warranties,
affirmative covenants, negative covenants, default, registration, co-sale and additional
provisions of the deal is prepared to be shared with the entrepreneur who either accepts

or rejects it according with his/her judgment over the offer (Silver, 1985).

(V) The fifth phase is post-investment activities in which VCs provide the “added value”.
During this phase, entrepreneur and VCs agree on a frequency of visits and reports,
subsequent capital in the case the enterprise runs out of capital, strategic advice, and
representation on the board of directors. VCs add value by transforming an unprofessional

venture into a competent and qualified one (Hellman & Puri, 2002: 172).

The purpose of close monitoring and control of portfolio companies is to avoid losses.
The latter control is carried out by VCs who review financial statements on a monthly
base. The most evident manifestation of added value provided by VCs is the inclusion of

a new manager in the company (Amornsiripanich, Gompers & Xuan, 2017)

(VI) The ultimate phase is the investment exit where VCs lead companies where they

have been working in, towards a trade sale, merger, initial public offering (IPO), and so
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many other exit procedures. The exits represent the VC firms in the market, the more
successful exit a VC organization has made, the more well-known it becomes (Gompers,

1996: 133).

Even though countless similarities among the previous studies on the matter are found,
there is a strong assumption stating the Venture Capitalist’s decision-making process is
more an art than a science. This is simply because many subjective and unquantifiable
factors are involved in the process (Hudson & Evans, 2005: 19). As reported by Kaplan
et al. (2009), Numerous VCs focus on the management team while others do thickly on
the product and business market. Furthermore, even though the decision-making process
has been investigated over the years, VCs seem not to be certain about their own decision-
making method (Shepherd, 1999). To sum up, it is extremely troublesome to provide a
definite and invariable result in regards to criteria and decision-making process hold by
VCs, however, presented insight is valuable to comprehend underlying guidelines used

by VCs while screening investment opportunities.

2.2 Business Angels
2.2.1 A Brief history of Business Angels

The history of Business Angel investment goes back in time to 1874 when a young
entrepreneur, Alexander Graham Bell, was in search of capital to develop his idea of
connecting people over a wire (telephone experiments). When this entrepreneur was
rejected by his bank, two wealthy individuals who foresaw the potential economic benefit
of this idea, put up the initial capital to constitute the Bell Telephone Company. It was
not until 1983 when William Wetzel first defined this practice as Angel investment. From
that point on, the Angel investment was acknowledged and started being subject to

research (Sohl, 2012: 17).

In the 1980s and 1990s Angels kept operating anonymously, thus inefficiencies appeared
as entrepreneurs as well as investors had to incur in high search costs (Wetzel, 1983: 23).
With the intention of providing an efficient communication channel between capital-
seekers and investors, the first Business Angel networks (BANs) were created in the
United States, subsequently in Canada, and finally in Europe. The Angel market’s

transformation occurred in the late 1990s were countless Angels began to organize in
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syndicates with the aim of making investments unitedly. The band of angels founded in

Silicon Valley in 1995 is widely acknowledged as the first Business Angels’ syndicate.
2.2.2 Business Angel Investments’ Structure

Business angels are mostly high-net-worth individuals who, unlike VCs, invest their own
money in ventures at a very early stage of development in most of the cases. These BAs
are mostly former entrepreneurs or retired executives who possess free capital to be
invested in unquoted companies in which they have no family connection and who are
eager to help an emerging company by mentoring inexperienced entrepreneurs (Harrison

& Mason, 1999: 16).

The Angel activity has changed from individuals making investments anonymously
(informal or independent BAs), to structured angel groups collectively investing using
more structured decision processes (formal BAs or Business Angel Networks BANSs)

(Kelly, 2007: 3).

Stage of development from investee companies, the complexity of contracts, referral
networks, and making-decision processes are only some of the visible differences

between informal BAs and formal and structure BANs (Ibrahim, 2009: 224).

The syndication of the angels has enormously facilitated research on the activity of BAs
(Botelho, Mason & Harrison, 2016: 324), therefore, BANs will be used to present
valuable insight regarding decision-making processes, structure, criteria, and other

general information during the current study.

The number of Angels within a network may vary depending on investments size,
location, objectives, sector where investments are placed, etc. For example, SAG, a
Canadian Business Angel network, counts with 85 members. Apart from regular equity
providers, there are two agents involved in a BAN’s structure. Firstly, there are
gatekeepers who are part-time professionals in charge of screening deals during the first
stages of the decision-making process. Secondly, there is a core of investors who
recapitulate potential deals after the gatekeeper’s approval. In BANs the investment
decisions are always taken by investors on the basis of a unanimous decision (UK

Business Angels Association, 2016).
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2.2.3 Business Angel investments

BAs invest in seed or ventures at an early stage of development and in industries where
they have previously worked (manufacturing sectors). For instance, it is frequent for a
senior executive with over 20 years of experience in the manufacturing industry to seek
and make investments in emerging companies in that sector, as he/she would be able to
provide valuable contacts and expertise (Sohl, 2012). Moreover, BAs invest in companies
at a very early stage of development with the aim of, once the enterprise has reached a
point to be financially appealing to VCs and BANS, attracting capital from them. Since
BAs almost always focus on very small companies whose growth prospect are simply not
attractive to VCs, they barely argue over a deal with a VC. (De Clercq, Fried, Lehtonen,
Sapienza, 2006). It is crucial to bear in mind angel investment is not a homogeneous
group, thus, contrasting investment patterns are likely to take place, especially when
Business Angel Networks are present. BANs specialize in companies that have reached

revenue stages and in investments made in technological sectors.
2.2.4 Business Angel profit and compensation

Unlike VCs, BANs do not receive any contribution for managing their network,
consequently, their operation costs are underwritten either by the public sector or by the
private sector. On the one hand, public sector refers to national governments that
financially support BANs’ operations with the clear aim of enhancing entrepreneurship
and new venture creation. On the other hand, many private mature companies back up
emerging ventures due to by emerging these, a strategic ally is born. For instance, a
vehicle-producing company “X” invest in a venture “Z” with a potential idea of producing
a more effective and zero-emissions vehicle. After the project is fully developed, the “Y”

will be absorbed by the “X” company (Harrison & Mason, 2000: 137).

Compensation for BAs is completely different than it is for VCs, the firsts are interested
in making a reasonable profit while providing valuable insight in order to make the
company grow (Botello, Mason & Harrison, 2002: 325). Frequently, BAs collect between

10 and 15 percent ownership in investee companies.
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2.2.5 Business Angel decision criteria

According to previous research, there are 27 factors BAs consider before making a
funding decision. However, there are eight critical factors profoundly evaluated to assess

a potential deal. (Maxwell, Jeffrey & Levesque, 2011: 213).

It is safe to say BAs invest in companies at very early stage of development where
information is not sufficient to elaborate a judgment. Therefore, BAs trust in managerial

skills over technical-related characteristics:

“Although few statistical differences exist for the most important investment
criteria, the entrepreneurs and market/product, the interviews showed that BAs may be
more influenced by the former, while VCs more so by the latter” (Osnabrugge, 2010,
p.104).

Mason & Harrison (1996: 106) found there are two decisive factors to invest in a
company: Entrepreneurs’ characteristics and market-product feature. On the one hand,
entrepreneur’s characteristics refer to experience, motivation, passion, honesty, and
trustworthiness, on the other hand, market-product features are related to growth potential

of the idea.

The notion in which BAs attach great relevance to the experience, skill and capability of
the managerial team as well as market potential of product/services are extensively

supported by Van Osnabrugge (1998: 37).

However, Stedler and Peters (2003) note that criteria probably vary across countries, that

is to say, the criteria used by Colombian BAs will not be the same used by Turkish BAs.

It is important to stress the fact that BAs is not a homogeneous group, thus decision
criteria may change drastically. Additionally, evaluated criteria change according to the
phase of the decision-making process. To exemplify, a BA may place paramount
importance on managerial skills during the screening phase, however, this criterion is
likely to lose relevance once a due diligence is conducted. Moreover, criteria probably
alter according to each BA’s guidelines, therefore, each BA makes an investment decision

based on its own criteria (Mason & Harrison, 2002: 215).
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According to our judgment there are not absolute criteria, however, BAs generally
understand managerial features and market potential as the most significant criterions

within the intricate decision-making process.

Table 6: Comparison of Business Angels Evaluation Criteria.
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Source: Rostamzadeh, Ismail & Zavadskas (2014: 701).

Note: A modification was made from the original table as the original author
contemplated criteria applicable to VCs. The criteria contained in the present table only
takes into account researches directed toward Business Angels.
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2.2.6 Business Angel decision-making process

There are countless models developed with the aim of explaining the different phases a
potential deal has to go through before getting funded. Some of the prototypes can be
seen in figure 3. In spite of contrasting denominations, they all seem to follow the same
pattern: Identification, screening, evaluation, structuring, managing and exit. We are
going to adopt the summary column developed by Maxwell, Jeffrey & Levesque (2011)
as it compiles all the phases based on numerous studies. (Paul, Whittam & Wyper, 2007,
Riding, Madill & Haines, 2007).

Figure 4: BA’s decision process

Duxbury, Haines Riding, Maddil & Paul , Whittam & Summary Our model
& Riding (1997) Haines (2007) Wyper (2007)

T

Post selection-

[t Bming > ‘ S
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Resident risk

Entrepreneur
assessment.

Relationship
assessment.

Source: Maxwell, Jeffrey, & Lévesque (2011: 6).

(I) During the first phase (identification), gatekeepers evaluate proposals based on pre-
established criteria by the BANS, for instance, if a particular BANs’ guidelines state only
deals within Italy are to be considered, and there is a potential deal originated by a venture
in India, this proposal is automatically rejected by the gatekeeper. Geographic location,
size of the investment, industry, business plans’ presentation are palpable examples of
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why potential deals are rejected by gatekeepers. According to with Roaldsnes (2017: 8)

rejection rates closely approaches 70 percent.

Informal BAs (who do not belong to a BANs) identify potential deals by recurring to
three different information sources: BANs, business partners and investment syndicates.
A colossal difference between BAs and BANS is the way in which the identify potential
deals. While BAs search opportunities by themselves, BANs employ gatekeepers who
perform this task (Paul, Whittam & Wyper, 2007: 108).

(IT) The second phase is the screening of the proposals, this is where the gatekeeper, with
assistance from a small group of the BAN’s members with specific knowledge in a given
industry, determine whether entrepreneurs should pitch their projects. If further
clarification of one or more of the main points within a project’s proposal is required, the
gatekeeper may call the entrepreneurs to meet up personally. This screening stage is

pertinent to BANs’ decision processes.

The role gatekeepers played during steps one and two is vital to the decision-making
process as a whole (Paul & Whittam, 2010: 241). Investment deals passing through phases
one and two are willing to perform face-to-face contact, this situation enables BAs to

judge and assess more subjective factors, they would not be able otherwise.

(IIT) During the third phase (evaluation) selected entrepreneurs are invited to pitch their
projects in front of BAs. Entrepreneurs are given 10 minutes to explain and 10 minutes
to answer questions. The latter is a brief explanation of the key factors contained in the

project.

Interested members are then invited to assist to a finer-grained pitch in which a more
extended presentation (frequently 1 hour) takes place. The latter appearance includes
explanations regarding business model, product/services, technology, market strategy and
it also serves as a way of getting to know the entrepreneur. Moreover, backing documents
are collected by BAs in order to check whether the presented information is accurate and

ventures are reliable (Carpentier, & Suret, 2015: 16).

If the BA is not familiar with the sector or technology potential companies are involved

with, he/she might appeal to his/her professional contacts to deepen his knowledge about
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it. This is also where investors commence foreseeing where they are likely to add value

if an investment is made. (Paul, Whittam & Wyper, 2007: 108).

After the two pitches have been deeply scrutinized by BAs, the number of angels

involved as well as an initial investment offer is figured out.

(IV) Once detailed pitches are concluded, in-depth analysis or due diligence are carried
out by interested members. During this phase, a leading member who has previous
experience in the field where the investee company operates is chosen, this member is in
charge of validating with his contacts in the industry the veracity of the information the
entrepreneur has provided (Haines, Madill & Riding, 20035 13). Moreover, negotiations
regarding equity terms are held, the latter is especially a tricky step since the vast majority
of investee companies are at a very early stage of development and have no track record
at all, therefore, BAs are likely to value companies intuitively based on no solid ground.
When an agreement is finally reached, a final document containing details of how the

investment is to be carried out is signed by both parties (Paul, Whittam & Wyper, 2007).

(V) The fifth stage is acknowledged as managing, this is where BAs add value by
diagnosing critical areas where the investee company should improve. BAs are especially
known for the active hands-on guidance they provide to investee companies.
(Osnabrugge, 2010). Furthermore, BAs make use of their market network firstly, to place
investee companies in a more favorable position in the market, and secondly, to make

investee companies noticeable due to a possible trade sale.

(VD) The last phase is the exit from the investment, this is where BAs exit from the
company by performing an initial public offering, a trade sale, or a buy-out, nevertheless,
little evidence clarifying which exit method is preferable by BAs is found (Paul et al.,
2003). Based on a research made by Paul, Whittam & Wyper (2007), there is no certainty

about exit strategies:

“Our only strategy is to build the business and develop the value of the business and we’ll

do that through ongoing sales”. (p.118)
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CHAPTER 3: INTERNATIONALIZATION OF A VENTURE

Nowadays, technology advances, liberalization of trade and cultural awareness have
generated a more integrated global economy and international markets more accessible
(Morrow, 1988: 60). These advancements have created an environment where
international market information is fully accessible and market synergies can be built
easier than in the past (Knight, 1996), moreover, managers and entrepreneurs belong to a
better educated-generation and consequently construct business networks easier. These
multiple changes have caused companies pretending to fairly compete, to become

international in an efficient way considering risks and objectives.

3.1 Internationalization generalities

3.1.1 International entrepreneurship

International entrepreneurship has widely been acknowledged as the point where
internationalization and entrepreneurship gather (Oviatt & McDougall, 2005: 537). The
term was first mentioned in 1988 by Morrow, however, its first formal definition was the
one resulting from an empirical research conducted by McDougall (1989: 387) where
international entrepreneurship was defined as the understanding of how companies from

their inception engage in international business.

In the early 1990s, there were supplementary contributions, for instance, Oviatt and
McDougall (1994: 46) defined international entrepreneurship as business that, from birth,
harness the unique competitive advantage they possess by selling products and services
in multiple countries. This contribution has been universally acknowledged as the “1994
definition” and has guided countless experimentations on the international
entrepreneurship over the years. Additionally, Wright and Ricks (1994: 688) highlighted
the importance of organizational behavior and the existent relationship between

companies and their setting.

In 2000, Oviatt and McDougal included well-established companies within the
international entrepreneurship framework and studied how innovative behavior at an
organizational level permeate national borders. Furthermore, they researched on how
companies foster innovative and proactive attitudes and how this set of behaviors enhance

the internationalization likelihood. Favoring the latter definition, Knight (2000: 14)
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stressed the importance of strong leaders and organizations within the international

entrepreneurship field.

Later on, McDougall, Oviatt and Shrader (2003: 62) stressed importance on the
definition, discovery and exploitation of future goods and services in the international
marketplace. In 2005, Jones and Coviello described the process as: “An evolutionary and
potentially discontinuous process determined by innovation and influenced by
environmental change and human volition, action, or decision” (p.289). In 2007,
Matthews and Zander did not only concentrate on the exploitation and definition of
business opportunities in foreign markets but stressed aspects like redeployment of
resources and engagement with competitors. Finally, an additional contribution was
prepared by Karra, Phillips, and Tracey (2008: 441) who interpreted international
entrepreneurship as an activity where the main purpose is the creation of competitive
advantage by developing complex international resource configuration, that is, the
optimal resource utilization with the aim of creating competitive advantage in an

international context.
3.1.2 International business definition

In the current literature, there are uncounted definitions of what an international business
means. Although the task of defining international businesses has been remarkably
challenging and contrasting definitions can be found, we have identified common

exclusive traits for international firms.

Firstly, being international implies conducting business activities that go beyond national
or domestic borders. Apart from the country where the company’s headquarters are
established, a company should count with business activities in various countries to be

categorized as international (Cavusgil, Knight, & Riesenberger, 2013).

Secondly, another remarkable characteristic relates to the export intensity, that is to say,
its commitment, involvement, and dependence on foreign revenues. Unfortunately, there
is no agreement in current literature regarding this extent. There are some authors who
claim a company should keep at least a 25 % export intensity index to be cataloged as
international (Knight, 1996), other scholars allege 10% of total sales coming from
international markets is sufficient for a company to be categorized as international. The

last described “export intensity index” ultimately discloses a company’s degree of
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internationalization, we then conclude, the higher the export intensity, the more

international a company is.

It is necessary to acknowledge the fact that various sorts of international companies are
encountered. For instance, on the one hand, a born-global company internationalize
within two years after its formal establishment and its export intensity is 80 %, on the
other hand, a mature company internationalize within 10 years and its export intensity is
20 %, even though these companies are fully different, they both are categorized within

an international frame.

We define an international firm as a new, young, middle-sized or established companies
(Zahra & George, 2002: 56) which organize, produce, conduct, source, market businesses
for value-adding purposes across national borders (Cavusgil, Knight, & Riesenberger,
2013) and whose export intensity goes above 20 %. Companies with an export intensity
index below 20 % are not committed and not dependent on international markets,

therefore are not categorized as international.
3.1.3 Timing of foreign entry

Determining when in time a company should internationalize is a challenging task,
nevertheless, literature has drawn a scheme to analyze timing for internationalization.
According to Hill (2008) companies seeking internationalization can be categorized either
as first-movers or as late-movers. The former group refers to a company which enters a
foreign market before anybody of its commercial activity. For example, a Turkish
microchip-producer entering Germany before any other microchip-related company. This
set of companies enjoy building a solid brand name and consequently colossal economic
revenues, nevertheless, pioneering costs are tangible and present. On the other hand, the
latter group touches on companies copying and replying a first mover’s behavior. These
companies avoid experience and knowledge-associated high costs by following
companies that have entered a particular market before, however, their competition is

expected to be bigger.

It is unavoidable to mention the speed of internationalization is defined as the length of
time that elapsed between the year of creation and the year of the first foreign sale. The
timing of entry varies according to companies’ nature, that is to say, a born-global firm is

likely to internationalize before a company following the traditional approach.
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In spite of not having unanimity in regards of the timing of international entry, and
keeping in mind there are two visible approaches to internationalize, we highlight some

valuable guidelines to respond when in time a company should enter a foreign market:

As the traditional approach posits a gradual process in which companies progressively
enter a foreign market by obtaining useful insights, it is impossible to construct a
timeframe for companies following the traditional approach as every internationalization
process is a single universe and is affected by unique factors, therefore, there are
traditional companies expected to internationalize within 10 years and others likely to
internationalize within 20 years after their establishment (Chetty and Campbell-Hunt,

2004: 65).

Alternatively, the born-global approach conceives internationalization as an almost
automatic and immediate process through which companies become international soon
after their inception. The timing of international entry within the born-global framework
is more entangled than the one from the traditional approach. Authors such as Council
(1993) conclude a company that goes international within two years after its
establishment is to be regarded as a born-global company. However, there are various
authors much more flexible in their assessment, for instance, Zahra, Ireland & Hitt (2000:
945) state that a company that internationalizes within six years after its inception should
be regarded as a global-born, thus an international firm. We are in line with Council
(1993) and Chetty and Cambell-Hunt (2004: 57) who conducted a research to examine in
detail the internationalization phenomenon within New Zealand firms and recognized
born-global firms as only those companies that have internationalized within two years

of establishment.

Determining when in time an enterprise should go international is not definite and is likely
to shift according to a company’s objectives, financial metrics, expansion objectives, and
market opportunities. Internationalization decisions are linked to contrasting levels of risk
and rewards. Companies being first-movers and entering a market soon after their
establishment enjoy having long-term benefits, nevertheless, their financial commitment

and failure risk is greater.
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Figure 5: Internationalization timing of a venture.
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3.1.4 Drivers for internationalization

There are several reasons behind why a company entries a foreign market.
Internationalization processes are undertaken by companies with the aim of
accomplishing distinctive goals (Kiefer & Steve, 2005). Preeminent and widely

acknowledged internationalization reasons are presented as it follows:
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Figure 6: Motivations for venture’s internationalization.
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Growth-related motives: Companies begin participating in foreig markets with the aim of

achieving growth by expanding their customer base and consequently increase their

overall sales (Masum & Fernandez, 2008).

Developing economies of scale: It occurs when either the foreign market is bigger than

the domestic one or when production is more economical.

Risk balance and diversification: An international presence significantly reduces risks by
diversifying them in the event an unexpected incident occurs, for instance, an economic
downturn, a natural disaster, an unforeseen law against foreign companies, bankruptcy,

and others (Gillespie & Hennessey, 2010).

Knowledge and learning purposes: Multiple companies penetrate a foreign market with
the intention of finding out potential changes in their existing techniques to come up with
globally accepted products and services (Hollsten, 2016). Moreover, multiple companies
go abroad with the intention of firstly, discovering a particular technology, and secondly,

of absorbing the know-how from a singular company in a foreign market.
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Establishment of business networks: Undoubtedly, the spread of technology and
countless advances in the areas of telecommunications offer firms the likelihood of
reaching suppliers, customers, and network partners on a global basis. Furthermore,
technological developments allow companies to timely and accurately manage their

overseas operation (McDougall & Oviatt, 2000: 904).

Domestic market strengthening: Companies enter foreign and overseas markets in order

to strengthen their domestic brand (Griinig & Morschett, 2012).

Liberalization of trade and domestic competition: The political side has had a
tremendously remarkable effect on companies’ internationalization. Governments of
numerous countries have opened their economies by encouraging political measures such
as low tariffs, trade agreements, export incentives, knowledge regarding international
markets, etc. This political opening has made domestic markets be tapped by external
companies and become attractive to overseas competition (Chetty, 1999: 130).
Nevertheless, the liberalization of trade has had a positive impact on economies, for
instance, it created awareness of how prepared companies should be to fairly compete in
an international context by following international quality standards. Turkish companies,
for example, being negatively affected after Turkey signed a Custom Union with the
European Union (EU), noticed the existing gap between products coming from EU and
products being offered in the local market, this quality breach made Turkish companies

improve and ultimately be able to compete with European companies operating in Turkey.

External location advantages: Companies move internationally to seize the benefits from
low operation costs, deflated currencies, reduced labor costs, workforce, cheaper raw
material and others. For example, multiple automakers in the United States of America
have gone internationally and established their manufacturing facilities in Mexico as the
workforce is cheaper and consequently the overall operation cost is lower (Parlabene L,

2012).

Governmental incentives: There are companies that do no internationalize for their own
initiative but lean towards international markets due to governmental subvention and

incentives to export some of the domestic production.
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Benefits from taxes loopholes: Besides market expansion, spreading risks and so many
other motives to internationalize, various companies harness the existing loopholes in
local tax laws to move earnings from one country to another without the need of paying

exaggerate taxes (Reference, N.D).

International customers: Companies pursue an internationalization process simply
because their customers have become international. They stopped focusing exclusively
on domestic markets because have noticed an infinite number of options offering high-

quality products/services at an affordable price.
3.1.5 Entry modes to a foreign market

Nowadays, there are diverse entry modes to penetrate an overseas market, however, they
all can be categorized into two contrasting groups: The initial group includes non-equity
methods, and the second one directs attention to methods where equity is compromised.
Notably, the control a company desires to possess in an international market is directly
proportional to the risk involved (Azuayi, 2016). “This internationalization process is
manifested in a number of different ways. It can be seen in the establishment of foreign
subsidiaries, in international joint ventures, in licensing agreements, in international
advertising campaigns, in international trade, exhibitions and a multitude of other events

and actions” (Johanson & Vahlne, 1990 p. 11).

(D The first and most frequent strategy to internationalize is exporting, an infinite number
companies begin their internationalization journey by exporting their products or services
to foreign markets (Root, 1987). They can export either directly or indirectly, on the one
hand, direct exporting refers to a scenario in which a company is selling directly to its
target customer, some representative models of the previous type of exporting are the
establishment of a branch office or subsidiary, or an online sale. On the other hand,
indirect exporting includes exporting activities conducted though channel partners such

as distributors and agents (New Zealand Government, n.d).

(INThe second renown internationalizing path is licensing, in this case, the licensor
(License owner) give out rights over intangible property, for instance, patent rights,
copyrights, trademark rights, and know-how on crucial products or services to the

Licensee (companies in foreign markets for a certain period of time). Besides initial
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payments for the license, the licensee is expected to keep on contributing with sales-

related royalties until the license is expired (Baines, Fill & Page, 2013).

(IIT) Third, franchising is another common way for companies to spread internationally.
It can be formally defined as the legitimate right a franchisee (company obtaining the
franchise) obtains from the franchisor (the company selling the franchise) to perform a
particular business activity, for instance, selling a potential product under the name of a
specific firm. The franchisee not only uses the franchisor’s intellectual property but its
operating model, that is to say, its distribution system, its marketing techniques, and other
elements considered to be part of an operating model rather than intellectual property

(Masum & Fernandez, 2008).

The differentiation between licensing and franchising is blurry in the vast majority of the
cases, nevertheless, we have identified two key differences: Firstly, the length of the
agreement, as licenses are negotiated for shorter periods of time. Secondly, the control
over intangible property, while licensor usually does not preserve complete control over
how the licensee may operate, franchisors, on the other hand, maintain significant control

over how a franchisee operates (Entrepreneur, 2010).

(IV) The fourth strategy to internationalize is the establishment of a joint venture. It refers
to the creation of a new partnership, often taking a new venture structure, where
knowledge contributions, capital contribution, revenues, expenses, and control are
expected to be mutually shared by an external company (frequently the one seeking
internationalization) and the host company. Typical joint ventures are performed with the
objective of firstly, benefiting from an existing local company’s cultural and political
knowledge, language, business systems and local distribution networks, and secondly,
entering countries where strict restriction on foreign companies are present, thus, the only
way of entering is to create a joint venture with a local partner (Hill, 1999). For example,
Ford Otomotiv was a joint venture of the Turkish conglomerate Kog¢ and the American
automobile-producer Ford, the latter was proposed by Ford with the aim of entering the

Turkish market.

(V) Last but not least, another relevant strategy for internationalization occurs when
foreign direct investment(FDI) is made. The latter (FDI) is an investment made by an

company in another country for the sake of possessing international presence. There are
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two visible alternatives under the foreign direct investments: The greenfield investments
and Brownfield investment. The former is made in the form of establishing a Wholly
Owned Subsidiaries from scratch, for example, Starbucks coffee frequently expands
globally by appealing greenfield investments and by starting its whole operation in a
foreign country from scratch. The latter one occurs when an acquisition of a fully
functioning venture is made with the objective of promoting or distributing its products.
TATA motors, the Indian truck company can be seen as an evident example of a
Brownfield investment when in 2008 acquired Land Rover and Jaguar from Ford in order

to spread its operations and brand globally (Masum & Fernandez, 2008).

Figure 7: Entry modes to a foreign market.
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3.1.6 The internationalization process of a firm

As mentioned before, there are two existent approaches to fully comprehend how firms
internationalize, the first one is the traditional approach in which companies
incrementally internationalize by going through various stages while acquiring valuable
insights regarding foreign markets, and secondly the born-global approach in which

companies internationalize soon after the company’s inception. A more fine-grained
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explanation of the two distinct approaches of internationalization can be seen as it

follows:
3.1.6.1 Traditional approach

Firstly, the traditional approach states internationalization is a gradual process in which a
venture commits to foreign markets after obtaining knowledge and integrating with
stakeholders in foreign countries. The knowledge attainment should be highlighted as the
first and most crucial step through which a company begins internationalizing,
nevertheless, an absence is widely acknowledged as an imperative obstacle. By appealing
to the behavioral theory of the company developed by Cyert & March (1963),
internationalization is a chain of a consecutive, cumulative and progressive set of

decisions where risk is involved.

Two different models have been developed and subsequently categorized within the
traditional approach: The Uppsala internationalization model (Johanson & Vahlne, 1977:
23) and the innovation model (Cavusgil, 1980: 274), both models describe
internationalization from the same perspective: An incremental process made in various
steps. Even though both models have widely been employed to explain
internationalization, the former (The Uppsala model) has undoubtedly been
acknowledged by the vast majority of the scientific community as the holy grail within
the traditional approach, therefore, we concentrate our efforts on this model to explain

how a company may go international by using the traditional approach.

Figure 8: Representation of the traditional approach.
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Source: (Johanson & Vahlne, 1977: 26)
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According to Uppsala model, companies with a solid and leading position in domestic
markets are prompt to take small steps in foreign markets instead of making huge
investments at once. Moreover, there seems to be a connection between the amount of
knowledge a company obtains and its commitment to exploit that market, that is to say,
the more knowledge a firm acquires, the more committed to investing it becomes.
Companies seeking internationalization frequently start by firstly, exporting on a non-
regular basis, later by either exporting to a foreign country through an agent or by selling
franchises, later by establishing a sales subsidiary and finally, by producing and
assembling in the foreign country (Johanson & Vahlne,1977: 23). Internationalization is
tremendously affected by psychic distance between home and foreign countries, this
psychic distance represents a sum of factors preventing the flow of information from the
foreign country towards the home country, determines the easiness of the
internationalization process and helps companies to determine what are the countries to
start internationalizing with (Johanson & Wiedersheim- Paul, 1975: 308). For instance,
BIM, Turkey’s largest retailer, expanded its international operation by following the
traditional approach. In In 2009, BIM opened its first stores in densely populated cities in
Morocco, then in 2013 it expanded into Egypt as well and now has more than 200 stores

in that country.
3.1.6.2 Born-global approach

Secondly, the born-global approach in which firms begin operating in international
markets soon after their inception, contradicts the traditional approach considering the
vast majority of born-global companies do not even have sales in their domestic markets.
This approach supports the idea of a world as a single market, in different words, born-
global companies discern the globe as a single market, thus their intention of obtaining
profit from international sales. Additionally, this view supports the notion of companies
highly specializing in products or services that can be sold in an international market.
Born—global companies have easy access to international networks and financial markets

(Romanello & Chiarvesio, 2017: 180).

Born-global firms count with competitive strategies of innovative technology and product
design, that is to say, they frequently count with a cutting-edge technology that is not
been replicated anywhere, stress the importance on quality service, and tend to compete

with specialized products for remarkably particular niche market (Knight, 2000: 16).
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Moreover, this type of firms possesses a wide international network such as clients,
providers, sellers who have accumulated expertise born-globals benefit from. Therefore,
born global firms as well as firms who follow the traditional approach benefit from their
international networks, nevertheless, the pace, quickness, and reach of the networks differ

enormously (Burgel and Murrey, 2000).

The essential differences between the traditional and born-global approaches are

presented in the following figure:

Table7: Major differences between the traditional and born-global approach.
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Source: Chetty & Campbell-Hunt (2004: 66)
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3.1.7 Contemporary internationalization method

Literature places exporting as the most-used tool to enter an overseas market. Nowadays,
Internationalization by exporting is considered to be the method most companies adopt
in order to gain market share and presence in a foreign, thus, unknown markets. Even
though exporting is by far the most preferred method by the vast majority of
internationalization-seeker companies, numerous new alternatives seem to be emerging,
for example, overseas networking, foreign direct investment, and agreement with external
companies are gaining importance (Masum & Fernandez, 2008). Furthermore, many
scholars claim the optimal entry mode fluctuates depending on different scenarios, while
some companies may handle a particular market by establishing a joint venture, other

companies may better handle the market by exporting (Hill, 1999).
3.1.8 Internationalization in emerging countries

Rapid development in the marketplace has made emerging economies adjust their
structures, improve their competitiveness, and open their economies. These
transformations allowed companies from these economies to become bigger players, to
start benefitting from the global market, and to acquire a primary role in the world
economy (Yamakawa, Peng, & Deeds, 2008: 59). This market opening has given birth to
a scenario where firms from emerging markets (EMFs) seek internationalization
particularly in developed economies, however, countless characteristics to fully

understand this happening remain unanswered and insufficiently studied.

An emerging economy is defined from the economic standpoint as a country with a gross
national income per capita of 9,265 or less (World Bank, 2002), and from a more general
standpoint as a country lacking efficient institutions, the latter being the main difference
with developed economies. During the on-going research, we are aligned with Keen and
Wu (2011) who defined emerging economies as: “those that have the following
characteristics: (a) they have gone through a process of liberalization, (b) they have
opened their domestic markets to the members of commercial or regional blocs, (c) they
lack reliable institutions and stable institutional commitments, and (d) they remain less
sophisticated than markets in developed economies (p.320). We could easily categorize
Colombia and Turkey within the set of emerging countries. Moreover, and according to

a ranking created by by all five of the following bodies: the International Monetary Fund

52



(IMF), Dow Jones, Russell, Standard & Poor’s and Morgan Stanley Capital International
(MSCI), Colombia and Turkey are chategorized as emerging economies as they meet the
criteria previouly established by the abovementioned bodies. Some other emerging
markets are : Brazil, Chile, China, Colombia, Czech Republic, Egypt, Greece, Hungary,
India, Indonesia, Korea, Malaysia, Mexico, Pakistan, Peru, Philippines, Poland, Qatar,
Russia, South Africa, Taiwan, Thailand, Turkey, and United Arab Emirates (Straders,
2018).

As logically expected, internationalization in emerging economies is extensively different
than in developed countries. With the aim of fully understanding internationalization in

emerging economies, existent differences will be displayed in the following paragraphs:

(DThe first remarkable disparity relates to specific organizational features. EMFs lack
organizational knowledge and various capabilities of different kinds. EMFs do not
possess capacity and knowledge to compete in overseas markets. Sometimes, this lack of

organizational capability affects even their domestic market Keen and Wu (2011: 323).

(IDThe second relevant difference is the competition level in emerging economies. As a
consequence of free-trade policies, EMFs are forced to compete in a setting with DEFs
without sufficient knowledge regarding institutions and foreign markets, and

organizational skills (Luo & Tung, 2007: 485).

(ITII) Another crucial divergence between internationalization of EMFs and DMFs
(developed markets firms) is the method through which organizational knowledge is
obtained. Any activity or knowledge creation process can be either: Experiential learning
or experimental learning. The former (experiential learning) refers to situations where
companies use their history and past of other companies to enhance technology,
operations, and structures. The latter (experimental learning) is a form through which
companies innovate and create new routines to sort out inconveniences Keen and Wu
(2011: 323). The main distinction is that experimental learning is more expensive and
necessitate a higher creativity level, moreover, the experiential learning guarantees a
short-term and faster return when compared with experimental leaning which is expected

to provide a long-term return (March, 1991: 71).

The vast majority of EMFs rather performing experimental instead of experiential

learning, this choice leads to an increase in the variability of knowledge and consequently

53



international failure (Yamakawa et al. 2008: 68). According to Prange (2011) an
experimental learning strategy is remarkably risky in the early stages of
internationalization, nevertheless, it can be marvelous in late stages of internationalization
(Prange and Verdier 2011: 126). There are many situations when any type of previous
insight is absent, then the only option left to access valuable knowledge is experimental

learning, for instance, a technologic cutting-edge software development.

(IV)Another difference is intra-firm knowledge transmission, in different words, EMFs

do not know how to transfer knowledge from a home country to a foreign subsidiary.

(V) The last visible difference in the internationalization process between EMFs and
DMFs is networking. This factor touches on relevant and useful information sources that
help companies raise required resources (Ramachandran and Ramnarayan, 1993: 513).
Managers in emerging economies, due to being isolated over the years, are independent
and individualist, therefore are not accustomed to collaborating with their stakeholders

(competition included).

EMFs face bigger challenges to secure resources due to their networks are not as
powerful, wide and large as the ones DMFs count with. These networks are meaningful
especially when information and managerial consultancy are being pursued (Chen and

Chen, 2004: 309).
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Table 8: Differences between emerging market firms and developed market firms’

internationalization.

* Lack organizational knowledge.
*Lack of capacity and knowledge to
compete in overseas markets
Conservative.

Foreign policy Historically closed to trade with
companies from other countries.

General
characteristics

*Fully knowdgeable about foreign
Markets and practices.

Liberal.
Free trade Policies.

Organizational
knowledge Experimental learning. more expensive |Experiential learning. guarantees a short-
attainment and necessitate a higher creativity level. |term and faster return.
methodology:
Intra-firm Superb at trasnmiting information to a
knowledge Lack of an effective method. . ..
e foreign subsidiary.
transmission
Networking Independent and individualist culture.  [Open and collaborative.

Source: Chetty & Campbell-Hunt (2004)

3.2 Internationalization Capacity of a Venture

The internationalization capacity/potential of a firm refers to the sum of different factors
that might increase or decrease the proneness of a firm to go international. Since the vast
majority of research has focused on factors affecting internationalization processes of
firms in developed economies, our intention is to present a framework containing factors

influencing internationalization of firms in emerging economies.

Despite the fact that the internationalization capacity of a firm is an utterly subjective
concept (meaning the internationalization capacity of a firm in a high-technology sector
may be influenced by a set of factors that do not necessarily affect the internationalization
of a company involved in an industrial sector), a consensus in regard to the factors
influencing the internationalization capacity of a firm has been set. This accord proposes
that to fully comprehend the internationalization capacity of a firm, two different groups
of factors should be taken into consideration: Internal and external factors (Horta, 2015).

These will be described in detail hereunder:
3.2.1 Internal factors.

This set of factors touches upon structural aspects of a firm and the
managers/entrepreneurs running it. Some illustrations are the size, internal structure and
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organization, characteristics of the entrepreneur, age of the firm, and implemented

technology.

Figure 9: Internal factors affecting internationalization.
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3.2.1.1 Size

The size of a firm, measured as net sales or the number of employees, help firms to start
exploring operations in international markets. (Verwaal & Donkers, 2002: 608). The size

of a company drastically increases the internationalization capacity due to:

Firstly, the bigger the company, the higher the resources it commits to internationalization
processes (Wealthy tenure), secondly, scale economies (Zou & Stan, 1998: 337) and

lastly, the possibility of taking risks (Suarez, Olivares & Galvan, 2002).
3.2.1.2 Age

The age is not associated with the age of the company but with the experience the
company has in international activities such as exporting and investing in cross-border
endeavors. The previous involvement of a firm in international markets significantly

reduces uncertainty and costs as a result of learning economies (Leonidou, Katsikeas, &
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Samiee 2002: 52). Previous experiences help companies to develop distribution networks

and domestic partners. (Madrid Guijarro & Garcia Perez, 2004).
3.2.1.3 Implemented technology, research and development investment

The presence of a unique technology enormously contributes as commercialization,
production and organization processes are significantly improved, thus are more
competitive in cross-border arenas (Alonso & Donoso, 2000: 52). Nevertheless, not only
the creation of a new technology generates competitive advantage, the way existent
technology is applied for different uses and in novel ways is an innovation and a value
creation (Mainela, Puhakka & Servais, 2014: 109). Brach and Naudé (2012) pointed out
that firms operating in emerging countries that initiate a novel technology possess a higher

likelihood of being successful in a foreign market.

Besides that, the investments made in Research and Development (Technological
intensity) play a significant role in the internationalization process. The more a company
invests in its technology, higher are the chances a license or quality certification appears.
Dhanaraj & Beamish (2003: 242) indicates investments in technology are associated with

licenses, quality certifications and patents own by a company.
3.2.1.4 Entrepreneurs characteristics

Previous experiences, abilities, and capabilities of the entrepreneur (understood as the
main decision-maker within the company) represent bullet points of business
internationalization. The latter is the one who recognizes and draws future plans to
capitalize on an opportunity (Unger, Rauch, Frese & Rosenbush, 2011: 344). There are
many characteristics of the entrepreneur playing a vital role, some of the most important

are underline here below:

e Motivation to become an entrepreneur: Amoros, Basco & Romani (2014)
classified entrepreneurs, having as a key factor their underlying motivation to
become one, this is how opportunity-based entrepreneurs and necessity-based
entrepreneurs are found. The former type is much more likely to lead a company
to internationalize due to its opportunity seeking nature, simply put, opportunity-
based entrepreneurs actively pursue a business opportunity, while necessity-based

entrepreneurs are involved in entrepreneurship as the only way they have to
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subsist. This group of entrepreneurs financially support their families and lack
time to consider bigger goals.

Previous entrepreneurial experience: A previous experience provides a contact
network, domestic and international knowledge, entrepreneurial know-how,
human and financial abilities, and an overview of how businesses are created
(Federico, Kantis & Rialp, 2009: 203).

Previous International experience: Previous international experience is
remarkably significant in emerging economies due to it provides insights
regarding innovative and progressive business models, market structures, newly-
developed technologies and their implementation (Michailova, Shirokova &

Laine, 2015: 260).

3.2.1.5 Strategic orientation of the company

The concept of differentiation touches upon how a company differentiates from its

competitors. For instance, a firm generates a quality-based strategy in which a unique

product/service is offered. Some other examples of differentiation strategies are low-cost

strategies (scale economies), managerial and marketing differentiation strategies. A

company with a solid strategic differentiation is likely to start playing internationally

simply due to its offered product/services are not found anywhere else (Dimitratos,

Amoro6s, Etchebarne, & Felzensztein 2014: 909).

3.2.2 External factors

Firms operate in an environment that may be predictable to a certain extent, nevertheless,

external factors to the company can change rapidly and influence daily operations so that

it could lead the organization to its demise in a short time (Lamotte and Colovic, 2015:

10). Economic and financial-related, social, and political factors intervene in the

operation and highly affect the internationalization process of a firm (Meyer- Stamer,

2005). Some illustrations of this set of factors are: the intervention of local governments,

characteristics of the sector, and location in which a firm is operating (Horta, 2015: 71).
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Figure 10: External factors affecting internationalization

; Size and competition
Intervention of market- intensity of the domestic

Characteristics of the Sector Location supporting institutions :

3.2.2.1 Characteristics of the Sector

Firms are more likely to internationalize when knowledge, data and networks in regard
to internationalization as a process can be easily found. That is, the “export tradition” of
a sector shapes the internationalization likelihood of a new supplier (Arias & pefia, 2004:

146).
3.2.2.2 Location.

Firstly, logistics and transportation costs to move and commercialize products are being
affected by the location of a firm. Companies located in sizable cities are part of bigger
economic ecosystems and seize advantages from agglomeration economies considering
there are more services and infrastructure suppliers and their cost is cheaper than in

remote areas (Bosma, Van Stel, & Suddle 2008: 129).
3.2.2.3 Intervention of market-supporting institutions

Especially applicable to emerging economies markets where, as stated by Lamote and
Colovic (2015: 12), many “institutional voids™ are evident. According to the latter, this
institutional gap concerns corruption, non-transparent judicial systems and poor-quality
legal institutions and law enforcement. Moreover, the lack of venture capital funds and
business angels is unfavorable and may trigger internationalization. Gupta, Guo, Canever,
Yim, Sraw & Liu, 2014: 368). This is particularly eye-catching for this thesis,
Sekliuckiene’s (2016) study suggests: “The availability of VC and seed capital is essential
at the early stages of internationalization. Evidence shows that in several member

countries of the Organisation for Economic Co-operation and Development (OECD), the
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lack of a legal form for angel investment or VC investment can be a barrier to seed and
early-stage investment. Even in countries in which a limited partnership structure exists
(Estonia, Poland, Slovak Republic, Slovenia), there can be barriers in terms of taxation
that can make seed and early-stage investing complex and costly (OECD, 2013). A
number of other regulatory and legal environmental factors, including tax policy,
bankruptcy rules and employment protection legislation, might have a negative impact
on business entry, as they dampen the positive effects of social networks and business
skills on entrepreneurship while amplifying the role of attitudes towards risk (Criscuolo

and Wilson, 2013)”.
3.2.2.4 Size and competition intensity of the domestic market

Previous studies have shown a positive relationship between the size of a local market
and the speed of the internationalization, in other words, firms operating in small domestic
markets are tremendously pushed to internationalize as their domestic market does not

suffice their expectations, mainly in terms of profits (Nowinski and Rialp, 2013: 191).

A second trigger is the competition intensity. In a domestic market characterized by high
competition and low differentiation in price and quality (meaning all suppliers offer the
same products/services at a relatively equal price) the impulse and motivation to

internationalize is greater (Oviatt and McDougall, 2005: 502).

As a conclusion, a firm with: A superior wealthy tenure level, experience in international
activities, a unique technology (unique product, service or process), high level of
investment in research and development, a manager with experience in international
settings and previous entrepreneurial experience, a differentiation strategy (price, quality
or marketing), located in a big city but in a small country, operating in a relatively
internationalization-friendly sector with proactive and uncorrupted market-supporting
institutions possess a high internationalization capacity as internal as well as external
factors boost its internationalization process. Logically, firms seeking funds and
investments from either BAs or VCs are unlikely to meet all these requirements, therefore
we assume: The internationalization capacity of a firm is directly proportional to the

number of favorable factors it relies on.
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CHAPTER 4: METHODOLOGY OF RESEARCH

4.1 Research approach

Numerous studies have been conducted to understand the crucial factors considered by
VCs and BAs while making investment decision in developed economies such as the
United States of America and Europe, nevertheless, the attention towards BAs and VCs
functioning in emerging economies, namely Turkey and Colombia, has not received

consideration by the scientific community in general (Bruton, Ahlstrom & Puky, 2009).

Therefore, three basic questions that would enable the understanding of the entire
investment process by BAs and VCs in Colombia as well as in Turkey were made. These

questions are:

Q1: How is the investment decision-making process carried out by BAs and VCs? What

are the phases and activities carried out in each of them?

Q2: What are the most important factors in potential ventures for BAs and VCs while

evaluating investment opportunities?

Q3: Does the internationalization capacity of a company positively affect the investment

decision made by BA and VCs?

The uniqueness of this topic and the scarcity of previous studies conducted in emerging
economies made a semi-structured interview method the perfect fit to build the foundation
of this field of research in emerging countries. Furthermore, secondary information

sources such as the in-depth examination of the participants were carried out.

A semi-structured interview was selected due to this method possess a level of accurate
communication of concepts between the interviewer and the interviewee that is not
present in other qualitative research methods (Cannell & Kahn, 1968: 554). Additionally,
the first ever-known model of investment decision was created as a result of multiple

interviews (Tyebjee and Bruno (1984) and Macmillan et al. (1985).

This research was made to understand the investment-making decisions of BAs and VCs
in emerging countries (Colombia and Turkey exclusively).Evidently, when the term

“emerging economies”, only Colombia and Turkey are being considered.
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4.2 Respondents Identification and Profiles

Non probability sampling was used to profile respondents since a complete list of BAs
and VCs neither in Colombia nor in Turkey is found. Most specifically, a convenience
sampling was carried out as respondents were selected due to their convenient

accessibility to the researcher (Lunsford and Lunsford, 1995: 110).

The result of this thesis is based on eight respondents who work either as a BA or as a
VC. The selected participants can be segregated as follow: 2 interviews with BAs in

Colombia, 2 with BAs in Turkey, 2 with VCs in Colombia and 2 with VCs in Turkey.
Venture Capitalists profiles

Jose Alejandro Torres is a Colombian who plays the role of a VC in Bamboo Capital
Partners. The latter is a commercial private equity firm making investments that matter.
It finds game-changing businesses then applies a mix of geographical and sector expertise
to deliver financial and social returns. Experts in energy, healthcare and financial services
globally can be found. Bamboo has offices in Luxembourg, Geneva, Bogota, Nairobi and
Singapore. Jose Alejandro is currently 34 years old and has been leading this project for
more than 1.5 years. He will be identified as investor number “1” during this research.
Bamboo Capital Partners has been making investments in LatinAmerica in companies
such as: Accion (Microfinancing bank), Integral, Banco Popular, CFE, EFC, Compara
Online, First access, amongst others. This company mainly invests in three sectors:
Finance, energy and healthcare — where they see mass-market opportunities for high
growth and social impact. In each of them, technology and data analysis provide the
opportunity to revolutionise key services, from financial inclusion to access to clean
energy and access to healthcare. Those opportunities are generally in growth markets, but

their focus is on the business not the economy.

Orhan Bayram and Gizem Sezer work in Bogazi¢i Ventures as the Director of operations
and Business analyst accordingly. Bogazi¢i Ventures is a VC firm established in 2013
with the purpose of supporting Turkish entrepreneurship to take their global success to
the next level. Bogazi¢i Ventures currently manages four different funds in different
geographies, being Turkey and Dubai the two epicenters. Orhan Bayram is a former
entrepreneur who sold his company after it reached a gratifying level. Orhan is 30 years

old and has been enrolled in this VC company for 3 years. Orhan and Gizem will be
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identified as investor number “2” during this research. Bogazi¢i Ventures has invested in
quite sucessful ventures in Turkey such as : MenaPlay, sadeceOn, EyeDius, Genz,
EsporArena, amongst others. Lastly, Bogazi¢i Ventures Manages tech-investment
focused funds in specific geographies covering Eastern Europe, Turkey, Middle East and

North Africa. Each of BV funds has different ticket sizes and its own investment strategy.

Harold Calderén Meza is a Colombian who has been involved within the private and
venture capital industry, namely in the management and structuring of investment
projects aligned to the sectors and profiles of interest. He has led investment banking
processes ranging from origination, to the structuring, promotion and sale of companies
in various sectors, highlighting transactions in the energy industry, construction, mass
consumption, solid waste, ICT, services, among others. He has led one of the four top
impact funds in emerging economies - Fondo Odysseus in LATAM for more than 1.5
years. Harold is currently 35 years old and will be identified as investor number “3”

during this research.

Burak Call1 is currently employed by 212 VC firm. The latter is based in Istanbul, Doha,
and San Francisco, and invests in unique teams with global aims to scale. He is been
working as a VC for more than three years, specializing in technology-related and likes
companies. Burak is a former entrepreneur who had heavily been involved in the online-
gaming and block-chain industries. Burak is 39 years old and will be identified as investor
number “4” during this research. Some of the ventures in which 212 has invested over the

years are: Arkademonik, Hemenkiralik, Insider, Evim, Hazinem, Vizera, amongst others.
Business Angels profiles

Rene Rojas is the CEO and Co-founder of HubBOG, the first campus for Innovation and
startups in Latinoamerica. HubBOG includes Acceleration, Academy, investment,
Networking and Coworking in one place. Furthermore, he is the Founder of HubBOG
Angel Investor Club. He has extensive experience as a mentor and Angel Investor for
more than 200 startups. Co-founder of Bogotech. Possesses around seven years of
investment Banking experience in the Colombian Banking industry. Rene is 51 years old

and will be identified as investor number “5” during this research.

HubBOG was created in 2008 with the purpose to connect entrepreneurs and investors

through the Networking Event called “BogoTech”.
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Two years later, it opens its Coworking Space renowned for concentrate Talent,
Teamwork and Networking from people worldwide interest on innovation and digital

development.

During the same year, started to train entrepreneurs interested to increase sales by internet

in it practical courses.

In 2011, starts to provide mentor accompaniment from business men expert on digital and
technologic industry, and found his private Angel Investors Club, which has allowed to
graduate more than 140 startups that are growing in LATAM Market like: Tappsi,

TransmiSITP, LasPartes.com, LentesPlus and Undertrail, among some.

Demirhan Buyukozcu is the Co-Founder & CEO of V-Count. A Leading global provider
of visitor analytics solutions with offices in London, Miami, Istanbul, Dubai & Hong
Kong. Moreover, he is the Co-Founder of Onedio.com, a venture dedicated to
providing leading online news/media/content in Turkey with 35M monthly visitors. With
his vast experience in front of technology companies, Demirhan has been investing in
young ventures in parallel. Demirhan is 35 years old and will be identified as investor

number “6” during this research.

Lillys Gomez is the Director of the Entrepreneurship Center of Universidad del Norte
(Barranquilla, Colombia), promoter and BA of the Los Angeles Caribbean Investors
Club, Impulsor and coordinator of GEM (Global Entrepreneurship Monitor) in Colombia.
Lilys is currently 50 years old and will be identified as investor number “7” during this

research.

Last of all, Murat Onsekizoglu has extensive experience in the banking, valuation and
private equity fields. He Works for Mediterra Capital Management Limited.The latter is
an independent private equity firm focused on investing in Turkish companies and
manages Mediterra Capital Partners I, LP. With time, Murat became curious about the
BA investment activity and having knowledge and experience about investments, he
decided to start investing his own money and capital as a BA (individually). He has been
investing as a BA for 1.5 years. Murat is 34 years old and will be identified as investor
number “8” during this research. Murat has invested mainly in Turkey, in companies such

as: Tavuk Dunyasi, Arkel, GlassHouse, PizzaPizza, ACP; SokeUn, Logo and other more.
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4.3 Data Context and Collection

Eight participants represent the data context for this exploratory research. The focus on
BAs and VCs in Turkey as well as in Colombia is mainly justified by the absence of
scientific research in the criteria used by VCs and BAs to make investment decisions and
the impact of the internationalization capacity of a venture while funding is being

sought.
The collection of data was performed in two phases:

During the first phase, possible respondents of our posterior in-depth interviews were
filtered down by conducting research of the BA and VC investment activity in Colombia
and Turkey. The scenario in Colombia was unfavorable due to the scarcity of possible
respondents. According to the last Published report (June 2018) by ColCapital, there were
only three new VC funds collected during the last year (2018) and no more than 91.8

USD million committed to early-stage ventures.

The BA industry is not more encouraging, Blair (2017) confirmed there is not a
registering system, therefore even a clear quantification of the number of operating BAs
cannot be found. Furthermore, based on unofficial statistics, the totality of BA

investments in 2017 was 17 USD million.

The outlook in Turkey was more sympathetic as, in spite of the absence of a VC
association (something quite strange as individual associations were found in almost
every emerging country across the globe), the number of investment companies currently

working with VC and PE funds was quite acceptable.

After having completed the initial screening, contact with the possible BAs and VCs
respondents through the most well-known professional network LinkedIn was created.
Sales Navigator (A specific feature of this professional network) allowed the researcher
to send direct messages explaining the objective of this research and inquiring about their
willingness to participate and collaborate with it. Once the respondent accepted to assist
with the research, date and time for the interview were set. For respondents located in
Colombia, interviews were conducted through Skype/Google drive and audiotaped for

posterior reviewing. For respondents in Turkey, personal interviews were performed.
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The interview is formed by questions mainly obtained from previous researches, articles,
and theses that had investigated the criteria in contrasting contexts (Wells, 1974;Tyebjee
and Bruno, 1984; Silver, 1985; Hall 1989; Maxwell, Jeffrey and Lévesque, 2011; Mason
& Harrison, 2012; Gompers, Gornall, Kaplan and Strebulaev, 2016) Additional questions
were added, specifically aiming to gather insight on the relevance of the
internationalization capacity of a venture when funding is being sought (having into
account that previous research questioning the impact of the internationalization capacity
of a venture over the decision of both VCs and BAs were not found). A first draft was
shared with 1 BA and 1 VC for control and feedback. After some minor changes, a second
draft was shared with a professor in the University of Sakarya to come up with the final

version of the interview.

The data consists of a total of 8 semi-structured interviews designed to last around 45-60
minutes. Questions were grouped to collect data in 8 specific areas of interest: Namely,
General questions, Investment process, screening, deal screening and evaluation of the
investment opportunities, deal structuring, post-investment activities, exit strategies, and

internationalization capacity.
4.4 Limitations of this study

Semi-structure interviews were mainly conducted in Bogota (Colombia’s capital) and
Istanbul (Turkey’s most populated city) due to the concentration of the entrepreneurial
ecosystem in both countries, however, emerging countries are multiple and there is a
possibility for different patterns/results according to the geographical location. (For
instance, VCs and BAs investment decision making processes in emerging countries in
Africa might be different). Additionally, preceding investigations touching upon this
topic in emerging nations is inexistent. Last but not least, the sample size specified in
Turkey, where multiple BAs and VCs can be found, might be limited, nevertheless, this
might be a result of the time-consuming nature of interviews and lack of time and interests
by BAs and VCs. Another limitation is the lack of a framework and regulations to become
a BA in Turkey and Colombia. Networks and websites listing potential BAs and VCs
commonly require a paid membership, therefore the totality of a population will remain
unknown unless governments create and adopt a method through which one becomes

either a BA or VC.
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4.5 Data Analysis

The content analysis has successfully been utilized to collect and analyze qualitative data
over the years. This method refers to "any technique for making inferences by
systematically and objectively identifying special characteristics of messages" (Holsti,
1968, p. 608). The content analysis has been chosen as a way to organize, code and

analyze data deriving from eight interviews conducted in Turkey and Colombia.

In line with Mackenzie and Knipe (2006), a particular set of steps were strictly followed

while collecting, grouping and analyzing the resulting data. These can be seen as follows:
o Interviews were transcribed verbatim.

o First revision and preliminary reading with the aim of getting a brief overview of

the similarities and dissimilarities in the respondents’ replies.

e Creation of codable themes. Luckily, and foreseeing a content analysis would be
used during the collection and analysis of the data, interviews had been
categorized into 8 major themes. Precisely, General questions, Investment
process, screening, deal screening and evaluation of the investment opportunities,
deal  structuring, post-investment activities, exit strategies, and

internationalization capacity.
4.6 Analysis and findings

Results presented below are extracted from 8 interviews carried out from August 2018
until January 2019. . The participants can be segregated as follow: 2 interviews with VCs
in Colombia and 2 with VCs in Turkey, 2 with BAs in Colombia, and 2 with BAs in
Turkey.

Furthermore, questions were grouped to collect data in 8 specific areas of interest:
Namely, General questions, Investment process, screening, deal screening and evaluation
of the investment opportunities, deal structuring, post-investment activities, exit
strategies, and internationalization capacity, therefore, results will be discussed following

this structure.
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4.6.1 Generalities

4.6.1.1 Background

VCs in emerging countries normally stem from two sources: Firstly, they are individuals
who have heavily been involved in the Investment banking, stock market, fiduciaries,
investment strategy, M&A evaluations, PE transactions, and accounting departments.
They are familiar with the process of valuation and capital management as they have

spent multiple years working with ventures of every type and size.

Secondly, they are former entrepreneurs who created ventures and posteriorly sold them
in the market. This economic surplus allowed them to associate with other former
entrepreneurs & professional VCs. They deeply know the process of venture creation and
the VC industry, therefore, possess the knowledge required to participate in boards and
invest in ventures. Moreover, these have developed quite solid investment networks and
built trust over the years. These grant access to insights, stable business opportunities,
second-hand financing sources, and others. It’s crucial to mention the prior entrepreneurs
have gone through a professionalization/education process to understand in-depth all the
concepts, metrics and activities conducted in a formal VC firm and they started their VC

journey by investing as BAs as part of their learning process.

Interestingly, the two VCs from Colombia come from a banking background while VCs
from Turkey were the ones who created and sold their company and subsequently

invested as BAs before becoming a professional VC.

Regarding the BAs, three different profiles have been identified. Firstly, people with
previous experience in Banking, company valuations, M&A operations, and Buyout are
found. Respondents belonging to this group are people with vast experience in boards of
ventures and consulting activities. Secondly, individuals involved in entrepreneurial
educational activities. Investor “7” from Colombia was a professor in one of the most
prestigious Universities in Colombia. The latter impulsed the creation of one of the first
BANSs in Colombia with the aim of bringing graduates together and became part of it with
time. Lastly, the successful entrepreneur who has sold a successful business and seeks to
participate again in the growth of a company now as an advisor is also found. They have

a surplus in capital and knowledge, as have personally been through all the venture
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creation stages and are quite familiar with the difficulties associated with funding raising

and the need of professional advice while a venture is on a seed/early stage.
4.6.1.2 Motivations

Our respondents have been asked about the motivations underlying their decision to
become either a VC or a BA, the industries they target for investments and whether they
are informed about BA investments (for VCs) and VC (for BAs). The results can be seen
in the table 9 below:

Table 9: Generalities and Motivations to become a VC

vC vC vC vC
Colombia Turkey Colombia Turkey
Banking & Investment Former entrepreneur Banking & Investment Former entrepreneur
professional P professional P
* Maximizing Financial * Maximizing Financial * Maximizing Financial
returns. i * Making a VC investment returns.
N . eturns. . e . e
Hel.pmg the . *Providiog knowledge, with a posFU\e so.cml return. Pr(.mdmg knf)w!edge,
entrepreneurial ecosystem in - ot (Social profitable experience, and insights to
experience, and insights to
Colombia and its economy. U ST investment)Impact investing. young entrepreneurs.
*Making VC investments | oo 5 CUCPIENEUIS: g o imizing Financial *Personal interest in
*Personal interest in
with a positive social return. technology and the returns. technology and the
(Social profitable .gy : *Possibility to interact with | transformative potential of
transformative potential of po
investment)Impact investing. ventures in various startups ( To change
s industries something in the woild)
something in the world). ' e ’
Yes Yes Yes Yes
*Off-grid: Solar energy
* Microfinance s Cross-sectional (No
*Health and medical Tm"';g;’ S industry limited) Loy
*Agriculture '

The aim of maximizing profits, the possibility to provide accumulated knowledge,
experience and insights to young entrepreneurs and ventures (smart investment), the
chance of solidifying entrepreneurial ecosystems and economies, the opportunity to help
societies to become more stable, the likelihood of keeping track of trends in an area of
interest (Technology for instance), and broadening knowledge in various fields were the

motivations liying behind why our respondents become VCs.

The “smart investment” was crucial for our respondents to become VCs, that is, the
possibility to provide accumulated knowledge, experience and insights to young

entrepreneurs and ventures. This is logical considering VCs have been exposed to VC-
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backed startups, therefore, fully comprehend the process of creating a venture and can
share this valuable intake to make ventures successful. Moreover, the companionship of

young ventures may be the manner to secure their future revenue.

Table 10: Generalities and Motivations to become a BA

BA BA BA BA
Colombia Turkey Colombia Turkey
Banking & Investment . Banking & Investment
peofessional Former entrepreneur Academic & professor Pl
*Providing knowledge, t::i?: m;:destth:l
experience and insights to ‘gy - *Providing knowledge, * *Providing knowledge,
transformative potential of . o : ot
young entrepreneurs. startups ( To change experience and insights to | experience and insights to
Personal interest in something in the world). young cmr.epreneurs. young enu'fpreneurs.
technology and the * Helping the * Helping the
. . *The pleasure of . . ; :
transformative potential of e o, : entrepreneurial ecosystem in |entrepreneurial ecosystem in
participating in strategic . . .
startups ( To change decisions of a co Colombia and its economy. | Turkey and its economy.
something in the world). * Helpin. thel Y. * Maximizing Financial * Maximizing Financial
* Helping the tp & c returns. returns.
. . |entrepreneurial ecosystem in
entrepreneurial ecosystem in Tty el i
Colombia and its economy. i -
Yes Yes Yes Yes
Technology
Blockchain Cross-sectional (No Cross-sectional (No Cross-sectional (No
Artificial Intelligence industry limited) industry limited) industry limited)
Machine learning

BAs in emerging economies are mainly motivated due to their eagernss and desire to help
emerging domestic entrepreneurial economies in their respective countries. They consider
that by supporting young ventures, their bit to help their country’s economic system has

been done.

Furthermore, the vast majority (Investor “5”, “6” and “7”) of BAs in Turkey and
Colombia have mainly been motivated by the possibility of sharing knowledge,

experience, and insights to young entrepreneurs.

Some other motivations to become a BA include the pleasure of participating in the

strategic decision of a company and maximizing financial returns.

Interestingly, Only investor “7” and “8” are, to some extent, motivated by maximizing
financial returns. This is a notable difference with VCs in emerging economies. While

VCs are mainly motivated by financial reasons, BAs are attracted by the possibility of
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using their existent insight and experience to benefit young ventures. The latter might be
a possible result of the ownership of capital invested. While BAs are compromising their
own money, VCs are professionals who manage capital from external sources with a
promise of return over investment. Furthermore, VCs normally operate under a
commission-based structure, meaning their direct profit is directly proportional to the
valuation of the companies where they have placed capital (Van Osnabrugge, 2000). BAs
are motivated by the probability of contributing to their economic and social setting (Ali,

Berger, Botelho, Duvy, Frencia, Gluntz, Pellens, 2017: 84).
4.6.1.3 Target Industries for investment

Investors 2 and 4 (VCs) in emerging countries specialize in particular sectors. It seems
VCs (Investors 2 and 4) in Turkey have accomplished a complete specialization to
perform their investment, that is to say, they only place their capital in technological
young ventures. Conversely, VCs in Colombia (Investors 1 and 3) are not limited by any
sector, they invest in a wide range of areas (generalist VCs). This seems to be coherent
as the entrepreneurial ecosystem in Turkey is older, bigger and more developed than the
one in Colombia, therefore, competition amongst them is higher. Another logical
explanation may be both of Turkish VCs have been entrepreneurs in technological
ventures, thus, possess a high level of knowledge and advantage when selecting possible
ventures in the industry, (Mazzeo & Hochberg, 2015) whereas VCs in Colombia have

been involved in banking and financial activities with companies in multiple sectors.

Investors 6, 7 and 8 (BAs) in Turkey and Colombia do not specialize and follow a
generalist approach. This is logical as all our respondents might make use of their
extensive networking and business contacts to get to know projects and sectors they might
not be familiar with. Furthermore, they are part of a BAN with Professionals in a wide
variety of Professional areas. This knowledge availability causes BAs to be able to invest
in ventures operating in multiple industries. Only investor 5 from Colombia is limited to

invest in the technology sector and likes.
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4.6.2 Investment process of VCs and BAs
4.6.2.1 Investment process of VCs

Multiple studies have been conducted with the aim of understanding the process through
which an investment opportunity goes through before and after recieving funding from a
VC (Wells, 1974; Tyebjee & Bruno, 1984; Silver,1985; Hall,1989).However, a model for
emerging economies is not currently found. This research develops a model based on
answers and in-depth narratives provided by VCs in Colombia and Turkey. This model
is applicable to VCs in emerging economies understanding, logically, that emerging
economies is a quite extent term and divergencies may be found. Four distintive phases
have identified: (I) searching and screening, (II) Deal evaluation (III) Deal structuring

and Duel dilligence, and (IV) Post-investment activities and exit.

Table 11: VCs investment process

Searching and screening Application and screening Screening Screening Searching and screening
Evaluation Investors Meeting day Mecting ‘.mh tl-w entreprencur Evaluation Deal Evaluation
(evaluation of the company)
Deal structuring & Due dilligence Deal structuing Structuring Due dilligence Deal streuturing and Due dilligence

Post-Investments activities

Post-Investments activities

Post-investment activities

Post-investment activities

Post-investment and exit

Exit

(I) The first phase is the searching and screening of potential investment opportunities:
During this phase, searching takes place in two different directions: Firstly, entrepreneurs
start searching VCs by submitting their application to be considered for a subsequent
meeting, and secondly, VCs actively search business opportunities through a set of
different channels (networking, referrals, website of the VC, events, etc). Since the
number of potential investment opportunities is almost always immense, VCs are forced
to filtering down the quantity by following certain pre-established criteria such as: Sector
of the venture, Stage of the venture, amount requested, scalability likelihood, amongst
others. The latter stage is better described by investor 2 who explained: “Obviously, the
screaming or the sourcing, which is obviously the search of ventures following the criteria

aligned to our expectations and expertise”.
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(IT) After searching and screening phase is finished, VCs begin the Deal evaluation. This
is when VCs first meet the possible managerial team /entrepreneur through multiple
conversations and meetings. During these meetings, they deeply discuss the objective of
the venture, the sector where the venture operates, the previous experiences of the
entrepreneurs, applied business models, and the reason behind the financial search. A
consequent analysis by the VC to see whether the firm’s objectives are compatible with
what the VC firm is offering can be expected. Additionally, it is very normal for the VC

to start supervising the Venture’s performance after the first meeting has finalized.

This evaluation phase is likely to take a long time (at least 6 months) as the VC as well
as the venture should be sure they are a good fit for a long-lasting relationship. Moreover,

this is when the venture presents its proposal to the VC. Questions such as: What the
investment proposal is, does the venture really need the VC’s capital, is the requested
amount by the Venture truly needed are answered during this phase. If both, the VC and
venture are interested in a commonly beneficial proposal, they are free to move on to the
subsequent stage. Investor 1 defined this stage as an infatuation phase in which the VC
falls in love with the entrepreneur and viceversa: “The next phase is basically, let's say,

a series of more detailed conversations with the company, so basically it is a period of
getting to know the company. That has very variable times, right? Because to understand
that a venture is "perfect” for investment, we (VCs) should make more than a meeting,

get to know the dearest entrepreneurs and deeply understand if we are the right fit for the
capital-seeking venture. Some entrepreneurs think this practice is only about meeting and
that is all, and in reality is not so. That is a much longer process, it is a process of a first
sitting of "come tell me, introduce yourself, who you are, who we are, what you do, what
we do, what is your experience, ah, cool! As I like what I hear from your side, you like
what you hear from my side, let's start monitoring how your business model evolves "yes?
So that can be a period of 3 months, 6 months, 1 year, 2 years, no problem, that is, 2
years is obviously exaggerated, but I would say that on average 6-9 months can pass in

that phase of falling in love, let's call it, yes, before going into something more detailed.”

(ITI) The next step within the process is the Deal Structuring and Due Diligence: During
this point in time, there should be a relatively understandable and clear proposal on the
table, therefore, the VC firm begins putting together the investment terms/term sheets/
laundry list on which the mount to be invested, the number of stocks the VC will get, the
participation that the VC will have, control rights, rules for posterior rounds of
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investments, the legal constitution of the investment are clarified. Furthermore, the VC
firm starts elaborating due diligence of some areas (or completely) of the venture where
the investment will be made to rest assured that all the information provided by the
managerial team and entrepreneurs during the previous phases is authentic and fully
accurate. The areas where the Due diligence is performed in, are adviced by a risk
committee found within the VC firm. Lastly, the VC firms profoundly, and once again,
inspects for the last time the risks and return over investment as a last resort measure. If
all the legal and financial analysis are in line with the VC and entrepreneur’s expectations,

the capital is finally transferred.

Investor 4 explains this third phase as follows: During this stage, the VC designs the first
proposal, investment terms. These initial investment terms also have certain iterations.
In our case and due to the nature of our funds there are several instances. We have a risk
committee and an investment committee. A potential investment proposal should go
throught these committes to assess risk and design a more favorable proposal for the VC
firm. After the committess have approved all the terms, the legal process in which

contracts, signatures and disbursement.

(IV) After having deposited the capital, the post-investment and exit phase begins. This
is undoubtedly the longest phase within the entire process and where the “added value”
is created, this phase is better described by one of our participants (Investor 3)who said:
“This is when the work starts. They start several years of working with the company in
the strategy, see where the new business developments are, if there are reductions or
increases in personnel, if the strategy is going to focus on one thing or another, if it is
going to buy another company, if you are going to sell part of the company to another
company, that is, pure and hard business strategy”. Various years will have to pass before
the company is profitable and can be sold. During this stage, entrepreneurs get mentorship
from the VC in a wide set of areas and provide feedback to the VC. Entrepreneurs and
VCs hold multiple meetings (normally one meeting every month) in which ideas
regarding the overall strategy, new product lines, competition, marketing strategies, new
personal hirings are discussed, that is to say, pure operational strategy to make the venture
solid in a first instance, and grow in a second instance so it becomes attractive for external
sources. There is not exactitude in regards to the timing after which a venture disinvests

its capital. As average after 7-8 years the VC leads the venture towards a trade sale,
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merger, or in almost all the cases, an initial public offering (IPO) in which the investee

company becomes public.

BAs in Turkey and Colombia follow four different stages to originate, evaluate & deeply
analyze, deposit, and manage ventures. A finer-grained description of each of these

phases will be share in the following paragraphs.

Table 12: BAs investment process

Search Identification Application and screening | Searching and screening Origination & Screening
Trust building & exploration |Venture day. Quick meeting with Meetings with the X
Evaluation .
of the venture the venture entrepreneur Entrepreneurial team and venture
In-depth meeting with the evaluation.

entrepreneur

Due Dilligence, agreement and

Due Dilligence Agreement Due Dilligence Structuring deal structuring

. - . . Post investment . .
Post investment activities Managing Consumation activities Post investment activitites

(I) The first stage in the process is the origination & screening of potential investment
opportunities. During this step, BAs begin searching for investment opportunities from
various sources, being networking and the internet portals the most attractive ones. “Well,
we, as I told you, as we worked with the Bavaria Foundation and with the Access Fund,
both had software and online platforms that had to be filled according to the

requirements. That is the first stage a potential opportunity should go through” (Investor

7).

Ventures seeking capital from BAs should follow a series of preestablished criteria by the
BAs such as the sector (if there is), the stage of the venture, the amount of capital
requested within the BAN’s limits. One particularly beneficial feature of the application
through a website or online portals is that it makes screening easier and BAs get a quite
summarized snapshot, thus, is able to discard them if one of the criteria is not
met. Almost the same occurs when the BA appeals to get investment opportunities from

contacts of the industry.

(IT) After having selected some deals that seem appealing in the first instance, BAs set
up preliminary meetings to get to know the managerial team. During this meeting, BAs
get to know ventures closer and evaluate whether a possible future relationship is possible

or not. This phase may last a considerable amount of time as trust is being built. BAs
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analyze in depth what the venture is doing, the market where it operates, the customer
base, what would the probable challenges be, amongst others. Its crucial to keep in mind
that as many ventures being funded do not have previous transactions, sales, and some
other financial metrics to showcase their performance, BAs direct their attention to
factors exclusive to the entrepreneurial team, namely complementary talents, passion and
dedication levels, previous experiences, and some many other factors related to the
entrepreneurial team. Another crucial factor to be taken into account is the analysis of
possible synergy between the entrepreneur and the BA. This highlighted the relevance of
having a good connection with the entrepreneur is as almost as important as the idea

/venture itself.

“It is a process of building trust. That is, I invest in who I trust. It can take between 3
and 6 months, it can take much longer but typically between 3 and 6 months, where the
level of dedication and passion of the entrepreneur team is analyzed and detected.
Moreover, during this phase we attempt to see the growth of ventures’ customer base,
their sales (if existent) , their visits, their metrics in general. We profoundly analyse if the
investee venture has a prototype/product/service already developed. Also, we do consider
financial metrics, that is to say, we forecast if this business idea may be profitable or not.
Lastl of all, What are the potential markets the prototype/ product /service can be sold in

is anther remarkably crucial examination performed during this stage.

We do perform these analysis in order to detect if the venture has managed to fit in the
market or is close to doing it. At this moment what is determined is whether there is a
problem, a microproblem to solve or that is already being solved and if the market is

consuming the solution” (Investor 5).

(ITD) After a decent amount of trust has been built and BAs feel secure and backed by the
ventures, the deal structuring phase in which activitites such as the due dilligence and the
agreements are visible, begins. During this phase contracts and agrements between the
BAs and Ventures are written. Detailed information concerning the equity share to be
obtained by the BAs, power structure within the unborn association and posterior
investment guidelines are specified: “How much will I get by investing in this company.l

mean, how many shares will I get by investing, what will my participation wihtin the
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company be. Who will be leading the company. If already present, how much market
share does the company have?. How will posterior rounds of investments be managed,
are some of the question we answer together and draft them out on a formal contract to

be signed”. (Investor 8).

Additionally, BAs backing documents are collected by BAs with the aim of double
checking whether the previosuly-presented information by the entrepreneur is accurate

and are reliable.

Lastly, a total of partly due dilligence is carried out by the BAs. This study will provide
a certanty and confidence to the investor. If all the terms and requirements are muttually

agreed, BAs proceed with the deposit and physical invesment.

(IV) The last phase within the process is the post-investment activities phase in which the
BA adds value to the venture by providing advice in numerous areas and by providing
unrestricted access to valuable business contacts. The BA is precisely recognized by the
contribution made during this stage. It is crucial to mention, the inclusion and
participation of the BAs is a result of three factors: the needs, the will and the available
time of the entrepreneur and themselves, therefore a categorization of BAs according to
the level of involvement in the venture can be seen as follow: Reactive or active. The
active BA 1is constantly following the venture and open to having direct involvement in
the investee venture. Contrastingly, the reactive BA adds value only when direct
participation is required by the entrepreneur. “We gather at least once a month to dicuss
how the venture where the Money had previously been deposited is going on in general
terms. What are the callenges the company is facing and what sort of advice, I as a
Business Angel, can provide. I usually ask entrepreneurs if there is something I can be
helpful with to keep a positive trend. These can be business contacts, references, some
marketing or pricing strategies, you name it . We meet at least once a month, however
when the entrepreneurs see an area in which I can help, he/she calls me and inmediately
a meeting is set up. Also if they have a methodology or something different they want to

implement for their company they ask me whether this may be favorable or not” (Investor

8).
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Fascinatingly, any of our respondents classified the exit or disinvestment as a stage. This
is quite eye-catching as this trend solidifies the fact and common belief that BAs primarily

invest with an aim of adding value to the venture and not due to a financial motivation.

While it is true that VCs and BAs making-decision processes follow the same path, there

are some visible differences:

e The amount of information to be provided: The amount of information and data
provided by established ventures is considerably larger than the amount extracted
from a venture at an early stage of development. Considering that BAs make
investments in ventures at an early stage of development whose financial
statements and revenue stream are almost non-existent, they should trust in more
subjective aspects to assess an investment, namely the passion, trustworthiness

and experience of the management team/entrepreneur.

e Evaluation: During the evaluation phase, multiple meetings are carried out by both
VCs and BAs. Nevertheless, VCs’ meetings tend to be more strategic and market-
focused while BAs’ meeting are gatherings where, apart from exploring the
potentiality of a venture, BAs dedicate great amount of time to discover whether
the management team has the values to transform a project/idea into a successful
venture and whether a nice synergy can be created with management

teams (Landstrom,2007).

o Formality of the meetings: The meetings and post-investment activities carried
out by VCs are much more formal than the ones held by BAs. Additionally, VCs
meetings tend to be more strategic than the informal meetings in which daily
activities are discussed. That is to say, VCs rather discussing medium and long

term strategic decisions while BAs are more focused on daily fruitful mentorship.

e Due diligence: Even though due diligence processes are found within VCs’ as
well as in BAs’ structures, the due diligence carried out by the VC is more
elaborated as the existent agency component (Osnabrugge, 2000), that is, VCs are
representing capital from other investors, thus, need to be much more careful

when assessing investment opportunities.
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4.6.2.2 Amount of potential opportunities and investments

As a simple average, our VC respondents annually get and screen 300 potential
investment opportunities, however, only invest in 3.35 deals (1.125%). The VC who
receives and screens the largest amount of potential opportunities received 500 and only
invested in 1% of them. The one who received the least got 200 deals and only invested

in 2.

On the other hand, BAs receive an average of 165 potential investment opportunities,
nevertheless, invest in 4.75 deals (2.87%). The BA who receives and screens the largest
amount of potential opportunities received 300 and only invested in 1.4% of them. The
ones who received the least got 100 deals and only invested in 6% and 4%

correspondingly.
4.6.3 Screening
4.6.3.1 VCs and BAs deal flow, network involvement and referral practice

This section aims to collect data regarding sources from which VCs and BAs get potential

investment opportunities. Results can be seen as follow:

Table 13: VCs deal flow, network involvement and referral practice.

Country Colombia Turkey Colombia Turkey
* Networking: (other VCs, - : *Networking: (other VCs, BAs,
. Networking: (other VCs, .
BAs, B::z:;:k“:)md‘ BAs, BANs, Bankers, friends | Do B:‘l]l‘:s' :)e“ds 4o etworking: (other VCs, BAs,
*Entr rmeurshigiu Itive and collagues) ‘Aocelemtorsguand events S B S ard
Channels to get potential P - P SUppo *Website: Applications received *Website: Appicatons received colleagues)
§ li lication. ) Universi i
investement opportunities * Accelerators through online application. through catioe sppBication. m::;::g egn:{g:a::v :ﬁﬁ
- T 1 gam 1 . T 1 mm 1 = ?
;T;:sl;ﬁr;oww::f * University programs being ozi::::;gr;oww:rf deals come from this source.
i ' templated.. ' '
deals come from this source.. e deals come from this source.
Involvement in a network Yes Yes Yes Yes
Referral as a common practice Yes Yes Yes Yes

VCs primarily obtain potential investment opportunities from the long-lasting
professional connections and links they have built over the years. As seen above,

Investors 1,2,3, and 4 invoke to their personal networks when searching for business
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opportunities. In their networks, other VC’s firms, BAs, BANs, bankers, friends, and
colleagues are found. It seems the process of getting one potential investment opportunity
from a network agent, positively increases the trust level acquired by the original investor,

therefore facilitates the investment process.

Other useful sources through which our VCs appeal are the website of the investment
firm, accelerators, entrepreneurship programs, and events. Notably, all of these events are
channels for entrepreneurs and VCs to build trust. The website is only being used by
investors 2 and 3 since this channel offers the largest amount of opportunities,
nevertheless the lowest quality. Investor 3 acknowledged : “We have an Online system
where entrepreneurs can apply. That is where the greatest amount comes from, but it is

not the best quality”.

Entrepreneurship programs organized by universities are being followed by investors
1,2,3, and 4 (VCs) but exclusively as an external source of information. This is better
represented by a non-existent rate of VC investing in opportunities coming from
university-organized programs. The reasons are limited to the investment ticket and the
stage of ventures which usually seek funding in this sort of events. Some of the comments

representing this are found below:

“We collaborate a lot with Universities and programs organized by universities to
understand what kind of ventures are emerging there, nevertheless, it is extremely

complicated to get an opportunity due to the minimum tickets. ”(Investor 1).

In the same manner, investor 4 expressed it as: “University programmes are successful
to promote an idea, not a company, thus the reason we do not have these into

consideration”.

Interestingly, Investor 2 mentioned: “Universities are one of the most representative LPs
that we have, even though we are not currently investing in projects coming from their
events, we have reached an agreement with four of the top Universities in Turkey (namely,
to educate entrepreneurs and students with business ideas and young ventures. This

agreement is purely educational.

Investors 1,2,3, and 4 (VCs) respondents are part of local networks or in some cases more

than one. This is completely natural as networking was defined as the most crucial
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channel through which they are getting investment opportunities. It is quite striking that
referral is a common practice within the VC capital industry in Turkey and Colombia to
the same extent, Investors 1,2,3, and 4 have referred deals at least once in a lifetime.

Generally, deals are referred because they do not meet predefined criteria by the VC.

The VC industry was defined as a referral and trustworthiness business. The VC is based
on knowing the other investors’ previous track record. According to investor 1 : “this is a
referential business, that you know who is there and, above all, trustworthy, if they are
going to refer someone to talk to you it is because they know about you, they know, let's
say, their track record, they know their integrity, among others, and are willing to

recommend it and vice versa”

Table 14: BAs deal flow, network involvement and referral practice

Country Colombia Turkey Colombia Turkey
: *Networking (*Networking:
. 7 3
B A?e;\:\xl:m;ﬁ::r f\;j&s (other VCs, BAs, BANs, | *Networking: (other VCs, BAs,
* Accelerator ! ' ’ Bankers, friends and colleagues)| BANs, Bankers, friends and
*Website: Applications received el ) *Website: Applications received colleagues)
Channels to get potential * APpCaTions 10 * Website: Applications - Appcations e | o)
through online application. : : through online application. | *Website: Applications received
investement opportunities | . " : received through online W : A . s
University programs are being lication *University programs are being | through online application.
contemplated. o *» S contemplated. Potential * University programs are not
University programs being | . ” :
investment opportunities come being contemplated.
contemplated :
from this source.
Involvement in a network Yes Yes Yes Yes
Referral as a common practice Yes Yes Yes Yes

Similarly, BAs place their networking as the most influential channel to generate deal
flow, from 4 respondents, only one (Investor 5) did not qualify his network as the most
influential channel. The latter said an accelerator is the place where his firm is generating
the pathline of opportunities. Interestingly, the respondent who said the accelerator was
the most influential channel, mentioned the BAN where he was working had been created

inside the accelerator.

Other relevant channels through which BAs generate deal flow are the Website, and
entrepreneurship programs by universities and governmental associations. Unlike VCs,
BAs generate deal flow from their websites and take very seriously programs organized
by universities and other educative institutions. The time ventures function inside the
accelerator is the same time when BAs build trust, get to know the entrepreneur and

realize whether a posterior investment is worthy or not
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Secondly, BAs belong to larger organizations that bring together BANs located in
different latitudes. This was eye-catching to this research as these larger organizations are
designed to boost internationalization. Investor 6 pointed out : “We are part of a network
with other 29 BANs from other countries in LATAM. The idea of this network is to help a
venture to get funding not only from BAs in the domestic market but from BANs located
in other countries. Since ventures are getting funded by BANs located in various

countries, they can expand internationally easier afterward”.

Equivalently, referral practices are common within the BA industry. Investors 5,6,7, and
8 have referred deals mainly due to the lack of knowledge of a sector where a particular
venture operates. The latter is better represented by investor 8 who declared: “The main
reason why I refer deals is that I do not count with the needed knowledge to perform an

in-depth analysis or whether the amount sought is too low”.
4.6.4 Deal screening
4.6.4.1 VCs and BAs’ investment Criteria

Results containing foundations to understand the VC investment criteria, target of the

selected ventures and geography-related aspects are summarized here below:

Table 15: VCs’ investment criteria.

Investor Number Investor 1 Investor 2 Investor 3 Investor 4
*Management team
* Fit with the VC firm * Fit with the VC firm *Market *Product
Crucial Factors
*Management team *Product *Product *Management team
influencing the investment . N
AR *Market *Management team *Business model (fiancial *Market
’ *Ability to add value *Market profitability) *Amount invested.
Addressed venture s Mature and de'veloped Mature and de?reloped Early Stage & Series A Early stage & Sm A
g companies companies companies companies
México, Honduras,
Guatemala, El Salvador, . Colombia, México, Periy | Turkey and Europe (Estonia
i Panami, Colombia, Bolivia, W Chile mainly).
Pert, Chile, Brasil

The management team and market are undoubtedly the most crucial factors for VCs in

emerging countries while deciding where to place their capital. Firstly, The management
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team being quite a wide concept involves: The capacity to connect with the VC and other
team members, learning capacity and the openness to receive advice. The capacity for the
entrepreneur to create a solid synergy with the VC is remarkably crucial, as these 2 agents
will spend at least 5 years working on the same project, so as investor 4 communicated:
“if we as human beings can not stand someone we do not like for more than 20 minutes,
now imagine spending time with someone you do not like for more than 5 years. If you do
not like and do not have a connection with the management team, I can assure you the
investment is very likely to fail”. The second characteristic highly impactful is the
capacity of being open to receive feedback and advice. The management team has to be
open to receive constant feedback and advice from VCs. These possess more accumulated
experience when it comes to guiding a venture, so if the management team does not listen

to advice and feedback, the venture is likely to go in the wrong direction.

Secondly, the market was mentioned by all our VCs participants. The market refers to the
size of the market where the product/service can be offered. A crystal clear example was
given by investor 2 who illustrated: “it’s not the same a venture selling herbs, spices, and
condiments that can be sold in India and Pakistan than a company selling computers that
can be sold almost everywhere across the globe”. Something important to be taken into
account within the market frame is the competition intensity, a global market with an
extremely high competition intensity may not be as attractive as a regional market with

relatively low competition intensity.

Other relevant factors are the fit with the fund, the ability to add value, the product, the
business plan focusing on financials, and if the amount invested by the VC is enough for
the venture to reach its break-even point or if subsequent investment rounds are needed.
The fit with the fund refers to be aligned with the VC firms’ values, that is to say, ifa VC
has as a major value to create social benefit, the investee venture should have a
product/service aiming to create social value. The ability to add value touches upon the
possibility for a VC to be involved in the venture. A relatively stable venture with no
critical areas would not attractive for VC investment. The product was related to having
a differentiation product. The uniqueness of the product/service that the investee venture
is offering is of paramount importance for VCs. Having a unique product/service would
mean to have access to monopolies where financial rates are unsurpassable and where the
venture would be dictating the market conditions. Last of all, investor 4 placed
importance on whether the amount invested would make the venture reach its break-even

&3



point: “If the venture requires, I do not know, two more rounds of investment, it would

not be attractive for us since our participation would be significantly reduced”.

Table 16 summarizes responses given by BAs in Turkey and Colombia. Results can be

seen in the following table:

Table 16: BAs’ investment criteria.

Investor Number Investor § Investor 6 Investor 7 Investor 8
* Manag ! team *Market Cohesiveness
* Business model (financial *Management team *Market Cohesiveness
e metrics) *Strate; e *Management team
influencing the investment . : ol *Management team &
A * Size of the investment *Marketing strategy *Business Plan (Marketin *Market
* Ability to reach break-even *Product lan) & *Size of the investment
without further funding P
Addressed venture stage. Seed and early stage Seed & Early stage Early stage::el:;)ames (not Seed stage
Geography for investments Colombia Turkey Colombia Turkey

The most important factor for BAs while making investment decisions in emerging
countries is the management team having been mentioned by investors 5,6,7, and 8. The
“Management team” concept refers to: Primarily, the passion of the management team,
that is to say, the perception of how committed management teams are with the
venture. As passion and commitment are two very subjective factors, Investors 6 and 8
elucidated this is the reason why the evaluation phase might take up to 9 months. It would
be inaccurate to judge the passion of the management team during the first meeting;

therefore, BAs take the evaluation phase of the process to provide a correct assessment.

Secondly, Management teams should have experience. The management team should be
knowledgeable in two specific domains: the industry where the venture is intending to
operate and in the venture creation process. An entrepreneur who has attempted or
succeeded in creating a venture comprehends how difficult the succeeding way is. They
have acquired resistance and are more open to letting the BA offer advice. Most
importantly, entrepreneurs who have previously been involved in a venture creation
process, have created solid networks or contacts to seek investment and make the venture
profitable. For instance, Investor 5 said: “I would say that the experience, well,

entrepreneurs should have knowledge of the sector or the industry in which the



Venture will function , They should not be opportunity-seekers who are undertaking a
project based on macroeconomic studies or trends that are obviously theoretical and

that in many cases divert the gift of entrepreneurship to good entrepreneurs”.

Lastly, the culture and frame of mind of the entrepreneur. The entrepreneur should have
the “sharing culture” and possess a far-reaching mentality. Investor 5 described the lack
of sharing culture and short-term mentality of the vast majority of Colombian
Entrepreneurs: “they do not how to share information and trust the investor, they think
they are losing their ventures to the hands of the investor and prefer to hide vital
information. They are not open to let investors actively participate in the development of
the company, thus, we first need a change in our culture, we need to teach entrepreneurs
about the BA investment practice and perhaps later on time, entrepreneurs will broaden
the participation space given to BAs. Additionally, our entrepreneurs do not think big
enough, they just want to reach a stable condition and that is all. They do not think about

going global or growing in various markets”.

Second in importance, the market, size of the investment and market cohesiveness appear.
The market deals with the size of the markets in which the product/service can be offered.
Again, the competition is directly associated with the market. It is crucial that the market
where the product/service is offered has a significant size. The latter indicates the
potentiality of the venture and how far this can reach. Nevertheless, a balance should exist
due to a global market with global competitors may not be as attractive as a regional
market with an oligopoly when it comes to competition. As investments during seed and
early-stage stages are risky, the amount expected to be invested should not be extremely
high. There are ventures seeking a ridiculous amount of funding without having any
contact with the market and without any sort of transaction history. A venture in a seed
stage should be coherent with the funding is seeking for, otherwise, rejection is expected
to take place without further consideration by BAs. Last of all, market cohesiveness is
another remarkably crucial factor during the process. This market cohesiveness concerns
the practice of launching a product/service that the market is looking for or is willing to
accept. This is better explained by investor 7: “try to sell Ayran in LATAM, in spite of the

excellence in the product, this is something that the market would not buy ™.
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4.6.4.2 VCs and BAs’ target venture stage

VCs target ventures that are early stage and mature/developed ventures. This is a

remarkable finding as the vast majority of the previous literature has claimed the VC

industry focuses exclusively on mature companies. It seems VC in emerging countries

can be defined as multistaged, that is to say, VCs making investments on mature as well

as early-staged companies are found.

On the

On the

one hand, VCs invest in mature and established ventures due to:

Prior investment received: Ventures that have previously received investments,
have developed how know regarding how to answer investors. These have
corporate governance discipline, boards of directors, committees, deliberative
processes, rules of the game regarding voting, super majorities, shareholder rights,
among others. To illustrate, investor 1 clarified: “When making an investment,
our proposal investment goes far beyond just messing up and buying x
shareholding, it also has a lot to do with the involvement in the decisions of the
company”

The level of risk is lower in a venture that has already a product in the market and
a previous transaction record.

Diversification of the entrepreneurial ecosystem: The normality is tol et BA and
other sources to invest in companies in seed and early stages.

Avoid VC investment competition: If BAs, accelerators, incubators, and VCs all
target the same venture stage, the competition index is automatically increased.
Focusing on Venture and mature companies is a method to avoid competition
amongst VC firms. According to investor 2: “Nowadays, there are many VCs
concentrating on early stage ventures, thus, we prefer to lean towards more
established companies due to the number of VCs focusing on this stage is not as

high”.
other hand, VCs invest in early-stage ventures due to:

Growth rate and valuation of the venture: The growth rate of the venture is much
more accelerated and quick in these stages. Moreover, the valuation of this venture

significantly raises very quickly.
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Amount requested: In support of this, investor 4 shed light on: “The amounts
requested are not as high as a venture in a mature stage. The risk is higher but this

is somehow counterbalanced by the relatively low amount of capital invested”.

BAs in emerging countries target ventures exclusively in seed and early stage. Some prior

research has concluded there is a novel trend of BANs investing in growth-stage

companies, nevertheless, it does not seem applicable to BAs in emerging countries.

The reason why our respondents choose to invest in these stages are developed as follows:

This the stage during which the management team needs the BA’s contribution
the most. Consequently, this is the stage when BAs are able to add value with their
prior knowledge and accumulated insight. According to investor 6: “When the
venture is at a seed or early stage, the management team has not accumulated any
knowledge of the market, competitors, product, etc. Progressively, the
management team starts to accumulate information, therefore is able to take

crucial decisions without consulting the BA”.

This is the state in which the venture can seize the BAs’ existent contact network.
Over time, the management team is able to create its own network. Once ventures
have created their own contact networks, they are likely to start using them instead
of the ones from BAs. As stated by Investor 5: “When the company is already big
it may not be required, right?. The angel investor puts money, contacts and Smart
money, puts knowledge at the service of the start-up, yes ?. That works well in the
early stage, in the seed stage, right?. If [ am going to invest now in Uber, as an
angel investor, I have nothing to do there, I have nothing to do there because it is
already very big, it is worth 100 billion dollars and that is for a private equity, for
very large funds, for very rich families ;ai? To invest there, all you want to do is
put 100 and get 200 as soon as possible. The investor angel is not the right fit for
that sort of investments, the investor angel typically contacts his entrepreneurs
and becomes part of their boards of directors. I am on several boards of ventures,
now I must be in about 10 boards where I bring knowledge , contacts, strategies,

debate, intelligent debate, enriched debate. That is the role of the angel investor”

Highest performance: Despite the high-risk ventures at these stages offer, BAs

place their investments in these stages, simply because they offer the highest
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returns having as a reference the amount of the initial investment. That is to say,
a relatively little investment with quite a high risk and return. Moreover, a seed-
staged venture’s valuation is almost nonexistent. Once this venture develops itself,
the valuation significantly increases as well as the economic benefit fort he BA

who has previously deposited an investment.

e Sizes and amounts required: BAs appeal to the risk level of ventures at these

stages and invest a low amount of capital.

e Accumulate insight and knowledge in investment practices: By investing in
ventures at seed and early stages, one is able to get more experience in this sort of

investments without putting so much capital at stake.
4.6.4.3 VCs and BAs’ geography focus.

VCs have a strong tendency toward investing in different latitudes. 100 % of our sample
has invested in ventures operating outside their geographical physical boundaries. These
refer to the domestic country where the VC firms have their headquarters. By looking at
table 15, it is safe to say VCs invest regionally and not only domestically, however, they
do not invest on a global scale. It seems the VCs in emerging countries have broken the

distance limitation to some extent: Regionally

BAs in emerging economies make investments in ventures operating in their domestic
countries (domestic countries understood as the country where BAs have their
headquarter). Investors 5,6,7, and 8 conduct investments in ventures whose operations
are concentrated in the country where the BA is. There are several reasons why BAs
invest only in domestic ventures. Firstly, BAs are highly motivated by the possibility to
add value and apply all the knowledge they have accumulated over years. When a venture
is located in a distant place, it is extremely troublesome for the BA to naturally add value.
Secondly, BAs place the cultural factor as extremely important while communicating
with an entrepreneur, that is to say, many cultural components are considered while
assessing investment. BAs consider the easiness of communication with the entrepreneur.
The latter can be better represented by a Investor 8 who mentioned: “I feel comfortable
dealing directly with my countrymen, I would not feel at ease dealing with a
venture/management team from a different background”. Thirdly, if ventures operate in

contrasting markets, BAs are not able to use their previously-developed contact networks.
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This would belittle the overall contribution BAs intend to provide. Last, of all, BAs invest
in their markets because they closely know all the agents intervening in it. If a venture is
functioning in a different market, it is natural for BAs to feel the weirdness of investing

in a market they are not aware of.

4.6.5 Financial metrics.

Investor 2 mentioned the ROI (return over investment), Churn rate, Life time value, and
retention rate as the financial metrics taken into consideration. On the other hand,
investor 4 mentioned the adquisition price, the Life time value, el churn rate, and the
equilibrium point, that is to say, how much capital shoud be invested before the venture

can survive without external financial support.
4.6.6 VCs and BAs’ post investment activities.

After a quite time-consuming process, investments are deposited by VCs. Many
acknowledge this as the end of the complete process the opportunity has gone through,
but the reality is that this point in time represents the start of a long-lasting professional
relationship between the VC and the management team/entrepreneur. All of our
respondents highlighted the relevance of this stage. Some of the activities carried out

during this stage are presented:

After the investment has been placed, meetings between the management
team/entrepreneurs and VCs start taking place. The frequency changes according to both,
the entrepreneur and the VC, but as a rule of thumb, it is safe to say monthly committee
and quarterly board meetings are carried out. First of all, monthly committee gatherings
in which the venture provides feedback on the overall activity: Monthly finances, market
share, competition, difficulties, capital usage, optimization projects take place. These are
the moments when a very brief description of how the capital is being used and whether
the investment is generating the outcome the management team had anticipated is
demonstrated. If it is, the VC will be satisfied due to everything is in place and in the
correct roadmap. If it is not, VCs will start offering to advise in areas where the venture
seems to be lacking counseling, various contacts to link with, mentorship, marketing
strategies, that is to say, clear guidance of how to proceed in the future in order to shift

negative trends.
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Secondly, board meetings should be conducted to discuss, further investment rounds (if
needed), relevant projects for the venture’s survival & growth and corporate governance
practices. These meetings have two main objectives: (I) Analyzing if provided funding is
enough or if additional rounds of investments are needed, and (II) Corroborating if
investee ventures are being compliant with the existent corporate government, that is to
say, VCs control whether all the decisions taken are aligned with a good government

code.

In support of the last point, investor 4 mentioned: “It is clear there are changes more
difficult to be implemented than others, but the success of this is to have a conversation
back and forth very often because scenarios are very changeable: One-month things can

go very well, another month things can go very bad”.

The frequency changes according to the time and not to the management team. When a
VC structures a deal, clauses concerning the frequency of meetings are clearly drafted
out. Management teams precisely know that meeting the VC is one of the most crucial
responsibilities they have. Additionally, management teams leading established
companies, have already received funding by BAs and other VCs, therefore, are quite
familiar with this sort of practices. Again, over time, the management teams acquire more
experience and the involvement of VCs may not be as required. If VCs figures out the
venture is blooming without their assistance, they might skip these monthly meetings

with the management teams.

Similarly, BAs in emerging countries participate in a set of activities once an investment
has been made. Unlike VCs’ post-investment activities, BAs hold more informal
meetings with the management team to learn how the individual/team has been holding
up. BAs seem to give more importance to the personal component of the
entrepreneur/management team. This group has realized the importance of the personal
performance within the venture success, thus their intention of exploring the management
team from a personal angle instead of from a purely professional angle. The meetings of
BAs with entrepreneurs are not rigid at all. These can be held using a digital platform,
remotely or in person in the co-working physical spaces where the vast majority of seed

and early-stage ventures function.
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Naturally, during these meetings BAs and management teams do not only chat about
personal experiences. All the activities they are doing, the way they approach the market
through, what are the accomplishments since previous meetings, needs and demands by
the venture, useful contacts within a particular industry or enterprise are some of the
subjects being discussed in these gatherings. The role played by the BAs’ networks is

enormous. Its crucial BAs are familiar and have connections in high value contact circles.

These meetings are defined as informal conversations in which brainstorming concerning
growth in the customer base, growth in sales, mitigating tax risks, labor risks, among
others are discussed. Furthermore, advising the management team not to take an
inadequate decision for a specific moment in the venture’s growth, “an investee company
wanted to issue the ISO quality certification before having a solid transaction number,
this is when we, as BAs, enter into the process and say: STOP. Is better if go by using X

way or Y way "(Investor 7).
4.6.7 Exit strategies

VCs attribute the success of their investments to some factors including the VCs'
contributions, the identification process of the potential buyers in the sector where the

venture is functioning and the management team.

Some of the respondents concluded their contribution was key to generate a successful
exit. For instance, an investment was made in a tiny microfinance program. After some
time of the VC’s involvement, this microfinance program became a formal venture. When
it was a formal and structured finance-focused venture, many other VCs and investors
started being attracted. Investor 1 share the following illustration: “This is a very
successful case because it shows the entire development. After our VC firm entered, the
venture passed from being an anonymous idea to a quite sophisticated microfinance
banking functioning across Peru. After reaching this status and reputation, the venture
was sold to one of the most representative financial groups in the region. It was even

favorable for the buyer as it was a strategic purchase”.

Another crucial factor is to identify potential buyers before providing funding, that is to
say, forecasting whether the ventures have potential buyers in the market, thus an exit can
be accomplished without much struggle. The power and capacity of anticipating the

market is something that differentiates a prosperous from a fruitless VC. It is vital to
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determine whether the venture a VC is helping to grow, has potential buyers in the market.
There are numerous attractive ventures out in the market, nevertheless, not all of them

can be easily bought.

Last of all, the management team is another crucial factor to make a successful exit in no
time. According to investor 2, the management team has to be extremely hardworking,
receptive enough to listen to advice from the VC, and unmarried to their venture.
Entrepreneurs should be hard-working due to creating a company comes with time and
sacrifice, secondly, they should objective when it comes to the venture (they should not
forget the idea is to raise the valuation to sell it for as much as the market is willing to
pay) and most importantly, it should be open to receive feedback and consideration from

the VC.

On the other hand, VCs consider some of the factors that most contributed to failure
investments are the conditions of the country where the capital had been placed, the

management team and the timing of investments.

The conditions of the country where capital was placed come with the timing of the
investment. Sometimes there are political, macroeconomic and social variables that can
not be anticipated and foreseen. These are changes not expected by any of the agents
involved in the process. Investor 4 invested in a venture in Turkey when the market
conditions were favorable, specifically when it came to exchanging rate. After some time
the political and macroeconomic conditions changed and the venture went bankrupt as it
could not pay its debt to some of the local banks. Similarly, Investor 1 mentioned a
political crisis and the instability of the market as two factors negatively affecting the
success of a previous investment. After two years of having invested in a Brazilian
venture, a political crisis burst. This crisis caused financing institutions to enter into a

default state which was the beginning of a systematic default (Domino effect).

In regards to BAs, these place great attribution to the transformation and innovativeness
in the market. When BAs invest in a venture that achieves a substantial change in the way
a product/service is bought, then a favorable outcome is expected. Prior to the internet,
regular shoppers used to go to physical locations to purchase their items. After the internet

was invented, physical locations started playing a secondary role and customers, in a high
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proportion, began to get their items on online stores. One more palpable instance was
offered by investor 5. He mentioned that one of the brightest investments could be one
made in a quite innovative venture (Boxisleep) selling mattresses on an online platform.
This venture began adopting a mattress selling model through an online platform. The
product was a high-quality one, however, the key to success was the innovativeness in

the selling and distribution channel.

On the other hand, the conditions of the market and the management team were some of

the failure causes mentioned by BAs.

First of all, the stubbornness and theoretical background of management teams have
caused failure in various investments. These two weaknesses can lead to a blindness
condition in which the management team is not able to clearly see the business
strategy. When two or more members of management teams have contrasting points of
view, there should be a neutral and unbiased leader who is responsible to create a neutral
turf to run behind the venture’s objective. When there is stubbornness in members, there
is not a clear direction of where effort should be mainly put. The latter can be better
described by investor 8 : “Normally the stubbornness and lack of good leadership from
entrepreneurs is something that is fundamental to failure. When there are very stubborn
people, who believe they know everything, know the truth and do not even listen to
investors, there is a great possibility for investee ventures to disappear in no time. This
happened with a venture in which the management team members’ vision was opposite,
at the end of the day, all the capital was thrown away due to of the stubbornness and

blocks to follow the VC'’s guidance”.

Additionally, the individual culture of the entrepreneur was another pivotal element of
previous investments. When management teams are independent, they simply do not
share vital insight with BAs, who are, by far, more knowledgeable. When the venture
enters in a critical stage is when management teams begin sharing the real state of the

venture, unfortunately, the venture is not redeemable at this point.
4.6.8 VCs and BAs’ assessment of the internationalization capacity of a venture.

Questions regarding the internationalization capacity of a funding-seeking venture to BAs

and VCs were asked. Results are displayed in table 17 and 18.
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Table 17: VCs’ assessment of the internationalization capacity of a venture.

\(¢ Ve Ve vC
Colombia Turkey Colombia Turkey
) Affirmative. . ]
Undecided. ) Undecided. Affirmative.
. *Foreign sales . 7
*Licences and patents. L . *Foreign sales *Foreign sales
) *Experience in exporting . . e
*Unique strategy . . *Licences and Patents | *Quality certifications
. to international markets ) 5
*Foreign sales . *Unique strategy *Unique strategy
*Unique strategy
Factors are partly being Factors are being Factors are being Factors are being
considered while taking | considered while taking | considered while taking | considered while taking
investment decisions. investment decisions. investment decisions. investment decisions.
Factors not being Factors are being Factors are being Factors are being
considered for investment | considered for investment | considered for investment | considered for investment
decisions decisions. decisions. decisions.

Surprisingly, only investors 2 and 4 claimed foreign sales, licenses & patents, quality
certifications, experience in exporting in international markets and a unique strategy are
of paramount relevance while taking investment decisions. According to them a venture
with these attributes is so much more likely to get investment from VC than a venture

without them.

The most significant factor amongst them is the foreign sales indicator. This represents
the real potentiality of a product in a foreign market. A product/service being sold in
foreign markets informs the investor about the opportunity in another market. The
receptiveness of the potential customer has already been validated, therefore its
importance. “When a product/service is sold in a foreign market, we could easily say the
door has been opened for the venture to start competing in more serious terms if
intended”(investor 2). Logically, there are many other financial and operative analysis to
be made before determining whether these foreign sales are enough to begin competing

with solid companies that know foreign markets.

Also, aunique strategy seems to attract attention from VCs. A venture with differentiation
in their strategy is able to compete with more solid, knowledgeable and financially studier

ventures, simply because customers appreciate originality and novelty.

Other remarkably vital factors mentioned by VCs are the tenure of a licenses & patents
and exporting experience. The former is crucial since it creates protection from

competitors. Moreover, a venture with a patent would always be competing with an
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advantage over the competition. Lastly, a venture with a patent can generate additional

revenue from the licensing of their patented processes.

Interestingly, investors 1 and 3 provided an indecisive answer. It seems
internationalization has become popular within the entrepreneurial ecosystem and has
misled funding-seeking ventures to adopt an international approach without considering

domestic markets and the sector in which the ventures function.

From the entrepreneur angle, it appears VCs lean towards entrepreneurs who are
motivated and possess previous entrepreneurial and international experience. Only
investor 1 does not consider the international experience as a crucial factor due to he said
he has met multiple entrepreneurs who have not had the opportunity to go abroad, yet are
extremely successful. The international experience of an entrepreneur appears to create
an impact on investment decision-making. An entrepreneur with an international
background simply knows more about international markets than an entrepreneur who
has exclusively been in domestic markets. Moreover, the prior has been able to create a

solid network of contacts.

Concerning previous entrepreneurial experience, a view provided by investor 3 is
presented here: “An entrepreneur who has previous entrepreneurial experience is
someone who has surely failed. After falling down, he has been forced to get on its feet,
therefore, has acquired a different view and attitude against challenges. This is something

that a new entrepreneur does not have from birth”.

Investors 2,3 and 4 consider factors such as the number of BAs and VCs in the country
where the investee venture is, mainly due to the venture might require subsequent
rounds of investment to keep an accelerated growth. Something to the remembered is

that the vast majority of the venture at this stage have previously obtained funding.
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Table 18: BAs’ assessment of the internationalization capacity of a venture.

BA BA BA BA
Colombia Turkey Colombia Turkey
Affirmative Affirmative Affirmative Affirmative
*Licences and patents *Licences and patents | *Experience in exporting | *Licences and patents
*Unique strategy(Quality- *Foreign sales in international markets *Unique strategy
based strategy) *Unique strategy *Quality certification (Marketing)
*Quality certifications (Marketing) *Licences and patents *Quality certifications

Factors are being
considered while taking
investment decisions.

Factors are being
considered while taking
investment decisions.

Factors are being
considered while taking
investment decisions.

Factors are being
considered while taking
investment decisions.

Factors being considered
for investment decisions

Factors being considered
for investment decisions

Factors being considered
for investment decisions

Factors being considered
for investment decisions

Factors such as foreign sales, licenses & patents, experience in exporting in international
markets and a unique strategy are of paramount relevance for BAs assessing investments
opportunities. 100 % of respondents said these factors are being considered while
assessing investment opportunities, therefore funding-seeking ventures counting with

these attributes are more likely to receive capital from BAs in emerging countries.

Investors 5,6,7 and 8 mentioned the tenure of licenses & patents, in fact , investors 5,6,
and 8 ranked this as the most crucial factor. Patents create exclusivity in the market as
the patent holder would be the only venture seizing the benefits. These would not only
positively impact the recognition of the venture in the market in a long-term but would

bring enormous economic benefit for a specific period of time.

Other significant factors being evaluated by BAs are the quality certifications, a unique
strategy (either from a quality-based or a marketing perspective), potentiality of foreign

sales and experience in international markets are ranked accordingly.

Unlike VCs where the tenure of these factors was important but not mandatory, BAs
consider them to be mandatory and binding when it comes to assessing a funding-seeking
venture. BAs both in Turkey and Colombia openly explained that one of the main
objectives was for their investee ventures to quickly grow and compete in international

markets within a relatively short time after funding is received. As evidence, Investor 6
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expressed : “Nowadays with technology and globalization, it would be pointless to invest
in a venture with no intention of going global, no matter the sector in which this is
fucntioning. The factors previously mentioned are the ones that create the “WOW

factor”, that is the factors that would make BAs to get up from their chairs to take a closer

look”.

From the entrepeneur edge, BAs evaluate and are lean towards investing in ventures with
entrepreneurs who are motivated, who have had experience creating company, and who
have international experience in some way. The latter does not mean a venture whose
entrepreneurs do not have any international background will not receiving funding, it
means the absence of any of these factors may negativelyy affect when another venture

is being evaluated.

Like VCs, BAs do consider the number of existing BAs and VCs because posterior
investment rounds are needed. Unlike VCs who might provide the last round of
investment before the venture applies an exit strategy, BAs rest assure that subsequent

rounds of investments are mandatory and required by the investee venture.
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CONCLUSIONS

Even though, the investment-making process and the main criteria considered by
Business Angels and Venture Capitalists while making investment decisions in developed
countries have received consideration by the scientific community, it seems this is not the
case for the same parties in emerging countries. This research aimed to understand three
querys. Firstly, how the decision-making process is conducted, secondly, what the most
relevant factors taken into account during the investment process are, and lastly, if the
internationalization capacity of a venture positively impact the final investment decision
given by Venture Capitalists and Business Angels in emerging economies. By following

the last structure, conlcusions are presented below:
Decision-making process of BAs and VCs

VCs in emerging economies are motivated mainly by financial reasons while BAs lean
towards a more social approach. The latter make investments in ventures primarily due
to their intention to develop the entrepreneurial ecosystem and desire to provide

knowledge, experience, and insight to the venture where they deposit capital in.

VCs tend to specialize in specific industries to make their investment (especially in
Turkey). Conversely, BAs follow a more generalist approach in which specialization is
not visible. The latter might be a result of the origin of these BAs, since they are part of

a network with professionals in a wide range of areas.

While it is true that VCs and BAs in emerging economies follow a quite similar making-
decision process, it is safe to say, the one conducted by BAs is much more informal and
based on subjective factors while compared with the one performed by VCs. This
differentiation is remarkably visible particularly in 4 areas: Amount of available
information, evaluation, the formality of meetings, due diligence, and post-investment

meetings.

Curiously, any of our BAs mentioned the exit as a plausible phase whithin the investment-
making process. This may be a result of the BAs’ well-known interest of adding value.

Further research is required to understand such a though-provoking conduct.
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Despite the size of deal flow generated by VCs, BAs invest more than VCs in emerging

countries with a simple average of 3% (approximately).

Networking is the most relevant source to build deal flow for BAs and VCs in emerging
economies to the same extend. Ventures and management teams who are not well-
connected to agents within the entrepreneurial ecosystem who may refer them to either a
VC or a BA are quite likely to be rejected. Similarly, programs organized by universities
are appealing to both VCs and BAs. To the prior due to the information source and to the
latter due to it is a channel through which investment opportunities are acquired. VCs in
emerging countries do not invest in ventures found in programs organized by universities
because of two main reasons: Their minimum ticket and the stage of the ventures who are

present in this sort of events.

Unlike VCs, BAs respect and place relevance on their online platforms as long as

uploaded potential opportunities meet the pre-established criteria.
Criteria to make investment decisions

Similarly, the most significant factor considered by VCs and BAs in emerging economies
is the management team/entrepreneur. The management team should: Possess a quick
learning capacity, have an openness to receive advice, be fully committed to ventures,
have experience in venture creation and in the industry where the investee venture

operates.

Even though it is universally acknowledged that VCs focus their attention and target
ventures at mature and growth stages, this seems not to be the case for VCs in emerging
countries. According to the sample of this study, VCs in emerging countries can be
defined as multistaged, that is to say, VCs making investments on mature as well as early-
stage companies are found. It is highly probable that the entrepreneurial ecosystems in
emerging economies are not as structured as the ones in developed economies in which a
crystal clear delimitation is found. As opposed to VCs, BAs in emerging countries

specialize in ventures at a seed or early stage.

It is safe to say that VCs invest regionally, however, but they do not invest on a global
scale. It seems the VCs in emerging countries have broken the distance limitation to some

extent: Regionally. Nevertheless, BAs BAs invest only in domestic ventures due to
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distance limits the possibility of adding value, blocks fluent communication between the

management team and BAs, and confines the power of a domestic developed network.

Both VCs and BAs place great importance on the post-investment activities, they both
know this is the point where ventures receive their added value. For VCs, post-investment
activities are structured and rigid meetings in which strategic decisions are taken. On the
other hand, for BAs the post-investment activities are more flexible and more

concentrated on daily activities.
Internationalization Capacity

For VCs, the internationalization capacity of a venture is crucial yet not mandatory. There
are certain factors that might undervalue the internationalization capacity of a venture.
It’s a well-known fact that the venture universe is immense, therefore, this research
concludes the internationalization capacity is crucial for ventures in certain domains and
fields. (Research investigating in which areas and domains does the internationalization
capacity of a company have importance). Internationalization has misled entrepreneurs
when they pitch their businesses to VCs as they are avoiding more crucial scenarios, for

instance, the domestic market.

Conversely, for BAs, the internationalization capacity of a venture is mandatory from
every point of view. Ventures with the potentiality of foreign sales, licenses, quality
certifications, experience in international exporting, a unique strategy, leaders with
international exposure and experience in venture creation, and operating in markets with

a decent amount of other VCs and BAs are more prone to receive capital.
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RECOMENDATIONS FOR FUTURE RESEARCH

Due to limitations of time, only few BAs and VCs were met, therefore, the researcher
recommends to replicate this same research by using a bigger sample. Moreover, this
research was focused on understanding the investment-making process, the criteria used
by BA and VCs, and the internationalionalization capacity of ventures in only two
emerging countries (namely Turky and Colombia). It would be extremely useful to
understand how these processes are carried out in other emerging countries from other
latitudes such as economies in Africa and Asia. After such research is conducted,
entrepreneurs leading ventures in emerging economies, would be more prone to get

funding from either BAs or VCs in their respective geographies.

Lastly, special attention should be paid to understanding whether BAs in emerging
countries consider the “exit” as a plausible phase within the investment-making process,

or due to their more value adding objectives, this is not a phase being considered.

101



REFERENCES
Books

BAINES, P., Fill, C., & Page, K. (2013). Essentials of marketing. Oxford University
Press

CAVUSGIL, S. T., Knight, G. A., & Riesenberger, J. R. (2013). 4 framework for
international business. Pearson

CANNELL, C. F., & Kahn, R. L. (1968). Interviewing. The handbook of social
psychology, 2, 526-595.

CYERT, R. M., & March, J. G. (1963). A behavioral theory of the firm. Englewood Cliffs,
NJ, 2, 169-187.

GILLESPIE, K., & Hennessey, H. D. (2010). Global marketing. Cengage Learning.

GRUNIG, R., & Morschett, D. (2012). Configuring the value creation process and
determining the operation modes. In Developing International Strategies (pp.
297-322). Springer, Berlin, Heidelberg.

HILL, C. (1999). Competing in the global marketplace. Boston: IM Hill, Ed.

HOLSTI, 0. R. (1968), "Content Analysis," in The Handbook of Social Psychology, Vol.
2, eds. G. Lindzey and E. Aronson, Reading, Mass.: Addison-Wesley.

KIEFER, L., & Steve, C. (2005). Global marketing management. Changes, Challenges
and New Strategies. 1st edition. England: Oxford University Press.

KNIGHT, G. (1996). Born global. Wiley International Encyclopedia of Marketing
Meyer-Stamer, J. (2005). Technology, competitiveness and radical policy change: The
case of Brazil. Routledge.

RAMSINGHANI, M. (2014). The business of venture capital: insights from leading
practitioners on the art of raising a fund, deal structuring, value creation,
and exit strategies. John Wiley & Sons

ROQT, F. R. (1987). Entry strategies for international markets (pp. 22-44). Lexington,
MA: Lexington books.

102



Periodic Publications

ACS, Z. ]., Desai, S., & Hessels, J. (2008). Entrepreneurship, economic development and
institutions. Small business economics, 31, 219-234.
https://doi.org/10.1007/s11187-008-9135-9.

AERNOUDT, R. (1999). Business Angels: Should they fly on their own wings?, Venture
Capital, 1:2, 187-195. http://dx.doi.org/10.1080/136910699295965

AIZENMAN, J., & Kendall, J. (2008). The internationalization of venture capital and
private equity (No. w14344). National Bureau of Economic Research.

AMORNSIRIPANITCH, N., Gompers, P. A., & Xuan, Y. (2017). More than money:
Venture capitalists on boards. Available at SSRN 2586592.

AMOROS, J. E., Basco, R, & Romani, G. (2016). Determinants of early
internationalization of new firms: The case of Chile. International
Entrepreneurship and Management Journal, 12(1), 283-307.

ARANGO, V. L., & Durango, G. M. (2014). Private equity y venture capital:
diferenciacion y principales caracteristicas, Magazine: Clio América, 8, 173
— 184.

ARIAS, A., & Penia, 1. (2004). Las pymes manufactureras de la CAPV ante el reto de la
internacionalizacién. Ekonomiaz, 55(1), 146—169.

BOOCOCK, G & Woods, M. 1997, 'The Evaluation Criteria Used by Venture Capitalists:
Evidence from The UK Venture Fund', International Small Business Journal,
vol. 16, no. 1, pp. 36-57.

BOSMA, N., Van Stel, A., & Suddle, K. (2008). The geography of new firm formation:
Evidence from independent start-ups and new subsidiaries in the
Netherlands. International Entrepreneurship and Management Journal, 4(2),
129-146.

BRUTON, G. D., Ahlstrom, D., & Puky, T. (2009). Institutional differences and the
development of entrepreneurial ventures: A comparison of the venture capital
industries in Latin America and Asia. Journal of International Business
Studies, 40(5), 762-778.

BRUTON, G., Khavul, S., Siegel, D. and Wright, M. (2015), New Financial Alternatives
in Seeding Entrepreneurship: Microfinance, Crowdfunding, and Peer-to-Peer

Innovations.  Entrepreneurship Theory and Practice, 39: 9-26.
doi:10.1111/etap.12143

BURGEL, O., & Murray, G. C. (2000). The international market entry choices of start-
up companies in high-technology industries. Journal of International

Marketing, 8(2), 33-62.

BYGRAVE, W. D., & Timmons, J. (1992). Venture capital at the crossroads.

103



CARPENTIER, C., & Suret, J. M. (2015). Angel group members' decision process and
rejection criteria: A longitudinal analysis. Journal of Business
Venturing, 30(6), 808-821.

CAVUSGIL, S. T. (1980). On the internationalization process of firms. European
research, 8, 273-281.

CAVUSGIL, S. T., Knight, G. A., & Riesenberger, J. R. (2013). 4 framework for
international business. Pearson.

CHEN, X. P., & Chen, C. C. (2004). On the intricacies of the Chinese guanxi: A process
model of guanxi development. 4Asia Pacific Journal of Management, 21(3),
305-324.

CHETTY, S. K. (1999). Dimensions of internationalisation of manufacturing firms in the
apparel industry. European Journal of Marketing, 33(1/2), 121-142.

CHETTY, S., & Campbell-Hunt, C. (2004). A strategic approach to internationalization:
a traditional versus a “born-global” approach. Journal of International
marketing, 12(1), 57-81.

COUNCIL, A. M. (1993). Emerging exporters: Australia's high value-added
manufacturing exporters. Melbourne: Australian Manufacturing Council.

DE CLERCQ, D., Fried, V. H., Lehtonen, O., & Sapienza, H. J. (2006). An entrepreneur's
guide to the venture capital galaxy. Academy of Management
Perspectives, 20(3), 90-112.

DHANARAJ, C., & Beamish, P. W. (2003). A resource-based approach to the study of
export performance. Journal of small business management, 41(3), 242-261.

DIMITRATOS, P., Amor6s, J. E., Etchebarne, M. S., & Felzensztein, C. (2014). Micro-
multinational or not? International entrepreneurship, networking and learning
effects. Journal of Business Research, 67(5), 908-915.

DROVER, W., Busenitz, L., Matusik, S., Townsend, D., Anglin, A., & Dushnitsky, G.
(2017). A review and road map of entrepreneurial equity financing research:
venture capital, corporate venture capital, angel investment, crowdfunding,
and accelerators. Journal of Management, 43(6), 1820-1853.

DUXBURY, L., Haines, G., & Riding, A. (1996). A personality profile of Canadian
informal investors. Journal of Small Business Management, 34(2), 44.

FEDERICO,J. S., Kantis, H. D., Rialp, A., & Rialp, J. (2009). Does entrepreneurs' human
and relational capital affect early internationalisation? A cross-regional
comparison. European Journal of International Management, 3(2), 199-215.

FREEAR, J. and Wetzel, W.E., (1990). Who Bankrolls High-Tech Entreprencurs?
Journal of Business Venturing, 5: 77-89.

104



FRIED, V., & Hisrich , R. (1994). Toward a Model of Venture Capital Investment
Decision Making. Financial Management. 23. 28-37.

GILLIGAN, J., & Wright, M. (2014). Private equity demystified: An explanatory guide.

GOMPERS, P. A. (1996). Grandstanding in the venture capital industry. Journal of
Financial economics, 42(1), 133-156.

GOMPERS, P., Gornall, W., Kaplan, S. N., & Strebulaev, I. A. (2016). How do venture
capitalists make decisions? (No. w22587). National Bureau of Economic
Research.

GUPTA, V. K., Guo, C., Canever, M., Yim, H. R., Sraw, G. K., & Liu, M. (2014).
Institutional environment for entrepreneurship in rapidly emerging major
economies: the case of Brazil, China, India, and Korea. International
Entrepreneurship and Management Journal, 10(2), 367-384.

HAINES Jr, G. H., Madill, J. J., & Riding, A. L. (2003). Informal investment in Canada:
financing small business growth. Journal of Small Business &
Entrepreneurship, 16(3-4), 13-40.

HALL, J., & Hofer, C. W. (1993). Venture capitalists' decision criteria in new venture
evaluation. Journal of business venturing, 8(1), 25-42.

HELLMAN, T., & Puri, M. (2002). Venture Capital and the Professionalization of
StartUp Firms: Empirical Evidence, Journal of Finance.

HELLMAN, T., Puri, M. (2015). The Interaction between Product Market and Financing
Strategy: The Role of Venture Capital. The Review of Financial Studies, 13,
959-984, https://doi.org/10.1093/rfs/13.4.959

HILL, C. (2008). International business: Competing in the global market place. Strategic
Direction, 24(9).

HORTA, R. (2015). Algunos determinantes internos y externos del resultado exportador
a nivel de firma: analisis de empresas agroindustriales uruguayas. Cuaderno
de economia, (1).

HUDSON, E. (2005). A review of research into venture capitalists' decision making:
Implications for entrepreneurs, venture capitalists and researchers. Journal of
Economic and Social Policy, 10(1), 3.

HUDSON, E., & Evans, M. (2005). An international comparison of the valuation methods
and techniques used by Australian VCs in the appraisal of new

ventures. Journal of Economic and Social Policy, 10(1), 4.

JENG, L. A., & Wells, P. C. (2000). The determinants of venture capital funding:
evidence across countries. Journal of corporate Finance, 6(3), 241-289.

105



JOHANSON, J., & Vahlne, J. E. (1977). The internationalization process of the firm—a
model of knowledge development and increasing foreign market
commitments. Journal of international business studies, 8(1), 23-32.

JOHANSON, J, & Vahlne, J. E. (1990). The mechanism of
internationalisation. International marketing review, 7(4).

JOHANSON, J., & Wiedersheim-Paul, F. (1975). The internationalization of the firm—
four Swedish cases. Journal of management studies, 12(3), 305-323.

JONES, M. V., & Coviello, N. E. (2005). Internationalisation: conceptualising an
entrepreneurial process of behaviour in time. Journal of International
Business Studies, 36(3), 284-303.

KAPLAN, S. N., & Schoar, A. (2005). Private equity performance: Returns, persistence,
and capital flows. The journal of finance, 60(4), 1791-1823.

KAPLAN, S. N., & Stromberg, P. (2008). Leveraged buyouts and private equity. National
Bureau of Economic Research. 23, 121-146.

KAPLAN, S. N., Sensoy, B. A., & Stromberg, P. (2009). Should investors bet on the
jockey or the horse? Evidence from the evolution of firms from early business
plans to public companies. The Journal of Finance, 64(1), 75-115.

KAPLAN, S.N. & Stromberg, P. (2003). Financial contracting theory meets the real
World: An empirical analysis of venture capital constracts. The review of
economic studies. 70(2), 281-315.

KARRA, N., Phillips, N., & Tracey, P. (2008). Building the born global firm: developing
entrepreneurial capabilities for international new venture success. Long
Range Planning, 41(4), 440-458.

KEEN, C., & Wu, Y. (2011). An ambidextrous learning model for the internationalization
of firms from emerging economies. Journal of International
Entrepreneurship, 9(4), 316-339.

KELLY, P. (2007). 12 Business angel research: The road traveled and the journey ahead.
Handbook of research on venture capital, 1, 315.

KHAN, A. M. (1987). Assessing venture capital investments with noncompensatory
behavioral decision models. Journal of Business Venturing, 2(3), 193-205.

KNIGHT, G. (1996). Born global. Wiley International Encyclopedia of Marketing.

KNIGHT, G. (2000). Entrepreneurship and marketing strategy: The SME under
globalization. Journal of international marketing, 8(2), 12-32.

LAMOTTE, O., & Colovic, A. (2015). Early internationalization of new ventures from

emerging countries: the case of transition economies. M@ n(@ gement, 18(1),
8-30.

106



LEONIDOU, L. C., Katsikeas, C. S., & Samiee, S. (2002). Marketing strategy
determinants of export performance: a meta-analysis. Journal of Business
research, 55(1), 51-67.

LUNSFORD, T. R., & Lunsford, B. R. (1995). The research sample, part I:
sampling. JPO: Journal of Prosthetics and Orthotics, 7(3), 17A.

LUO, Y., & Tung, R. L. (2007). International expansion of emerging market enterprises:
A springboard perspective.

MACKENZIE, N., & Knipe, S. (2006). Research dilemmas: Paradigms, methods and
methodology. Issues in educational research, 16(2), 193-205.

MACMILLAN, I. C,, Siegel, R., & Narasimha, P. S. (1985). Criteria used by venture
capitalists to evaluate new venture proposals. Journal of Business
venturing, 1(1), 119-128.

MADRID GUIJARRO, A., & Garcia Pérez De Lema, D. (2004). Influencia del tamafto,
la antigliedad y el rendimiento sobre la intensidad exportadora de la pyme
industrial espafiola.

MAINELA, T., Puhakka, V., & Servais, P. (2014). The concept of international
opportunity in international entrepreneurship: a review and a research
agenda. International journal of management reviews, 16(1), 105-129.

MARCH, J. G. (1991). Exploration and exploitation in organizational
learning. Organization science, 2(1), 71-87.

MASON, C. M., & Harrison, R. T. (1996). Informal venture capital: a study of the
investment process, the post-investment experience and investment
performance. Entrepreneurship & Regional Development, 8(2), 105-126.

MASON, C. M., & Harrison, R. T. (2000). The size of the informal venture capital market
in the United Kingdom. Small Business Economics, 15(2), 137-148.

MASON, C. M., & Harrison, R. T. (2002). Is it worth it? The rates of return from informal
venture capital investments. Journal of Business Venturing, 17(3), 211-236.

MASON, C., & Harrison, R. (1999). Venture Capital, rationale, aims and scope. Venture
Capital Journal 1, no 1, 1-47.

MASON, C., & Stark, M. (2004). What do investors look for in a business plan? A
comparison of the investment criteria of bankers, venture capitalists and
business angels. International small business journal, 22(3), 227-248.

MASON, C., Botelho, T., & Harrison, R. (2016). The transformation of the business angel

market: empirical evidence and research implications. Venture Capital, 18(4),
321-344.

107



MASON, C.M. (2009).Public policy support for the informal venture capital market in

Europe: a critical review’, International Small Business Journal, 27 (5), 536-
556.

MATHEWS, J. A., & Zander, 1. (2007). The international entrepreneurial dynamics of
accelerated  internationalisation. Journal — of  international  business
studies, 38(3), 387-403.

MAXWELL, A. L., Jeffrey, S. A., & Lévesque, M. (2011). Business angel early stage
decision making. Journal of Business Venturing, 26(2), 212-225.

MCDOUGALL, P. P. (1989). International versus domestic entrepreneurship: new
venture strategic behavior and industry structure. Journal of Business
Venturing, 4(6), 387-400.

MCDOUGALL, P. P., & Oviatt, B. M. (2000). International entrepreneurship: the
intersection of two research paths. Academy of management Journal, 43(5),
902-906.

MCDOUGALL, P. P., Oviatt, B. M., & Shrader, R. C. (2003). A comparison of
international and domestic new ventures. Journal of international
entrepreneurship, 1(1), 59-82.

METRICK, A., & Yasuda, A. (2010). The economics of private equity funds. The Review
of Financial Studies, 23(6), 2303-2341.

MIHAILOVA, I., Shirokova, G., & Laine, 1. (2015). New venture internationalization
from an emergent market: unexpected findings from Russia. Journal of East-
West Business, 21(4), 257-291.

MONICA. & SHARMA, A.K., (2015). Venture Capitalists’ Investment Decision Criteria
for New Ventures: A Review. Procedia - Social and Behavioral Sciences.
189: 465-470. https://doi.org/10.1016/j.sbspro.2015.03.195

MORROW, J. F. (1988). International entrepreneurship: A new growth opportunity. New
Management, 3(5), 59-61.

MURRAY, G. C. (1995). Evolution and change: an analysis of the first decade of the UK
venture capital industry. Journal of Business Finance & Accounting, 22(8),
1077-1106.

NOWINSKI, W., & Rialp, A. (2013). Drivers and strategies of international new ventures
from a Central European transition economy. Journal for East European
Management Studies, 191-231.

OVIATT, B. M., & McDougall, P. P. (1994). Toward a theory of international new
ventures. Journal of international business studies, 25(1), 45-64.

OVIATT, B. M., & McDougall, P. P. (2005). Defining international entrepreneurship and

modeling the speed of internationalization. Entrepreneurship theory and
practice, 29(5), 537-554.

108



PAUL, S., & Whittam, G. (2010). Business angel syndicates: an exploratory study of
gatekeepers. Venture Capital, 12(3), 241-256.

PAUL, S., Whittam, G., & Wyper, J. (2007). Towards a model of the business angel
investment process. Venture Capital, 9(2), 107-125.

PETTY, J. S., & Gruber, M. (2011). “In pursuit of the real deal”: A longitudinal study of
VC decision making. Journal of Business Venturing, 26(2), 172-188.

POLITIS, D. (2008) Business angels and value added: what do we know and where do
we go?, Venture Capital, 10:2, 127-147. DOI: 10.1080/13691060801946147.

PRANGE, C., & Verdier, S. (2011). Dynamic capabilities, internationalization processes
and performance. Journal of World Business, 46(1), 126-133.

RAMACHANDRAN, K., & Ramnarayan, S. (1993). Entrepreneurial orientation and
networking: Some Indian evidence. Journal of Business Venturing, 8(6), 513-
524,

REHM, F. M. (2016). Sources of financing and performance metrics in early-stage start-
ups.

RICHARD T. Bliss (1999) A venture capital model for transitioning economies: The case
of Poland, Venture Capital, 1:3, 241-257, DOI: 10.1080/136910699295884.

RIQUELME, H. & Rickards, T. 1992, 'Hybrid Conjoint Analysis: An Estimation Probe
in New Venture Decisions', Journal of Business Venturing, vol. 7, pp. 505-
18.

ROBINSON Jr, R. B. (1987). Emerging strategies in the venture capital industry. Journal
of Business Venturing, 2(1), 53-77.

RODRIGUEZ, J. A. A., & Donoso, V. D. (2000). Modelizacién del comportamiento de
la empresa exportadora espanola. ICE, Revista de Economia, (788).

ROMANELLO, R., & Chiarvesio, M. (2017). Turning point: when born globals enter
post-entry stage. Journal of International Entrepreneurship, 15(2), 177-206.

ROSTAMZADEH, R., Ismail, K., & Zavadskas, E. K. (2014). Multi criteria decision
making for assisting business angels in investments. Technological and
Economic Development of Economy, 20(4), 696-720.

SAHLMAN, William A., (1990), The structure and governance of venture-capital
organizations, Journal of Financial Economics, 27, issue 2, p. 473-521.

SAHU, R., Nath, A., & Banerjee, P. (2009). Trends in Private Equity and Venture Capital

Investments with Special Focus on the Booming India Growth Story, Journal
of international commercial law and technology, 4, 128 — 142.

109



SANDBERG, W. R., Schweiger, D. M., & Hofer, C. W. (1988). The use of verbal
protocols in determining venture capitalists’ decision
processes. Entrepreneurship theory and practice, 13(1), 8-20.

SEKLIUCKIENE, J., Sedziniauskiene, R., & Viburys, V. (2016). Adoption of Open
Innovation in the Internationalization of Knowledge Intensive
Firms. Engineering Economics, 27(5), 607-617.

SHARMA, A. K. (2015). Venture Capitalists’ Investment decision criteria for new
ventures: A Review. Procedia-Social and Behavioral Sciences, 189, 465-
470.

SILVER, A. D. (1985). Venture capital: the complete guide for investors. John Wiley &
Sons Inc.

SOHL, J. (2012). The changing nature of the angel market. The handbook of research on
venture capital, 2, 17-41.

TYEBIJEE, T. T., & Bruno, A. V. (1984). A model of venture capitalist investment
activity. Management science, 30(9), 1051-1066.

TEKER, S., & Teker, D. (2016). Venture capital and business angels: Turkish case.
Procedia-Social and Behavioral Sciences, 235, 630-637.

UNGER, J. M., Rauch, A., Frese, M., & Rosenbusch, N. (2011). Human capital and
entrepreneurial success: A meta-analytical review. Journal of business
venturing, 26(3), 341-358.

VAN OSNABRUGGE, M. (1998). Do serial and non-serial investors behave differently?:
An empirical and theoretical analysis. Entrepreneurship Theory and
Practice, 22(4), 23-42.

VAN OSNABRUGGE, M. (2000). A comparison of business angel and venture capitalist
investment procedures: an agency theory-based analysis. Venture Capital: An
international journal of entrepreneurial finance, 2(2), 91-109.

VERWAAL, E., & Donkers, B. (2002). Firm size and export intensity: Solving an
empirical puzzle. Journal of International Business Studies, 33(3), 603-613.

WETZEL, W. E. (1983). Angels and informal risk capital. Sloan management review,
24(4), 23-34.

WINTON, A & Yerramilli, V. (2008). Entrepreneurial finance: Banks versus venture
capital. Journal of Financial Economics 88. 51-79

WONG, A., Bhatia, M., & Freeman, Z. (2009). Angel finance: the other venture capital.
Strategic change, 18(7-8), 221-230.

WRIGHT, M., & Robbie, K. (1998). Venture capital and private equity: A review and
synthesis. Journal of Business Finance & Accounting, 25(5 & 6), 521-570.

110



WRIGHT, R. W., & Ricks, D. A. (1994). Trends in international business research:
Twenty-five years later. Journal of International Business Studies, 25(4),
687-701.

YAMAKAWA, Y., Peng, M. W., & Deeds, D. L. (2008). What drives new ventures to
internationalize from emerging to developed economies?. Entrepreneurship
theory and practice, 32(1), 59-82.

YAMAKAWA, Y., Peng, M. W., & Deeds, D. L. (2008). What drives new ventures to
internationalize from emerging to developed economies?. Entrepreneurship
theory and practice, 32(1), 59-82.

ZACHARAKIS, A. L., McMullen, J. S., & Shepherd, D. A. (2007). Venture capitalists'
decision policies across three countries: an institutional theory
perspective. Journal of International Business Studies, 38(5), 691-708.

ZAHRA, S. A., & George, G. (2002). International entrepreneurship: The current status
of the field and future research agenda. Strategic entrepreneurship: Creating
a new mindset, 255-288.

ZAHRA, S. A, Ireland, R. D., & Hitt, M. A. (2000). International expansion by new
venture firms: International diversity, mode of market entry, technological
learning, and performance. Academy of Management journal, 43(5), 925-
950.

Z0U, S., & Stan, S. (1998). The determinants of export performance: a review of the
empirical literature between 1987 and 1997. International marketing
review, 15(5), 333-356.

Other sources

AZUAYI, R. (2016). Internationalization Strategies for Global Companies: A Case Study
of Arla Foods. Journal of Accounting and Marketing.

BAIN & COMPANY
https://psik.org.pl/images/publikacje-i-raporty---
publikacje/BAIN_ REPORT Global Private Equity Report 2017.pdf
Date Accessed: 03.08.2018

BRACH, J., & Naudé, W. (2012). International entrepreneurship and technological
capabilities in the Middle East and North Africa.

BRAIT : Annual report (2010)
http://brait.investoreports.com/brait_ar 2010/introduction/the-business-of-
brait/
Date Accessed: 03.05.2018

BYGRAVE, W., D. & Timmons, J. Venture Capital at the Crossroads (1992). University
of Illinois at Urbana-Champaign's Academy for Entrepreneurial Leadership

111



Historical Research Reference in Entrepreneurship. Available at SSRN:
https://ssrn.com/abstract=1496172

COHEN, J. (2013). A Brief History of Venture Capital.
https://www.financialpoise.com/a-brief-history-of-venture-capital/
Date Accessed: 01.02.2018

COLCAPITAL
https://es.calameo.com/read/00415202053ec7ce620db
Date Accessed: 01.02.2018

COLIN, N. (2016). 4 Brief History of the World (of Venture Capital).
https://salon.thefamily.co/a-brief-history-of-the-world-of-venture-capital-
65a8610e7dc2
Date Accessed: 01.02.2018

CRISCUOLO, C., & Wilson, K. (2013). Role of High-Growth Firms in Catalysing
Entrepreneurship and Innovation. forthcoming OECD Science, Technology
and Industry Working Paper, OECD: Paris.

ENTREPRENEUR.
https://www.entrepreneur.com/encyclopedia/bank-loans
Date Accessed: 14.11.2017

ENTREPRENEUR
https://www.entrepreneur.com/answer/222052
Date Accessed: 24.06.2018

EUROPEAN Private Equity and Venture Capital Association (EVCA).
https://www.investeurope.eu/.
Date Accessed: 24.06.2017

EUROPEAN Business Angels Network. (2016). EBAN Statistics Compendium.
http://www.eban.org/wp-content/uploads/2017/11/Statistics-Compendium-
2016-Final-Version.pdf
Date Accessed: 15.03.2019

FORESTNER, M. (2015). Understanding private equity.
https://www.mercer.com/our-thinking/understanding-private-equity-a-

primer.html
Date Accessed: 07.10.2017

FOREMSKI, T. (2008). Out and about. Entrepreneurs talking about recession: are angel
investors in  trouble.  Silicon Valley = Watcher.  http://www.
siliconvalleywatcher. ~ com/mt/archives/2008/04/out_about emtre.  php
(accessed 26 June 2008).

GLOBAL Turk Capital (2017).
https://www.empea.org/events/recap-3rd-annual-executive-briefing-private-

equity-turkey-environs/

112



Date Accessed: 15.03.2019

HOLLSTEN, L. (2016). Framework for an Internationalization Strategy: Case: Company
X.

KAUFFMAN Foundation
http://www.kauffman.org/what-we-do/resources/entrepreneurship-policy-
digest’/how-entrepreneurs-access-capital-and-get-funded
Date Accessed: 14.11.2017

LERNER, J. & Gurung, A. (2008), ‘Globalization of Alternative Investments’, Working
Papers vol. 1,The Global Impact of Private Equity Report 2008 (Geneva:
World Economic Forum).

MARSTON, P.(n.d.). How Does Crowdfunding Differ to P2P Lending?.
https://fleximize.com/articles/006773/crowdfunding-and-peer-to-peer-
lending
Date Accessed: 14.11.2017

MASUM, M., & Fernandez, A. (2008). Internationalization Process of SMEs: Strategies
and Methods. Thesis

MURRAY, J. (2016). Why Do Banks Say No to Business Startup Loans?.
https://www.thebalance.com/why-do-banks-say-no-to-business-startup-
loans-398025
Date Accessed: 14.11.2017

NATIONAL Venture Capital Association (NVCA)
http://www.nvca. org/index.php?option=com_content&view=article&id=11
9&Itemid=621
Date Accessed: 24.06.2017

NATIONAL Venture Capital Association. 2016 NVCA yearbook.
http://nvca.org/research/stats-studies/.
Date Accessed: 14.04.2018

NELSON Gray. (2015). What is a business angel?
http://nelsongray.com/angels/what-are-business-angels/.
Date Accessed: 01.11.2017

NEW Zealand Government
https://www.nzte.govt.nz/common/direct-and-indirect-exporting
Date Accessed: 05.04.208

ORGANISATION for Economic Co-operation and Development (OECD)
http://mneguidelines.oecd.org/MNE-Annual-Report-2013-Summary.pdf
Date Accessed: 17.03.2018

PARLABENE, L. (2012). Market entry strategy for the Chinese market on the example
of Volkswagen. GRIN Verlag.

113



REFERENCE
https://www.reference.com/business-finance/international-company-
b482a9¢f8606a30b
Date Accessed: 05.05.2018

ROALDSNES, T. (2017). The Charismatic Entrepreneur-Personal behaviors in
entrepreneurs for attracting angel investment(Master's thesis). Thesis

RUTA N.
https://www.rutanmedellin.org/es/nosotros
Date Accessed: 16.10.2017

STRADERS
https://www.ig.com/se/nyheter-och-trading-ideer/andra-nyheter/top-10-
emerging-market-economies-190117
Date Accessed: 12.04.2019

SUAREZ, S. M., Olivares, A., & Galvan, 1. (2002). La expansion de mercados de
exportacion y el tamafio empresarial: El caso de la empresas exportadoras

canarias. Informacion Comercial Espariola, ICE: Revista de economia, (802),
83-98.

UK Business Angels Association
https://www.ukbaa.org.uk/wp-content/uploads/2015/09/Overview-
Establishing-Operating-a-Business-Angel-Syndicate.pdf
Date Accessed: 14.04.2018

UNSAL, S. (2018).
https://blog.startups.watch/turkish-startup-ecosystem-year-in-review-2018-
event-cb2e¢956¢9947
Date Accessed: 15.03.2019

WELLS, W. A., "Venture Capital Decision Making," unpublished doctoral dissertation,
Carnegie-Mellon University, 1974. Thesis

WIENS, J., Masterson, J. (2015). How Entrepreneurs Access Capital and Get Funded.

WORLD BANK. (2013).Crowdfunding’s potential for the developing world.
https://www.infodev.org/infodev-files/wb_crowdfundingreport-v12.pdf
Date Accessed: 14.02.2019

WORLD BANK
http://microdata.worldbank.org/index.php/home
Date Accessed: 22.06.2018

WORLD Business Angels Investment Forum
http://www.wbaforum.org/wp-content/uploads/2016/08/03-Latin-America-
2015.pdf

Date Accessed: 20.10.2017

WORLD Economic Forum

114



https://www.weforum.org/agenda/2014/12/6-ways-governments-can-
encourage-entrepreneurship/.
Date Accessed: 15.10.2017

115



CURRICULUM VITAE

Gerardo Cardenas Blanco is a Colombian citizen born in October 1990, in Bogota.
Graduated from the San Luis Gonzaga School, finished his Bachelor of Marketing and
International Logistics at the University of Sabana (Colombia). Until 2014, Mr. Cardenas
worked as Commerce and Logistics analyst in the Phillip Morris Corporation. Involved

in marketing and logistics domains, he has worked for several private companies.

Mr. Cardenas started his studies in Sakarya University in 2016 after completing one year
of Turkish preparatory class. It is worth to be mentioned that he has played a role in a

technology manufacturer facilitating trade relations between Latin America and Turkey.

116





