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approach utilizing literature and through a quantitative analysis.  
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Tämä tutkimus tarkastelee, miten ulkomaille tehtyjen pääomasijoitusten osuus vaikuttaa 

pääomasijoitusrahaston tuottoon, ja miten rahaston koko sekä syndikaatio moderoivat tätä 

suhdetta. Lisäksi työssä tarkastellaan, miten toiseen maanosaan tehdyt pääomasijoitukset 

vaikuttavat rahaston suorituskykyyn. Tutkimuskysymykseen vastataan sekä teorian kautta 

kirjallisuutta hyödyntäen että kvantitatiivisen analyysin avulla.  

 

Teoriakatsaus selostaa, miten pääomasijoitustoiminta on kansainvälistynyt 90-luvun puolivälistä 

lähtien, ja mitkä ovat keskeiset syyt sekä esteet kansainväliseen pääomasijoitustoimintaan. 

Teoriakatsaus myös ruotii rahaston tuottoon vaikuttavia seikkoja ja erittelee kansainvälisen 

pääomasijoitustoiminnan seurauksia sekä rahaston että kohdeyrityksen näkökulmasta.  

 

Kirjallisuuskatsaus antoi syytä arvioida, että suurempi osuus ulkomaille tehtyjä 

pääomasijoituksia vaikuttaisi positiivisesti rahaston tuottoon niin että rahaston koko ja 

syndikaatio moderoisivat tätä vaikutusta. Lisäksi toisiin maanosiin tehtyjen pääomasijoitusten 

oletettiin laskevan rahaston suorituskykyä.  

 

Hypoteesit testattiin käyttämällä 211 pääomasijoitusrahaston maailmanlaajuista otosta vuosilta 

2007–2009. Rahastoja seurattiin vuoden 2015 loppuun asti. Heckman korjattu otos käsitti 250 

pääomasijoitusrahastoa. 

 

Tärkeimmät tulokset osoittavat, että ulkomaille tehdyt pääomasijoitukset vaikuttavat 

negatiivisesti rahaston tuottoon rahaston koon moderoiden tätä suhdetta niin, että suuremmat 

rahastot ovat vähemmän alttiita negatiivisille vaikutuksille. Syndikaatio ei merkitsevästi 

vaikuttanut tähän suhteeseen. Toiseen maanosaan tehdyt pääomasijoitukset vaikuttivat niin ikään 

negatiivisesti rahaston suorituskykyyn.  

 

Tutkimuksen suurimmat rajoitukset liittyvät datan kattavuuteen sekä rahastojen otoksen 

kapeahkoon aikaväliin. Tutkimus antaa syytä uskoa, että pääomasijoittajien tulisi olla varovaisia 
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tutkia, miten eri maantieteellisillä alueilla vastaava ilmiö on mallinnettavissa rahastotasolla, ja 

miten eri syyt kansainvälisten pääomasijoitusten takana vaikuttavat sijoitukseen ja sen tuottoon.  
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1. Introduction 

1.1 Background 

Traditionally venture capital has been quite a localized business with portfolio 

companies and investors interacting in close proximity to each other (Sorenson & Stuart, 

2001). Over the course of time globalization, faster and more convenient transportation 

and new technologies have diminished the relevance of national borders. Both new and 

existing companies want to capitalize in as many markets as possible. Venture capital 

investments are no different and they have become increasingly international, while 

cross-border venture capital investments have started becoming more popular ever since 

the mid-1990s (Wang & Wang, 2012). However, the cross-border investments have their 

own benefits and challenges that stem from the differences between the two 

marketplaces.  

 

While being a relatively new phenomenon and thus a branch of study, the amount of 

research concerning cross-border venture capital investing is fairly limited. The research 

concerning both deal and fund level cross-border venture capital has mostly focused 

around risk-sharing (Meyer & Shao, 1995; Wright et al., 2005), equity flows (Aizenman 

& Kendall, 2008; Schertler & Tykvova, 2008), syndication (Mäkelä & Maula, 2006; 

Schertler & Tykvová, 2006), country-attractiveness (Groh et al., 2015), 

internationalization (Fernhaber & McDougall-Covin, 2009; Hall & Tu, 2003; Mäkelä & 

Maula, 2005) and cultural factors (Bottazzi et al., 2016; Dai & Nahata, 2016).  

 

Furthermore concerning the topic of this thesis overall venture capital fund performance 

has been researched (Lossen, 2006; McKenzie & Janeway, 2011; Phalippou & Zollo, 

2006) and also individual deals have been studied from an international viewpoint 

(George et al., 2005; Guo & Jiang, 2013; Zahra et al., 2007). However, the main raison 

d'être for this thesis stems from the fact that rarely – if ever – have the effects of cross-

border venture capital investments on the individual fund performance been 

quantitatively and comprehensively studied.  
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This thesis will contribute to the research of cross-border venture capital investments in 

quantitatively studying the performance of venture capital funds based on their level of 

cross-border investments. The motivation behind the thesis is to study whether venture 

capital funds with a higher share of cross-border investments have stronger performance 

as a result. The results will help understand whether cross-border investments are 

beneficial for the venture capital fund performance.  

 

 

 

1.2 Research Objective and Questions 

The main research question of this thesis is: 

How does the level of cross-border venture capital investments in a fund affect its 

performance? 

 

The research objectives are: 

1. To systematically review current academic research about cross-border venture 

capital investments and fund performance 

2. To quantitatively analyze how the level of cross-border venture capital 

investments in different funds affect the performance of the funds 

 

 

 

1.3 Research Design, Methodology and Scope 

1.3.1 Research Design and Method 

The research design is as follows. Firstly a literature review is formed in order to answer 

the research question from an academic viewpoint. A theoretical study is used in order to 

understand the topic of the research better. Based on the review hypotheses are 

formulated and quantitative approach is used to test the hypotheses. Two different 

databases are combined to create the data. First of all, funds are selected from a database 

and filtered. Then their corresponding venture capital deals are studied for share of 
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cross-border venture capital investments and other relevant information. Finally 

regression analysis is used to study the relationship.  

 

 

 

1.3.2 Object of Analysis 

This thesis focuses mainly on cross-border venture capital investing and venture capital 

funds, although some research also touches upon private equity in order to widen the 

understanding of the research subject. Figure 1 illustrates the difference between venture 

capital and private equity. 

 

 

Figure 1: Relationship Between Private Equity and Venture Capital. 

 

The venture capital funds under research are chosen by filtering them appropriately. 

First of all, funds with vintages 2007–2009 are selected and filtered by relevant types so 

that the types balanced, early stage, late stage, growth and venture are chosen. The 

funds’ performance data is monitored up to the end of year 2015. The reason behind 

selecting funds with vintage 2007–2009 has to do with avoiding the J-curve bias that 

exists because of the time, around eight years, it takes for the investments to develop and 

show the true performance of the funds as illustrated in Figure 2 (Ljungqvist & 

Richardson, 2003).  
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Figure 2: Fund Cash-Flows to Investors (Bance, 2004). 

 

Additionally, funds which have reported their IRR are chosen, which could partly skew 

the results as investors might be more likely to announce the IRR numbers if the fund 

has performed well and respectively leave out the information if the fund has performed 

poorly. This is why also funds without reported IRR numbers are augmented into the 

analysis using Heckman correction method. 

 

All relevant and corresponding individual venture capital deals are combined to the 

funds to create the master database. The venture capital deals are cross-referenced with 

the relevant funds in order to match the necessary cross-border and syndication 

measures.  

 

 

 

1.3.3 Data Sources 

All the data are retrieved from Preqin, which is a data and intelligence service for the 

alternative assets industry. The fund data are retrieved with the Performance Analyst 

Fund data, while the individual deals are collected from the Venture Deals Analyst 

database and studied further with the individual fund profiles 
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1.3.4 Scope 

Previous research has been done generally on venture capital fund performance and 

alternatively also about the cross-border investment rationales and performance from the 

portfolio company perspective. However, very rarely have the effects of cross-border 

venture capital investments been studied from a fund perspective. The scope of the study 

is to globally study the internal rates of returns of venture capital funds with varying 

levels of cross-border venture capital investments. The main hindrance limiting the 

scope is the extent of the available data.  

 

 

 

1.4 Structure of the Thesis 

The thesis consists of seven parts or chapters. After the introduction the second chapter 

is about the theoretical review of the study. It explains comprehensively the 

internationalization of venture capital and deterrents as well as motives to do so. 

Additionally, the second chapter discusses the drivers of fund performance and fund 

management with regard to cross-border venture capital. After this the hypotheses are 

formed based on the literature review and the available data. 

 

The third part discusses the research design, data, different variables as well as methods 

used to approach the study. The quantitative model is formed and explained before the 

fourth chapter, which focuses on the results. The hypotheses are tested and the 

regression is studied to answer the research objectives. After this the fifth chapter 

discusses the results and includes conclusions, limitations of the study and the avenues 

for further research. Additionally, the reliability, validity and generalizability of the 

results that were achieved in the fourth part are examined. 

 

Finally the complete list of references can be found in part six. The structure of the 

thesis is depicted in the Figure 3 below.  
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Figure 3: Structure of the Thesis. 

 

 

 

1.5 Definitions 

Most of the terms used in this thesis are well established. However, some terms and key 

concepts are explained below to make sure that their exact context and meaning is 

understood correctly.  

 

Private Equity (PE) 

Generally private equity means investing in non-listed companies, which have 

development potential that the investors can unleash before committing an exit. Private 

Equity includes all investment stages as well as venture capital and buyouts. It is a 

medium to long-term investment, characterized by active ownership.  Private equity 

builds better businesses by strengthening management expertise, delivering operational 

improvements and helping companies to access new markets. (Invest Europe, 2016) 
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Venture Capital (VC) 

Venture capital is a subset of private equity. “Venture capital is investing in companies 

that have undeveloped or developing products or revenue” (Bance, 2004). Venture 

capital is more about entrepreneurial undertakings and businesses that are less mature.  

 

Venture Capital Fund 

Venture capital firms manage typically several venture capital funds, which in turn 

manage the money that the venture capitalists invest in portfolio companies.  

 

Portfolio Company 

A portfolio company is the target company in which the venture capital firm invests. 

Usually the portfolio companies are innovative and young private companies that can 

have uncertain but high growth potential.  

 

Cross-Border Investment (CB) 

Cross-border investing is the act of making an investment to a company that resides in a 

foreign country. From a venture capital point of view this means that the venture capital 

firm and the portfolio companies have different nationalities. Similarly cross-continent 

(CC) investments are investments made to a different continent. 

 

Fund Level of Cross-Border Investment 

Fund level of cross-border investment describes the amount of international deals a 

single fund has. In this thesis the individual fund level of cross-border investment can be 

segmented into two different categories: 

 Fund Share of Cross-Border investment depicts the relative quantity of 

cross-border deals in a certain fund.  

 Fund Volume of Cross-Border investment depicts the relative monetary 

volume of cross-border deals in in a certain fund.  
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2. Literature Review and Theoretical Background 

2.1 Introduction 

Venture capital is about providing money in exchange for equity to seed early stage high 

risk private companies, who don’t have access to public funding because of the inherent 

riskiness (Sorenson & Stuart, 2001). Venture capitalists are the investors who provide 

the capital to the target companies from the funds they control in exchange for equity. 

Venture capitalists and the target companies create mutually benefitting contracts based 

on their relative bargaining power (Bowden, 1994). The portfolio companies usually 

need the additional capital in order to grow and the investors also help in managing and 

controlling the private companies and offer guidance based on their experience.  

 

The target companies typically have some sort of novel technologies or business models 

in order to pursue high growth targets (NVCA, 2014). For example Figure 4 shows the 

different industry investment shares in 2013 based on what the portfolio companies do. 

However, venture capital investments are considered to be investments of very high 

uncertainty and this is why venture capital investors try to diversify their fund capital to 

numerous different companies (Chiampou & Kallett, 1989).  

 

 

Figure 4: Venture Capital Investments by Industry in the US in 2013. Based on NVCA (2014). 
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Quite often venture capital investments are offered to early stage firms in one of their 

five stages of institutional capital. The nomenclature surrounding the different stages can 

vary depending on the source. However, the five stages of venture capital are generally 

acknowledged as the seed stage, the early stage, the expansion stage, the later stage and 

the exit stage. Figure 5 illustrates these different stages, the roles of different investors 

and the relationship of revenue generation over time. The venture capital firms pursue 

profit and return through the exit, where their share in the target company is sold 

onwards in an initial public offering or trade sale. (NVCA, 2014) 

 

 

 

Figure 5: The Different Venture Capital Stages. Very loosely based on Cardullo (1999). 

 

 

Typically the funds controlled by the venture capitalists pool money from wealthy 

individuals, insurance companies, pension funds and foundations among others (Bance, 

2004). The fund investors are typically referred as limited partners, while the venture 

capital firm is the general partner. The potential profits and losses are divided between 
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the different stakeholders in the form of interests and management fees. (Tarrade, 2012) 

The different relationships in venture capital are illustrated further in Figure 6 below.  

 

 

 

Figure 6: Relationships in Venture Capital Investing. Based on Tarrade (2012). 
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2.2 Cross-Border Venture Capital Investments 

2.2.1 Internationalization of Venture Capital 

Previously venture capital has been considered a very domestic business, where the 

target companies and investors have been situated at a close proximity (Cumming & 

Dai, 2010). Especially in the United States of America, it has been shown that venture 

capital has played a big role in boosting innovation, helping economic growth and 

supporting entrepreneurship (Strömberg, 2009). However, ever since the mid-1990s the 

venture capital business has started to internationalize rapidly (Alhorr et al., 2008). As a 

consequence when the investing firms internationalize, this also affects the portfolio 

companies’ internationalization and promotes further cross-border investing (Mäkelä & 

Maula 2005). 

 

Cross-Border Venture Capital Investing Today 

Many of the venture capital firms today either operate or are thinking about operating 

internationally and in 2009 52 % of the interviewed venture capital firms invested 

outside their home countries (Deloitte & NVCA, 2009). It has been shown that the legal 

environment is a key factor in domestic and international investment levels (Schertler & 

Tykvova, 2008). Especially in Europe, the European Union has seen the opportunities of 

cross-border venture capital investing and is trying to promote effortless capital 

allocation and company financing as has been proven to be successful in the USA 

(European Comission, 2010). Additionally, Cumming et al. (2009) have found that 

relocating the target companies to more developed countries yield higher profits. This 

has implications that countries must keep up with their legislation if they want to stop 

companies from moving abroad.  

 

As of late growing economies in developing countries and Asia seem to have been of 

interest for cross-border investors (Dai et al., 2012; Tykvová & Schertler, 2011). This is 

most probably due to the less mature nature of the venture capital market in those areas 

and the associated possible superior returns. However, Schertler & Tykvová (2006) 

argue that cross-border venture capital investments are complementary to local VC 
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operations instead of rivalry as international investors are more likely to invest in 

countries with existing and more mature private equity business activity.  

 

Investor Syndication and Internationalization 

Especially syndications with both domestic and international backers, have often been 

proven more successful than only local or international syndications or investors 

(Chemmanur et al., 2010; Cumming & Walz, 2010; Dai et al., 2012). Consequently, it 

has been shown that venture capitalists prefer to syndicate their investments (Brander et 

al., 2002; Lockett & Wright, 2001). Although cross-border syndicates are more difficult 

to manage and create, they help the investors and entrepreneurs make more successful 

international exits (Jääskeläinen & Maula, 2014). The better exit opportunities raise the 

valuations, which makes international syndications seem more tempting.  

 

Additional mutual motivations for syndication have to do with information and risk 

sharing, having access to resources and expertise as well as ventures (Gompers & 

Lerner, 2000; Sorenson & Stuart, 2001). Chemmanur et al. (2010) also found that the 

longer the distance between the investor and the portfolio company the lower the success 

rate of the investment and more likely the international investor were to syndicate with a 

local investor. Similarly Schertler & Tykvová (2006) found out that European investors 

are more likely to invest to a target country company if the investment can be syndicated 

with an experienced local investor. Especially when investing alone, foreign venture 

capitalists tend to invest in more information-transparent ventures, and prefer to partner 

with local investors to overcome information deficiency and monitoring problems (Dai 

et al., 2012).  

 

However, perhaps most interestingly, Chemmanur et al. (2010) found out that local 

investors who had prior syndication experience with international investors were less 

likely to syndicate again with international backers and had more successful returns. 

This could mean that one important motivation for local investors to seek international 

syndication has to do with widening their skillset and becoming better investors 

themselves. Both the uncertainty related to a venture and a certain country increase the 
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likelihood of partnering, but specifically the country level uncertainty also defers 

companies from partnering (Liu & Maula, 2015). However, these obstacles can be 

managed by experimental learning which in the end reduces the need to partner in the 

future.  

 

On a similar note (Guler & Guillén, 2010b) found that as venture capital investors 

become more experienced internationally they can better overcome different hurdles 

concerning the institutional environment. Dai & Nahata (2016) found out that the local 

venture capitalist involvement increases if the foreign venture capitalist has extensive 

international experience. Respectively it makes sense for the international investors to 

seek for local knowledge and monitoring.  

 

 

 

2.2.2 Motives for Cross-Border Venture Capital Investments 

There seem to be many different motives and benefits for venture capitalists when it 

comes to cross-border investing. As a whole it would seem there are more reasons to 

internationalize rather than just limited home market possibilities or superior other 

market opportunities. By diversifying internationally the overall risk of the venture 

capital fund can be spread and thus reduced compared to the domestic market (Meyer & 

Shao, 1995). According to a venture capital general partner survey by Deloitte (2006) 

diversification of geographical risk is one of the main reasons to venture outside the 

domestic market. Especially, if the venture capital firm is very focused and specialized 

for example to a certain industry, it would most probably make sense for it to be more 

likely to search similar opportunities in other markets as well.  

 

Additionally, as the venture capital firm market in a given country matures, the venture 

capitalists might begin to start looking for opportunities beyond the domestic playground 

and as a result it has also been studied that larger companies are more prone to investing 

internationally (Hall & Tu, 2003). Many of the cross-border venture capital investments 
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could thus be explained by opportunism and lack of local deal flow as naturally the best 

investment possibilities are tempting regardless of their position or relative distance.  

 

Target Market Selection in Cross-Border Venture Capital Investing 

When it comes to commencing cross-border venture capital investing one of the biggest 

decisions is to choose which countries to start investing in. According to Chan et al. 

(2005) foreign investors are more attracted to countries that are developed and closer to 

the rest of the world in terms of distance and language. Guler & Guillén (2010b) show 

how venture capital investors are more likely to invest in countries based on the 

infrastructure and technological, legal, financial, and political institutions that are 

already present in the target country. Lossen (2006) creates a theoretical model in which 

he describes how the cost of set-up, size of the fund, expected return and risk affect the 

optimum number of countries to invest in. The results lead to think that venture capital 

firms which invest in the early investment stages aren’t as likely to diversify into as 

many countries as venture capital firms specializing in later stages. Additionally, Hall & 

Tu (2003) found out that venture capitalists who have already done some successful 

cross-border investments are likely to do even more in the future because of learning 

curve, economies of scale and creating competitive advantage through expansion.  

 

Similarly Aizenman & Kendall (2008) came to the conclusion that common language, 

distance between countries and colonial ties play an important role in cross-border 

investing. This could mean that investors intentionally try to choose culturally close 

targets in order to avoid unnecessary risks and cultural or operational differences. 

However, Guler & Guillén (2010b) also argue that as investors become more 

experienced internationally they are more able to overcome the obstacles relating to 

regulation, investor rights and facilitate exit. So in other words even though the investors 

are more likely to begin their cross-border venture capital investing at a culturally 

proximate country, the international investors learn through experience and become 

more able and willing to spread out to more countries.   
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Groh et al. (2015) developed a metric for comparing country attractiveness based on for 

example entrepreneurial opportunities, taxation, capital market and investor protection 

as well as corporate governance. The index has been proven to accurately depict the 

differences in investing activity, which leads to believe that all aforementioned factors 

affect the investment decision. Additionally, a venture capitalist with experience from an 

industry can leverage the know-how in additional international markets (Mäkelä & 

Maula, 2005). Still it most likely would be beneficial if the other targeted countries have 

similar cultures so that the know-how can be applied and utilized similarly as in the 

home market.  

 

Expertise and Status as Catalysts of Internalization 

Consequently, according to Wright et al. (2005) venture capital investors don’t 

necessarily operate in the same way internationally as domestically and adapt their 

approaches. Similarly the internationalization decision sometimes means that the 

investor might have to change its investment practices, criteria or contracts in order to 

adapt to the target market (Lerner & Schoar, 2005; Zacharakis et al., 2007). This means 

that if the markets differ the benefits of having industry know-how are perhaps not as 

easy to take advantage of. Thus it seems that if the target company’s country is similar to 

the venture capitalist’s home market, the investment could seem more desirable and the 

fewer obstacles there are in funding the portfolio company.  

 

One reason for venture capital companies to internationalize could be related to their 

status. Status that has been established in one market can be more easily exploited in 

others as well (Jensen, 2003). Thus companies with high status might think that they can 

likewise take advantage of their status in other markets and are thus more likely to 

internationalize (Guler & Guillén, 2010a). High status for a venture capital firm means 

gaining access to better ventures, contacts with key personnel and better deals as 

portfolio companies are willing to accept discounts in valuation to be affiliated with a 

high-status investor (Hsu, 2004; Stuart et al., 1999).  
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Although having high status can be seen as a reason to stir up cross-border venture 

capital investments, Alvarez-Garrido & Guler (2014) found out that high status was only 

beneficial in more established countries and that the investor experience might be 

harmful if the knowledge distance between the countries is substantial. In other words 

firms can overestimate the effect of their status and high status is only possible to 

transfer to another country and exploited if the other country is in a similar position in 

the global economy. The collected motives for cross-border venture capital investing can 

be found in Table 1 below.  

 

 

 

Table 1: Motives for Cross-Border Venture Capital Investing. 

Contributor  for International Venture 

Capital  Investmenting 
Supporting Research  

Risk Diversification Deloitte, 2006; Meyer & Shao, 1995  

Investor and Fund Size Hall & Tu, 2003; Lossen, 2006 

Distance and Similarity of Cultural Factors 
Aizenman & Kendall, 2008; Chan et 

al., 2005  

Infrastructure, Legal and Regulatory 

Environment 
Guler & Guillén, 2010b 

Previous Cross-Border Investing Experience 
Guler & Guillén, 2010b; Hall & Tu, 

2003 

Capitalizing Know-How in Additional 

Markets 

Guler & Guillén, 2010a; Jensen, 

2003; Mäkelä & Maula, 2005 
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2.2.3 Deterrents of Cross-border Venture Capital Investments 

In spite of the growth of the venture capital market it remains relatively segmented, 

which could mean that there are competitive advantages to be had by staying local 

(Megginson, 2004). Especially locally focused venture capital firms, in for example 

Silicon Valley, experience higher returns (Chen et al., 2010). Even though this 

phenomenon can be a special case because of the unique start-up atmosphere and 

entrepreneurial market surrounding Silicon Valley area, it seems that having local 

expertise and sourcing location-specific advantages could be the key to higher fund 

performance, if the local market is substantial enough.  

 

Investor commitment in cross-border investments plays an important role in the support 

the target company receives. However, the expected value, distance, embeddedness and 

financial importance can influence the investors’ commitment in cross-border venture 

capital investments (Mäkelä & Maula, 2006). In other words the investors might show 

less patience with portfolio companies that are located in farther nations. Additionally, 

the lack of partner capacity and limited fund size were seen as some of the main reasons 

why venture capital firms are not willing to focus more on international venture capital 

investments (Deloitte, 2006). Furthermore the higher cultural distance can lead to 

smaller loans with less beneficial terms for the target companies (Giannetti & Yafeh, 

2011). This could moreover also have implications in the target companies preferring 

domestic or local investors instead of foreign ones.  

 

Local Bias and Geographical Distance 

Not all the reasons behind staying domestic have to do with the challenges related to 

cross-border investments. The term local bias refers to the local embeddedness. 

According to French & Poterba (1991) investors decisions play an important role as they 

expect higher profits from their domestic market even though diversifying to other 

countries could reduce risk. So even though there are benefits from diversifying, the 

cross-border investments aren’t necessarily usually primarily motivated by risk 

diversification (Tesar & Werner, 1995). 
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Previous studies have found out that the greater the geographical distance between the 

countries of the portfolio firm and the venture capitalist the less likely the investment 

will be successful (Chemmanur et al., 2010). Especially in emerging nations, this effect 

has been shown to be stronger. According to Chemmanur et al. (2010) this is due to the 

difficulty of monitoring and absorbing local knowledge in the emerging markets, which 

in turn increases the rationale to syndicate with a local investor. Li et al., (2014) studied 

that the geographical distance, although a hindrance, might not be as important a factor 

in the success of the cross-border venture capital investment as the cultural and 

institutional distances as they both have a negative effect on venture capital 

performance. They argue that advancements in transportation, communication systems 

and overall globalization has made geographical distance an insignificant factor in itself, 

but the ensuing cultural and institutional distances matter.  

 

Additionally at least in the case of cross-border venture capital exits, Jääskeläinen & 

Maula (2014) argue that the geographical distance is not as important a problem as the 

investors’ lack of connectedness. Instead the social distance, created by networks, 

between the markets defines whether investors are able to gather reliable information, 

connect with the target firm market and thus overcome the local bias. Dai et al. (2012) 

studied the Asian cross-border venture capital investments and came to the conclusion 

that the disadvantage in terms of information collection and monitoring due to 

geographic and cultural distances for foreign investors is a major drawback. 

Nevertheless while international experience can help in overcoming the institutional 

distances over time, the cultural factors are more difficult to learn and continue to be a 

hindrance on the investments (Li et al., 2014).  

 

Effects of Culture and Trust 

Cultural distance and dissimilarity between the venture capital investor and the portfolio 

company has often been seen as a challenge, especially as mutual trust, which decreases 

as cultural difference grows, is seen as one of the main things affecting cross-border 

investment decisions (Bottazzi et al., 2016). The reason behind this is that the ways of 

operating, communicating and general investment practices can vary significantly in 
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culturally distant countries. The stronger the cultural disparities between nations, the 

more perceived risk there is for the investor, which discourages cross-border investing.  

 

However, counterintuitively, some studies have found that the cultural distance and 

dissimilarity actually positively affect the target company performance (Nahata et al., 

2014). The main reason behind this is believed to be the more stringent screening 

process of investments that are made to culturally distant nations and, especially, to 

emerging economies. The venture capital firms in a sense over-compensate for the lack 

of local knowledge and distance in culture.  

 

Disparity of Tax, Law and Regulatory Environment 

In addition to all the mentioned factors that can alienate cross-border venture capital 

investing also the taxation or other legal and regulatory matters can play a great role. 

The differing law, tax and regulatory environments can be laborious for the venture 

capitalists to absorb or they can be altogether less compelling. For example Alhorr et al. 

(2008) mention that as countries’ economies adopt common currencies and markets this 

will increase the venture capital flows between the nations. If the two countries have 

dissimilarities in their systems, this can lead to companies evading their home nations as 

Cumming et al. (2009) found out that international differences in legal protection can 

cause relocation of the investments to another country prior to exit. Similarly Wang & 

Wang (2012) found out that the domestic country’s economic freedom is one of the 

main drivers of a positive exit.  

 

Cumming & Johan (2007) came to the conclusion that a lack of transparency in 

regulation affects institutional investor participation in private equity fund investments 

negatively. Additionally, it has been studied that a poor tax and legal environment for 

venture capital can lead to lower gross inflows (Schertler & Tykvová, 2012). This 

basically means that local investors cannot compete with international ones that can 

benefit from their home countries superior tax and legal environment. Schertler & 

Tykvová (2012) also hypothesize how a local fund manager might set up a fund 
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management company in another country altogether to gain tax advantage over other 

local players.  

 

Groh et al. (2015) mention that venture capital investments are more affected by legal 

protection and enforcement and not that affected by tax matters as funds can take 

advantage of structures that neutralize the different tax regimes. However, they mention 

that the national income tax or corporate tax can affect the attractiveness of venturing, 

which in turn affects the venture capital market. Especially Bottazzi et al., (2008a), 

found out that the investor’s legal system is the one that defines investor behavior 

compared to the target company. In a similar manner Kaplan et al., (2007) came to the 

conclusion that more experienced venture capitalists use U.S. style legal contracts in all 

their investments regardless of country and theses sort of U.S. contract backed 

investments are considerably less likely to fail. 

 

While Cumming & Johan (2007) mentioned regulatory harmonization as an important 

driver for private equity fund investing, regulatory distance can reduce the status of the 

venture capital firm and thus harm exit possibilities (Alvarez-Garrido & Guler, 2014). 

Alhanko et al. (2012) study the Nordic venture capital market and note that even 

neighboring countries can be strongly affected by the regulatory obstacles, all of which 

decrease the amount of cross-border investing. They mention the different factors that 

investors look for from a legal and a tax point of view. First of all investors want no 

restrictions in how the profits can be allocated between the partners and how the limited 

partnership is organized.  

 

Additionally, investors look for a fund that pays tax in only in the country where the 

investor is located to avoid any sort of double taxation and non-zero VAT for 

management of the fund. However clear the changes to current or ideal regulatory 

environments seem, that investors are calling for, the changes will happen slowly, which 

reinforces the notion that venture capitalists need to tailor their entry strategies to adapt 

to local markets (Wright et al., 2005). The collected deterrents of cross-border venture 

capital investing can be found in Table 2 below. 
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Table 2: Deterrents of Cross-Border Venture Capital Investing. 

Inhibitor of Cross-Border Venture Capital 

Investing 
Supporting Research 

Commitment, connectedness 
Jääskeläinen & Maula, 2014, Mäkelä 

Maula, 2006 

Geographical distance Chemmanur et al., 2010 

Tax, Legal or Regulatory Environment 

Cumming et al., 2009; Groh et al., 

2015; Cumming & Johan, 2007; 

Schertler & Tykvová, 2012 

Market Disparity and Economic Factors 
Alhorr et al., 2008; Wang & Wang, 

2012 

Cultural Factors, Trust 

Botazzi et al., 2011; Giannetti & 

Yafeh, 2011; Dai et al., 2012, Li et 

al., 2014 

Partner Capacity and Lack of Local 

Expertise and Status 

Alvarez-Garrido & Guler, 2014; 

Deloitte, 2006; Wright et al., 2005; 
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2.3 Fund Performance 

2.3.1 Drivers of Fund Performance 

Venture capital investment funds can offer superior returns compared to the public 

equity market (McKenzie & Janeway, 2011). Especially, there are some funds that show 

exceptionally strong returns due to the massive success of the target firms. In these cases 

some portfolio companies, with abnormal growth, raise the returns of the affiliated fund, 

which skews the data. Generally the venture capital performance can be segmented into 

three different levels of performance corresponding to target company, fund and venture 

capital firm performance as depicted in Figure 7. These different levels are connected to 

each other. If the target companies perform well, then naturally the fund also performs 

well and if the funds perform well, then the venture capital firm usually performs well.  

 

 

Figure 7: Different Levels of Performance in Venture Capital. 

 

Market and legal environment venture capitalist, entrepreneur and investment 

characteristics all affect the performance of the venture capital investments (Cumming & 

Walz, 2010). Thus at least in the private equity context also macroeconomic factors such 

as gross domestic product growth and market return affect fund returns (Phalippou & 

Zollo, 2006). Additionally, at any rate on a theoretical level funds that invest in the times 
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of good opportunities that enjoy high bargaining power and low competition should earn 

higher returns for capital (Ljungqvist et al., 2008).  

 

Measuring Performance 

Fund performance can be measured in a number of ways. In this thesis IRR or internal 

rate of return is used as the performance indicator of a fund. For a single fund it contains 

the performance of every single portfolio company that it encompasses. Other measures 

such as initial public offerings (IPOs) or positive exits, multiple invested capital (MIC) 

or market adjusted MIC called public market equivalent (PME) introduced by Kaplan & 

Schoar (2005) can also be used to measure fund level performance and both have their 

benefits and drawbacks.  

 

IPOs are problematic in that they consider the investments as successes or failures and 

don’t take into account the subtle variations in deal performance and thus give reliable 

results on a fund level. While MIC doesn’t control for any sources of risk, PME risk-

adjusts for fund returns concerning to an extent as it compares the investments to a 

public benchmark. Although PME can always be calculated, it provides a cumulative 

measure and is somewhat prone to speculation (Kaplan & Sensoy, 2014). Additionally, 

investing publicly differs from private equity due to the available information, size of 

the minimum investment and lack of liquidity which affects the reliability of PME 

(Lerner & Schoar, 2005; Ljungqvist & Richardson, 2003). IRR information is easily 

available and is very accurate in measuring performance as described later. IRR can be 

expressed mathematically in the following way (Meyer & Mathonet, 2005): 

 

∑
CFi

(1+IRRn)i
+

n

i=0

NAVn

(1+IRRn)n
 = 0,  where 

CFi = cash flow between the fund and the investors at the end of time period i 

n = number of periods 

NAVn = latest net asset value of the fund  

IRRn = interim internal rate of return at time n  
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In other words the IRR is that discount rate at which the net present value of the fund 

specific cash inflows are equal to the cash outflows. The interim IRR refers to a 

theoretical IRR that is estimated based on unrealized future potential and current status. 

According to Kaplan & Schoar (2005) the interim and final IRR correlated with a value 

of 0.89, which gives reason to believe that interim IRR is a reliable indicator of true 

return.  

 

Although IRR is very widely used and generally acknowledged to be the best measure of 

performance by for example the The European Venture Capital Association and The 

British Venture Capital Association, it also has some limitations. If the fund is not 

liquidated, its performance cannot be estimated accurately (Diller & Kaserer, 2009; 

Meyer & Mathonet, 2005). So even though the interim IRR can give some indication, 

the fund has to be a certain age, around eight or more years according to Ljungqvist & 

Richardson (2003), before it shows positive returns.  

 

In addition to being sensitive to the sequencing of the investments as IRR is an absolute 

measure of performance, it doesn’t really adjust for risks in the overall market or 

somewhere else (Kaplan & Sensoy, 2014). Even though the accuracy of IRR as a 

performance indicator might be up for discussion, all measures have their downsides. 

Altogether IRR is relatively independent of any sort of benchmarking and it gives a 

good overall picture that is comparable with a large sample.  

 

Investment Selection and Fund Size 

Smith et al., (2009) found out that the venture capital funds that aggressively abandon 

investments after first non-successful round perform better than those that continue to 

support a wider share of target companies. Consequently, they came to the conclusion 

that venture capital firm reputation and industry experience as well as prior performance 

of the investor drive venture capital fund performance. On a similar note it ensues that 

the past performance of a single fund is one of the strongest drivers for raising further 

capital for the fund (Gompers & Lerner, 1998; Heikkilä, 2004).  
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While generally it has been noted that the larger the fund size the larger the returns 

(Cumming & Walz, 2010; Kaplan & Schoar, 2005), it is also argued that fund sizes 

show decreasing trend at the larger end due to diseconomies of scale (Ljungqvist & 

Richardson, 2003). This is in line with the findings of Phalippou (2010) in the sense that 

the funds with more skilled investors are more able to allocate and adjust their fund 

capital to investments and thus reduce performance predictability based on the past 

success of the fund. Skilled investors can also raise the status of the venture capital firm 

and home-country status and experience bring competitive advantage when 

internationalizing to other similar markets (Alvarez-Garrido & Guler, 2014).  

 

Investor Skill and Networks 

So naturally it follows that funds which have skilled investors or show strong 

performance based on their past investments receive more capital and have more 

opportunities to experience further growth in the future. Thus it can also be deducted 

that fund size is a consequence or a sign of the investor experience and past success 

(Cumming & Walz, 2010). However, local venture capital performance cannot just be 

transplanted to other countries as there is a definite need for promising technologies, 

capable managers and favorable legal environment for venture capital market to become 

successful (Gompers & Lerner, 2000).  

 

According to Hochberg et al., (2010) venture capital funds that have better networked 

venture capital firms behind them show significantly preferable returns. Especially 

syndication has been shown to enhance fund returns (Chemmanur et al., 2010; Cumming 

& Walz, 2010; Dai et al., 2012). However, becoming networked requires a strong track 

record of successful investments and a certain experience in the field.  Therefore it has 

been shown that the status of the venture capital firm enhances fund performance 

(Bothner et al., 2006). Additionally, the age of the venture capital firm has a negative 

effect on the investment performance (De Clerq, 2003). 
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Experience and Industry Specialization 

All this has implications that high status and experienced and skilled investors are more 

able to generate superior fund returns regardless of the market, where they operate. 

Especially Zarutskie (2010) mentions that funds founding teams that have strong 

experience managing start-ups show superior performance and that skilled investors 

show a special type of positive persistency in their fund returns. However, Diller & 

Kaserer (2009) claim that the superior skills that investors have are mainly related to the 

selection of the target companies instead of the investors’ skills in growing the 

companies. Furthermore not only skilled investors help fund performance, but especially 

industry specialization can be a source of higher fund manager related performance 

(Cressy et al., 2007; Korstvedt, 2007). Industry specialization can be considered a 

special case of investor skill, so in the end human capital related factors seem to be the 

main drivers of fund performance. The different skills that successful private equity 

managers demonstrate are illustrated in Figure 8 below. 

 

 

Figure 8: Key Skill Set of a Private Equity Manager. Based on Bance (2004). 
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Especially, it has been studied that the more managers per investment, the higher the 

achieved returns (Schmidt, 2006). So even though the macroeconomic factors along with 

some other industry characteristics can be of consideration to be the reasons behind 

strong fund performance as per Guo et al. (2011), related research mainly reinforces the 

idea of investor skills and other investor-specific factors are the main influencer and 

driver of fund performance. Kaplan & Schoar (2005) note that venture capital investor 

skill as human capital can only be limitedly scaled and thus is likely to remain a scarce 

input that will probably raise the price and demand of skilled investors in the future. The 

collected drivers of venture capital fund performance can be found in Table 3 below. 

 

 

Table 3: Drivers of Venture Capital Fund Performance. 

Individual Driver Affecting Fund 

Performance 
Supporting Research 

Macroeconomic Factors 
Guo et al. (2011); Phalippou & Zollo, 

2006 

Low Competition Ljungqvist et al., 2008 

Investment Selection 
Diller & Kaserer, 2009; Smith, Pedace & 

Sathe, 2009 

Past Performance Related Advantages Gompers & Lerner, 1998; Heikkilä, 2004 

Optimum Fund Size 

Cumming & Walz, 2010; Kaplan & 

Schoar, 2005; Ljungqvist & Richardson, 

2003 

Superior Investor Skills 
Kaplan & Schoar, 2005; Phalippou, 2010; 

Zarutskie, 2010 

Status and Networks 
Alvarez-Garrido & Guler, 2014; Bothner 

et al., 2006; Hochberg et al., 2010 

Syndication 
Chemmanur et al., 2010; Cumming & 

Walz, 2010; Dai et al., 2012 

Industry Specialization Cressy et al., 2007; Korstvedt, 2007 
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2.3.2 Fund Management and Return in Cross-Border Investments 

Gompers & Lerner (1998) mention GDP growth, lower capital gains tax, past fund 

performance, reputation, age and size as main determinants of fundraising for the 

venture capital industry. However, they mention that the most important thing most 

probably is the start-up scene and the prevalence of new companies that in the end 

define the demand for venture capital business. According to a survey by Groh et al. 

(2007) the initial investors think that the quality of the local fund management is the 

second most important factor in receiving international capital. Additionally, expected 

deal flow was seen as a positive factor by many, while bribery and corruption had 

crucial negative effects on cross-border fund investments from an investor perspective.  

 

Similarly investor level analysis comparing domestic and cross-border private equity 

investments shows that pooling international capital also depends on regulatory 

harmonization (Cumming & Johan, 2007).  Additionally, Heikkilä (2004) found that the 

foreign commitment to funds depends also on the size of the fund. Especially in cross-

border fund-raising context, market attractiveness and tax environment play a big role in 

gathering capital. What is more the different networks that venture capitalists have are 

important drivers of fund performance (Hochberg et al., 2010). Thus venture-capitalists 

prefer to invest in other countries with a local partner in order to gain superior returns 

(Jääskeläinen & Maula, 2014; Schertler & Tykvová, 2006).  

 

Impact of Internationalization on Venture Capital Fund Management 

Venture capitalists can positively only affect a certain amount of companies at a time 

before the cost of diversifying outweighs the reduction of risk (Kanniainen & 

Keuschnigg, 2003). Similarly according to Jääskeläinen et al., (2006) syndication 

increases the number of initial public offerings of portfolio companies all the way up to 

an optimal point. Venture capitalists realize profits from successful exits like initial 

public offerings among others. If venture capitalists prefer to syndicate more when 

investing abroad and because the number of syndications can increase the optimal 

portfolio size, this could lead to believe that cross-border venture capital investing could 
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increase the number of initial public offerings and thus also increase the fund 

performance. 

 

Research about the relationship between cross-border venture capital investments and 

corresponding specific fund performance is very lacking. According to some research 

local venture capital investments can achieve substantial return to their funds (Coval & 

Moskowitz, 2001; Dvořák, 2005). However, this could be again due to the effect of 

experience and superior skills in a given environment. Additionally, (Choe et al. (2005) 

show how in at least some countries domestic money managers pay less when buying 

and receive more money when selling. This could lead to believe that cross-border 

venture capital investing is not necessarily affiliated with superior returns; or at least can 

be considerably more expensive considering also the added managerial commitments.  

 

Possible Cross-Border Venture Capital Fund Performance Divergence  

Expected economic growth drives higher gross and net inflows (Schertler & Tykvová, 

2012) and instead it seems that limited domestic opportunities are compensated by 

focusing investment opportunities internationally. And as mentioned before, especially 

companies with high status, might think that they can capitalize their status and know-

how in other markets and, consequently, are more prone to cross-border investing (Guler 

& Guillén, 2010a). The findings by Hall & Tu (2003) show that venture capital firm size 

positively correlates with how prone they are to investing to other markets. Also 

Aizenman & Kendall (2008) note that larger funds are more likely to invest further 

away, while it would also make sense that funds with a specialization by industry or 

stage would seek similar opportunities further away as well. This supports the 

hypothesis that international opportunities and cross-border venture capital investing 

could be seen as a necessity in order to grow when the local market and deal flow 

reaches its maximum point and offer no more suitable opportunities.  

 

Additionally, Devigne et al. (2016) noted that cross-border investors are quicker to 

abandon poorly performing target companies because of lower commitment. This could 

lead to believe that funds with a high level of cross-border venture capital investments 
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offer superior performance, since Smith et al. (2009) found out that the venture capital 

funds that more aggressively abandon investments after first non-successful round 

perform better than those that continue to support a wider share of target companies.   

 

However, given the added complexity and challenges related to cross-border 

investments it would be naïve not to assume that the investors wouldn’t be accordingly 

prepared, when entering other markets. Chen et al. (2010) found out that non-local 

venture capital investments outperform local ones and hypothesize that the main reason 

behind this is that non-local companies only focus on “home runs” because of the risks 

related to information access and higher costs. According to Diller & Kaserer (2009) 

superior fund return is caused by the investors ability in picking the best target 

companies and not because of the value added investors bring.  

 

Nahata et al. (2014) even noticed that the screening processes and due diligence work 

for international venture capital investments can be so stringent that the results are 

actually more positive – especially with culturally distant countries, where even more 

managing is necessary. When the venture capital firms become more familiar with a 

certain area their monitoring costs become lower, and so it is possible that also they also 

reduce their expected success rate for distant locations. 

 

 

 

2.3.3 International Investor Implications for the Target Company 

Venture capital investors make equity investments based on the forecasted return of the 

target company and with their position in the board of directors help the portfolio 

companies in recruiting, decision-making, strategy formulation, financial structure 

management to increase their performance (Sahlman, 1990). Additionally, the investors 

help the companies through value-added activities they offer. Thus it has been shown 

that venture capital investing has great positive implications to the target companies in 

terms employment growth (Achleitner & Kloeckner, 2005), revenue growth and 
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profitability (Alemany & Martí, 2005) as well as innovation (Lerner et al., 2011), sales 

growth and R&D investment (Guo & Jiang, 2013).  

 

Additionally, Guo & Jiang (2013) found out that foreign venture capitalists add more 

value than domestic ones and that syndication backed investments show the best 

performance and biggest R&D investments compared to non-syndicated or non-VC 

backed firms. Devigne et al. (2013) note that while in the short term companies initially 

backed up by domestic investors achieve higher growth, in the medium term companies 

with initial cross-border investors perform better. In the long term it seems, however, 

that a syndication of both domestic and international backing lead the target company to 

the highest returns. The results stem from the different amounts of monitoring and help 

in internationalization the companies need during their lifecycle.  

 

Portfolio Company Internationalization 

Through the internationalization of venture capital, not only do investors have access to 

more opportunities, but adversely also the entrepreneurs have a wider range of available 

investors. Although it is good to keep in mind that the additional fund related costs of 

operating abroad can raise the return threshold of international deals. Naturally as 

geographical scope widens and more different opportunities and possibilities become 

available, investors can become more focused. As a result foreign investors help the 

portfolio companies internationalize and subsequently tend to drive the portfolio 

companies to their own market in order to capitalize on their specialized know-how 

(Mäkelä & Maula, 2005). However, this can also be considered to have a negative effect 

on the target company if the investors’ home market is very different to the overall target 

market.  

 

Nevertheless it seems that foreign venture capitalists are at least partly responsible for 

the internationalization of the target companies. Zahra et al. (2007) argue that outside 

directors guide the focus to developing the internationalization resources. On the other 

hand George et al. (2005) depict how venture capitalists drive internationalization, while 

senior executives and internal owners can be more risk-averse. It seems that financial 
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matters of the venture capitalists are not the most important determinant of 

internationalization of the target companies; instead the international knowledge and 

experience enable the establishment of international activities (Fernhaber & McDougall-

Covin, 2009). Additionally, they argue that venture capitalist reputation and internal 

knowledge further promote the internationalization of the target company.  

 

Investor Commitment in International Investments 

Cross-border investors have less social and emotional involvement in their investments 

and thus are more prone to abandoning unsuccessful investments compared to domestic 

ones, which can increase their commitment to failing or poorly performing target 

companies (Devigne et al., 2016). This has implications to the target companies, which 

perhaps should try to connect more with their international investors in order to avoid 

low commitment. Additionally, cross-border investments are exited more quickly than 

domestic ones, although the country specific factors determine the speed of the exit 

considerably (Espenlaub et al., 2015). This could be because the international investors 

focus on more promising ventures and perhaps more aggressively push the portfolio 

companies towards higher targets along with expecting more from them.  
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2.4 Synthesis of the Literature Review 

Venture capital means investing in young companies in exchange for equity. The 

venture capitalists then help and guide the portfolio companies in order to receive return 

to their investments at a later date. The investment capital, which is pooled for example 

from wealthy individuals, companies or pension funds, is held in venture capital funds. 

Generally speaking venture capital has been quite a localized business, but with the help 

of globalization and improved travel opportunities as well as communication venture 

capital has become increasingly international. Many of the venture capital companies in 

existence today take part in cross-border venture capital investments.  

 

The main reasons that make it more compelling for venture capitalists to execute cross-

border venture capital investments have to do with risk diversification, large investor 

and fund size, small distance and similarity of cultural factors, infrastructure, legal and 

regulatory environment, previous cross-border investing experience and capitalizing 

know-how in additional markets. Respectively cross-border venture capital investing has 

its difficulties and deterrents having to do with problems in commitment and 

connectedness, geographical distance, differing and unattractive tax, legal or regulatory 

environment, market disparity and economic factors, cultural factors, trust, limited 

partner capacity and lack of local expertise and status.  

 

Although existing research about the effects of cross-border investing on individual 

portfolio companies is somewhat ambiguous, wide range of the literature review 

suggests positive performance implications and additional internationalization. 

However, it is unclear whether this result can be generalized straightforward on a fund 

level. Generally the fund performance was found to be associated with macroeconomic 

factors, low competition, investment selection, past performance related advantages, 

optimum fund size, investor skills, status and networks, syndication and industry 

specialization. Many of these drivers can be benefitted and exploited further in cross-

border investments, which provides even more support for the hypothesis that funds with 

a high level of cross-border investments experience higher returns.  
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2.5 Hypotheses 

2.5.1 Cross-Broder Investments and Fund Performance  

Generally speaking the amount of available venture capital deals and the investment 

selection has been proven to be connected to superior performance (Diller & Kaserer, 

2009; Smith et al., 2009).  Additionally, the venture capitalists benefit from having high 

bargaining power and many opportunities to choose from (Ljungqvist et al., 2008; 

Sorenson & Stuart, 2001). It would make logical sense that if the venture capital 

companies start searching for deals over the borders of their own country, they have 

reason to believe that the opportunities are superior because of the higher cost and risk 

embedded in cross-border investments. Especially considering, that risk-sharing can be 

one of the most important motivators for diversifying internationally (Deloitte, 2006; 

Meyer & Shao, 1995). 

 

Venture capital firms that enjoy high status, large network connections, superior investor 

skills or expertise and industry specialization advantages might also be more prone to 

widen their existing competitive advantages to other markets. Capitalizing own know-

how in additional markets is one of the main motivations to commence cross-border 

investing (Guler & Guillén, 2010a; Jensen, 2003; Mäkelä & Maula, 2005). Since status 

and networks (Alvarez-Garrido & Guler, 2014; Bothner et al., 2006; Hochberg et al., 

2010), investor skill (Kaplan & Schoar, 2005; Phalippou, 2010; Zarutskie, 2010) and 

industry specialization (Cressy et al., 2007; Korstvedt, 2007) all are connected to higher 

fund return in the domestic market it could lead to believe that the same thing would 

apply for international investments.  

 

Alternatively, however, one of the main motivations to invest outside of home country 

could have to do with the limited deal flow. If the home market offers no more 

possibilities to profitably invest, the geographical scope has to be widened, which could 

lead to making cross-border deals out of necessity rather than because of superior 

possibilities. This could have negative consequences on the fund performance if the 
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funds cannot capitalize their know-how, fight with global competition and adapt to the 

international markets.  

 

Local venture capital focus could be a source of superior returns (Megginson, 2004). 

However, on the other hand this propensity to stay local could be tied to a local bias and 

not rationally seeking international opportunities (French & Poterba, 1991). So although 

there are inherent deterrents in cross-border venture capital investing having to do with 

tax, legal and regulatory factors (Cumming et al., 2009; Groh et al., 2015; Cumming & 

Johan, 2007; Schertler & Tykvová, 2012) or other market and economy related factors 

(Alhorr et al., 2008; Wang & Wang, 2012) it stands to reason that the investors know 

this and prepare accordingly.  

 

Since it has been found that that non-local venture capital investments outperform local 

ones (Chen et al., 2010), although not necessarily always, this could lead to believe that 

the phenomenon could be generalized on a fund level. Venture capitalists prefer to have 

as many investment proposals as possible (Sorenson & Stuart, 2001) and, consequently, 

the more investment opportunities to choose from the better the quality of the proposals, 

which in turn improves fund performance (Jääskeläinen et al., 2006). Following all this 

the first hypothesis can be formed as follows:  

 

H1: The higher the level of cross-border venture capital investments in a fund 

the better the fund performance. 

 

The hypothesis is first studied with venture capital fund cross-border investment share 

and then also tested with cross-border volume to validate the results. 
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2.5.2 Fund Size and Cross-Border Venture Capital Investments 

While not necessarily always true, common sense has it that larger funds also invest in a 

larger number of portfolio companies. Since deal flow is limited, as the fund size 

becomes larger also the radius for potential investment opportunities grows (Aizenman 

& Kendall, 2008). This could mean that larger funds start do more cross-border 

investments and can capitalize their size in bargaining for international deals as well. It 

has been studied that venture capital fund size is connected with the propensity to 

internationalize (Lossen, 2006), which supports the assumption that larger funds execute 

more cross-border venture capital deals.  

 

Additionally, it has been studied extensively that fund size is one of the main drivers of 

fund performance (Cumming & Walz, 2010; Kaplan & Schoar, 2005; Ljungqvist & 

Richardson, 2003). This has implications in that larger funds receive higher returns at 

least up to a certain point. Since the larger funds enjoy higher performance they also get 

better deals and become better networked, which strengthens their performance further. 

This has implications that larger funds can find it easier to start commencing cross-

border investments, which would help both the investments and the funds in being 

successful. 

 

Furthermore according to (Deloitte, 2006) both partner capacity and limited fund size 

were seen as some of the main reasons to not expand into international investments. This 

could lead to believe that venture capital funds that are larger and thus probably had 

more partner capacity were more likely to invest internationally. Based on the 

assumption that larger funds perform more cross-border investments and larger funds 

enjoy higher performance the following moderation hypothesis is formed: 

 

H2: The larger the fund the better the performance for venture capital funds with 

high level of cross-border investments 
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2.5.3 Syndication, Cross-Border Venture Capital Investing and Fund 

Performance 

It has been shown that venture capitalists prefer to syndicate their investments (Brander 

et al., 2002; Lockett & Wright, 2001). Logically thinking, especially when entering a 

foreign market, it would be helpful for the investors to syndicate in order to receive 

information and understand the target market more comprehensively. Consequently, 

some research also suggests that syndication drives cross-border venture capital 

investments (Chemmanur et al., 2010; Schertler & Tykvová, 2006). This would mean 

that funds with more syndicated deals also achieve better results when widening their 

presence internationally.  

 

Additionally, syndication has been connected with superior returns numerous times 

(Chemmanur et al., 2010; Cumming & Walz, 2010; Dai et al., 2012). Common sense has 

it that from all this it ensues that the more syndicated deals in a fund the better the 

performance. Especially in the case of cross-border venture capital syndications, 

international exits have been proven to be more successful (Jääskeläinen & Maula, 

2014). Based on all this the following moderation hypothesis is formed in order to study 

the effects of syndication on funds: 

 

H3: The more syndicated investments the better the performance for venture 

capital funds with high level of cross-border investments 

 

The full model can now be illustrated as in the following figure (Figure 9). Increasing 

cross-border level increases the fund performance. At the same time increasing fund size 

and increasing syndication frequency moderate this relationship. Additionally, fund size 

affects the cross-border investment level in that larger funds have more cross-border 

venture capital investments.  
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Figure 9: Illustration of the Full Model. 

 

 

 

2.5.4 Geographical and Cultural Distance and Venture Capital Fund 

Performance 

Since geographical distance has been proven to be a deterrent in investing 

internationally, it could be that these investments also show worse performance 

(Chemmanur et al., 2010). Additionally, it could be assumed that countries with a larger 

geographical distance perhaps show also more differences in factors relating to the tax, 

legal or regulatory environment that have been shown to harm cross-border venture 

capital investing (Cumming et al., 2009; Groh et al., 2015; Cumming & Johan, 2007; 

Schertler & Tykvová, 2012). Perhaps most importantly, however, the effect of cultural 

distance and resulting lack of trust have been shown to really demotivate international 

venture capital investments (Bottazzi et al., 2016; Dai et al., 2012; Giannetti & Yafeh, 

2011; Li et al., 2014). 

 

Even though Nahata et al. (2014) found that the cultural distance and dissimilarity 

actually positively affect the target company performance because of the 

overcompensation of the adverse effects, it could be assumed that the effects of 

culturally and geographically distant investments on a fund level as a whole affect the 
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fund performance negatively. However, cultural, regulatory or even geographical 

distance can be difficult to measure with limited available data. Thus it would be safe to 

assume that if the cross-border venture capital investment is made to a country that 

resides in another continent, the negative effects of the differences in cultural, 

geographical and regulatory elements would be more severe than in cross-border venture 

capital investing in general. Consequently, the following hypothesis is formed to study 

the adverse effects of cultural, regulatory and geographical distance: 

 

H4: The higher the share of cross-continent venture capital investments in a fund 

the worse the fund performance 
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3. Data and Methods 

3.1 Data 

This thesis uses regression analysis to test the hypotheses quantitatively in order to more 

closely study the research objectives. All the data are retrieved from Preqin, which is a 

data and intelligence service for the alternative assets industry widely used by alternative 

assets professionals, researchers and the financial press. Preqin was set up in 2003 and 

its data and statistics include private equity, real estate, infrastructure, hedge funds and 

information about fundraising, performance, fund managers, institutional investors, 

deals and fund terms.  

 

The database for the analysis is formulated from two Preqin sources as follows. First of 

all the funds are exported from the Fund Performance Analyst tool. The funds are 

selected so that funds with vintages 2007–2009 and follow-up period until end of 2015 

are included in order for the investments to mature and show their real performance as 

described further earlier in the literature review. Additionally, the funds are filtered so 

that funds with appropriate types balanced, early stage, expansion / late stage, growth 

and venture are chosen. Finally to actually study the performance of the funds, entries 

with non-available net IRR information are filtered out as net IRR is the used 

performance indicator of this study. However, funds without reported IRR numbers are 

augmented into the analysis using Heckman correction method in order to increase the 

validity and remove selection bias. With this selection process 330 funds are selected for 

being analyzed further.  

 

Next the fund specific additional information is calculated from all the available venture 

capital deals. All the possible around 100 000 venture deals are exported from Venture 

Deals Analyst and cross-referenced with the individual 330 funds in order to calculate 

the fund specific cross-border investment, syndication and deal statistics. This part is 

carried out manually. However, out of the 330 appropriate funds, 80 didn’t have any 

deal information, so they are dropped out. Additionally, out of the remaining 250 funds, 

39 didn’t report net IRR figures, so that the final sample size of funds with deal 
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information is 250. The sample size for funds with both deal information and net IRR is 

211. The data is explained further in section 4.1 Descriptive Analysis. 

 

This study focuses on the fund level statistics and performance. The missing fund level 

data was comprised by calculating the missing datum from the single investment deal 

specific level. Most of the previous literature about venture capital performance and 

cross-border investing concerns the deal level strategies, so studying fund level 

motivations and implications of cross-border venture capital investing brings in 

additional viewpoints. For example the strategic thinking behind fund level optimizing is 

lacking in research and could provide interesting avenues for future research beside the 

usual deal level studies.  

 

 

 

3.2 Variables 

The variables used in this study can be found in the following table (Table 4). The 

variables are categorized into dependent, independent as well as control variables and 

their individual metrics and literature supporting their selection are shown. The variables 

are discussed further below.  
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Table 4: Different Variables Used in the Model. 

Variable Variable Type Metric Supportive Literature 

Performance 

(Fund IRR) 
Dependent 

Continuous, 

From data 

Cumming & Walz, 2010; Kaplan 

& Schoar, 2005; Lossen, 2006; 

McKenzie & Janeway, 2011 

Cross-Border 

Share 
Independent 0-1  

Cross-Continent 

Share 
Independent 0-1  

Cross-Border 

Volume 
Independent 0-1  

Industry Control 
Categorical 

Variable 
Dai et al., 2012; Tarrade, 2012 

Vintage Control 
Categorical 

Variable 

Espenplaub et al., 2015; Korvstedt 

2007; Tarrade, 2012 

Type Control 
Categorical 

Variable 
Dai et al., 2012; Tarrade, 2012 

Syndication 
Control & 

Moderator 
0-1 Espenplaub et al., 2015 

Fund Size 
Control & 

Moderator 
Logarithmic 

Korvstedt, 2007; Lossen, 2006; 

Phalippou & Zollo, 2006; Tarrade, 

2012 

VC Funding Instrumental 
Continuous, 

From data 
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3.2.1 Dependent Variables 

Fund Performance (IRR) 

Although there are many different indicators for measuring performance, from a fund 

standpoint the internal rate of return provides the best suited metric for this thesis as 

described in more detail in the literature review. To be more specific the actual 

performance indicator used in the quantitative model is the available net IRR for a 

specific venture capital fund in percentage exported from Preqin Fund Performance 

Analyst tool.  

 

Net IRR is the internal rate of return available to the limited partners that have invested 

in the venture capital fund and it is very widely used in private equity fund performance 

research (Cumming & Walz, 2010; Kaplan & Schoar, 2005; Lossen, 2006; McKenzie & 

Janeway, 2011).  

 

 

 

3.2.2 Independent Variables 

Cross-Border Investments Share  

In order to study the relationship between the cross-border venture capital investments 

and the venture capital fund performance or IRR, the share of cross-border venture 

capital investments is chosen as an independent variable. The cross-border level can be 

measured in many ways and cross-border share is a straight-forward metric that 

indicates the level of international investments in a fund. 

 

The metric is simply the amount of individual deals with portfolio companies located in 

a different country to the investor divided by the total number of deals. This provides a 

value [0, 1], which is then standardized in order to do further testing. The deals are 

exported from Preqin Venture Deals Analyst and filtered by the appropriate fund in 

order to calculate the desired statistics. 
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Cross-Border Investments Volume 

Similarly cross-border investment volume is used to further test the robustness and study 

the relationship between venture capital fund performance and cross-border investments. 

Cross-border volume gives a further indication of the level of international investments 

in a fund by taking into account the value of the deals.  

 

Cross-border volume is calculated by dividing the deal value between the different 

investors evenly. Then it can be examined how much in monetary volume compared to 

the fund size does a single fund invest outside its home country. This provides a value 

[0, 1], which is then standardized in order to do further testing. 

 

Cross-Continent Investments Share  

Similarly as cross-border investments share, also the cross-continent investment share is 

calculated to study how the cross-continental investments fare. The method of 

calculating cross-continent share is the same as in cross-border investment share, except 

that only investments which are made to a different continent are calculated for a fund. 

This provides a value [0, 1], which is then standardized in order to do further testing. 

 

 

 

3.2.3 Control Variables 

Industry 

Since it could be presumed that some industries show stronger performance based on 

market forces, industry specialization is used as a control variable to study how the 

different industry foci affect the performance of the funds (Dai et al., 2012; Tarrade, 

2012). As naturally some industries can be influenced by external macro-economic 

factors and thus show deviant performance, the industry needs to be controlled in the 

funds. The different focus industries that are retrieved from Preqin are sorted into 

different categories based on their similarity as per the Table 5 below.  
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Table 5: Fund Industry Categorization. 

Medical & 

Biotech 
Services 

IT & High-

Tech 

Marketing, 

Media, Telecom 

Industrial, 

Manufacturing, 

Logistics 

Oil, Gas & 

Energy 
Other 

Biomedical 
Business 

Services 

Clean 

Technology 
Advertising Defence Energy Agriculture 

Biotechnology 
Computer 

Services 

Computer 

Services 
Communications Aerospace 

Environmental 

Services 
Beverages 

Healthcare 
Consumer 

Services 
Electronics Digital Media Armaments Oil & Gas 

Consumer 

Products 

Life Sciences 
Education / 

Training 
Hardware Entertainment Chemicals Power Diversified 

Medical 

Devices 

Financial 

Services 
High-Tech Marketing Distribution 

Renewable 

Energy 
Food 

Medical 

Instruments 

Information 

Services 
Internet Media Engineering 

 
Leisure 

Medical 

Technologies 
Insurance IT Network Industrial 

 
Outsourcing 

Pharmaceuticals 
Intellectual 

Property 

IT 

Infrastructure 
Telecoms Logistics 

 
Property 

Predictive 

Medicine  
IT Security Wireless Manufacturing 

 
Restaurants 

  
Nanotechnology 

 
Materials 

 
Retail 

  
Semiconductors 

 

Natural 

Resources  
Timber 

  
Software 

 
Transportation 

  

  
Technology 

 
Utilities 

  

 

Vintage 

Vintage is a widely used control variable in private equity fund performance research 

(Espenlaub et al., 2015; Korstvedt, 2007; Tarrade, 2012). The different years 2007, 2008 

and 2009 are used as year dummies in order to control for different macroeconomic 

conditions that affect the fund performance in the sample. The reason behind the vintage 

control variable is to unify the results taking into account the changes in business and 

stock-market cycles as well as the fund inflows.  

 

Type 

Type of the fund represents the stage specialization of the fund that has been shown to 

affect the internal rates of return of the private equity funds (Cumming & Walz, 2010). 

Especially, the first few rounds have been shown to have more risk and can thus affect 

the results (Dai et al., 2012). Because of this the funds focused on the first rounds are 

bound to have more variation in their individual investments’ performance compared to 

the funds specialized in the more stable later stages. The different possible types derived 
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from Preqin are Balanced, Early Stage, Early Stage: Seed, Early Stage: Start-up, 

Expansion / Late Stage, Growth and Venture (General). 

 

Syndication 

Syndication is used both as a control variable and a moderator variable for cross-border 

share effect on performance. Syndication frequency is measured as the share of fund 

investments that were syndicated with another investor. Syndication has been linked 

with superior performance so it is important to use syndication as a control variable 

(Espenlaub et al., 2015). Syndication is also used as a moderator variable in the full 

model as investors prefer to syndicate when investing to another country (Chemmanur et 

al., 2010; Schertler & Tykvová, 2006).  

 

Fund Size 

Fund size or monetary value is also used as a control variable and a moderator variable 

for cross-border share effect on performance. As explained in the literature review, fund 

size is a key determinant in the available deal flow and fund performance it should be 

controlled for in the regression analysis. Fund size is widely used in fund performance 

regression in order to control for its effects on return (Korstvedt, 2007; Lossen, 2006; 

Phalippou & Zollo, 2006; Tarrade, 2012).  

 

Because the fund sizes vary quite a lot, the fund size is transformed into logarithmic 

form to more accurately linearly analyze its effects. Fund size is also used as a 

moderator variable in the full model in order to study how larger funds can benefit from 

their status, resources and networks when cross-border investing.  
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3.2.4 Instrumental Variables 

Venture Capital Funding 

In order to reliably study the relationship between cross-border venture capital investing 

and fund performance, an instrument correcting endogeneity and explaining the level of 

investing to a foreign country without affecting the fund performance is used. In venture 

capital research the instrument is typically tied to local availability of a selected 

characteristic (Alvarez-Garrido & Dushnitsky, 2016; Bottazzi et al., 2008b). 

Instrumental variable regression is explained in more detail in the Methods section.  

 

Logically thinking the amount of venture capital investments in a country affect how 

easily that country receives local and foreign venture capital investments. If the local 

market has a low amount of investors, foreign ones are bound to enter the market. 

Additionally, a very mature and sophisticated venture local capital market might keep 

the foreign venture capitalists at bay due to the existing competition.  

 

Because of this effect the amount of venture capital funding per country per year is used 

as an instrumental variable in order to explain the amount of cross-border activity while 

simultaneously retaining the reliability of the performance analysis. Previously for 

example Alvarez-Garrido & Guler (2014) and Alvarez-Garrido & Dushnitsky, (2016) 

have used venture capital supply, while Nahata et al. (2014) used the number of local 

venture capitalists as an instrument to control for motives for internationalizing. These 

approaches are very similar and support the use of local VC funding as an instrument. 

The variable is calculated for each fund using the all relevant available venture capital 

deals from Preqin.   
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3.3 Methods 

3.3.1 Regression Analysis 

The hypotheses in this study are tested using regression analysis, which is a method of 

statistical modeling used to explain the past or predict the future. In regression analysis 

the dependent variable is explained by one or more independent variables also called 

predictors. Regression analysis relies on the study of the effects that the independent 

variables have on the dependent variable. Mathematically speaking regression analysis 

can be presented in the following form: 

 

Y = β
0
 + β

1
x1+...+ β

n
xn+ ε,      where 

 

Y = dependent variable 

x1,…,xn = independent variables 

β
0
,…,β

n
 = coefficients of the independent variables 

ε = error term 

 

The aim of the regression model is to accurately estimate values for the independent 

variable parameters based on the available data. The coefficients depict the scale and the 

direction of the influence the independent variables have on the dependent variable. The 

independent variable coefficients are usually calculated by the ordinary least squares 

regression analysis method, which minimizes the sum of the squared differences 

between observed and predicted dependent variable values or residuals. The error terms 

takes into account the measurement error and the effects of other variables not taken into 

account in the model.  

 

The estimated predictors are studied for their significance. This is done by calculating 

the probability of the coefficient being zero. Usually the coefficients are considered as 

being significant if the probability values are less than 5 percent, but 1 and 10 percent 

are used as well. Generally speaking regression analysis relies on a few assumptions. 

The sample must be representative, the error term mean should be zero, the independent 
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variables shouldn’t have any error, the independent variables should be linearly 

independent, the errors must be uncorrelated and the variance of the error should be 

constant across the observations.  

 

 

 

3.3.2 Heckman Selection Method 

As the sample used consists of only those funds, which have reported their net internal 

rate of return, the sample might not be a random representation of the population. In this 

sort of situation the reliability can be increased by using Heckman correction method 

(Heckman, 1979). It might be argued that possible selection bias in this study is not a 

problem since the comparison of performance depends on the share of cross-border 

activity. So even though the selected funds would have superior performance compared 

to average or normal funds, the results, which measure the relative performance between 

funds of different cross-border share, would still be consistent for all the available funds. 

 

However, in order to be more accurate Heckman selection method is used to correct for 

the missing data. Heckman model first calculates the probability that the venture capital 

fund performance is known and then uses a normal regression method utilizing the 

results from the first step. Even though the Heckman selection method has some 

weaknesses when it comes to the model’s sensitivity to its selection criteria and 

assumptions, is quite widely used in venture capital research (e.g. Bottazzi et al., 2008b; 

Gompers & Lerner, 2000).  

 

In this research it is believed that the probability of knowing the IRR of a fund depends 

on the fund’s vintage and type. Fund age is known to affect the development of IRR as 

the investments take time to show their true potential. The type of the fund can affect 

both the performance of the fund and the way in which the performance is reported. 

Especially funds concentrating on very young companies, could experience more 

failures and thus not report the unsatisfactory performance indicators.  
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3.3.3 Instrumental Variable Regression 

To address the problem of endogeneity, instrumental variable regression is used 

(Mullahy, 1997). As is often the case in management literature, the studied relationship 

of fund performance and cross-border level is not a randomized controlled experiment 

with a random sample of funds and a control group that can be tested for a treatment; in 

this case investing internationally. There are bound to be factors that affect why venture 

capitalists take on cross-border investing, which in turn often causes endogeneity.  

 

Bascle (2008) argues that the business diversification and performance linkage should 

always be studied with either Heckman or instrumental variable regression in order to 

address endogeneity. A non-linear instrumental variable regression model has been used 

previously in recent finance and venture capital internationalization research in order to 

satisfy for exclusion restrictions (e.g. Alvarez-Garrido & Guler, 2014; Berger et al., 

2005; Nahata et al., 2014).  

 

Because investors enter foreign markets with certain characteristics more easily, it is 

necessary to find an instrument, which correlates with this effect without affecting fund 

performance and thus the reliability of the study. Consequently, instrumental variable 

regression is used in this case because there are explanatory variables which are 

endogenous and thus need to be corrected for.  

 

Typically the instrument in venture capital and finance research is a measure of local 

availability of a certain characteristic (Alvarez-Garrido & Dushnitsky, 2016; Bottazzi et 

al., 2008b). Accordingly, a fitting instrument variable used in this study is the VC 

funding per country per year, as it corrects for the amount of cross-border investments in 

a certain country or area without really affecting the dependent variable or the fund 

return. The operationalization of the variable is explained in more detail in the variables 

section.  
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3.3.4 Testing Moderation Relationships 

Since according to the hypotheses fund size and syndication moderate the relationship 

between cross-border share and fund performance, interaction variables are needed to 

study the effects (Cohen et al., 2003). The interaction variables are calculated by first 

typically standardizing the components to reduce multicollinearity and then multiplying 

the components together.  

 

In this study the fund size and cross-border share as well as syndication frequency and 

cross-border share are multiplied in order to test the moderations. Additionally in this 

research the variables cross-border, cross-continent and syndication frequency as well as 

cross-border volume were standardized.  

 

 

 

3.3.5 Winsorization 

Because the data features some funds with extreme cases of net internal rate of return, 

which could affect the results, a process called winsorization is used to address the 

spurious outliers in the model (see e.g. Barnett & Lewis, 1994). Winsorization is a 

method in which the data above or below selected percentiles are set to the selected 

percentiles.  

 

In this study a very modest winsorization of 1 % is used at both ends of the sample in 

order to even out some of the abnormal returns such as one IRR of 102 %, which is 

almost twice the return of the second best performed fund. It should be noted that 

although the 1 % winsorization improved the significance of the model, it is quite a 

conservative measure and mainly handled a few spurious outliers that were clearly 

abnormal in their performance.   
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4. Results 

4.1 Descriptive Analysis 

4.1.1 Descriptive Statistics 

The final sample consisted of 211 venture capital funds while the augmented Heckman 

corrected sample contained 250 funds. The data are further described below. Table 6 

represents the mean, standard deviation and the different correlations between the used 

variables. The relevant variables are not standardized in the descriptive statistics.  

 

As can be seen, the mean net IRR of the funds is 11 %, which is pretty much in line with 

the venture capital fund sample IRRs of McKenzie & Janeway (2011) at 17 % and 

Ljungqvist & Richardson (2003) at also about 11 %. The standard deviation of the 

sample is around 14 %. The mean of cross-border share between the funds was around 

0.24, which means that 24 % of the investments in a mean fund were cross-border 

investments. Similarly the mean syndication frequency was 0.54 with the standard 

deviation for both syndication and cross-border share being around 0.35.  

 

The logarithmic fund sizes might be harder to grasp. The actual fund size mean was 

around 414 MUSD, which is quite close to the 503 MUSD that Ljungqvist & Richardson 

(2003) had in their sample. The standard deviation of fund size is about 1135 MUSD. 

The relatively high standard deviation stems from the fact that there were a few very 

large over billion dollar funds with one fund being as big as 15 000 MUSD, which was 

checked to be the correct value.  

 

In terms of the correlations the results do not show anything too divergent. Correlations 

with absolute values larger than 0.12 are significant at 5 % level. This means that 29 % 

of the correlations are statistically significant. Only two of the variables correlate with 

over ±0.5 correlations. Cross-border and cross-continent share correlations are not a 

problem as they are used in different models and, additionally, the potential problem of 

vintages correlating is automatically taken care of by the model because of 

multicollinearity in dummy variables.    
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4.1.2 Sample Fund Categorization 

The sample funds have very different sizes as can be seen in the histogram Figure 10 

below. The majority of funds or 53 % are between 100–500 MUSD in value, while 12 % 

are smaller than 50 MUSD and 7 % are larger than 1 BUSD.  

 

 

Figure 10: Fund Sizes. 

 

The funds have different types of stage specialization, which are shown in Figure 11 

below. As can be seen, most of the funds are type venture (general) and early stage with 

68 % of funds being in those two categories. 

 

Figure 11: Share of Funds by Fund Type. 
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The different funds also were specialized in many different industries. The different 

industry foci are shown in Figure 12 below. A single fund can have several industries 

that it invests in and, as can be seen, 50 % of the funds invested in the medical & 

biotechnology industry, while up to 66 % of the funds made investments to IT and the 

high-tech sector. 

 

 

Figure 12: Share of Funds by Industry Focus. 

 

Additionally, the distribution of the sample’s fund vintage is depicted below in Figure 

13. Funds with vintage 2007 and 2008 made up 85 % of the sample, while perhaps 

interestingly funds of vintage 2009 only make up 15 % of the sample.  

 

 

Figure 13: Share of Funds by Fund Vintage. 
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The funds also have different regions where they are based in. The GP Region of the 

funds is depicted in Figure 14 below. The large majority of the funds are located in the 

USA and Canada market with 65 % share, while only 4 % of the funds were located in 

Africa or the Middle East. This leaves 31 % of the funds being based in a single in Asia 

and Europe. 

 

 

Figure 14: Share of Funds by GP Region. 

 

The Figure 15 for net internal rate of return and the fund size up to 1 BUSD is shown 

below. The values are quite spread out and it only limited observations can be made 

visually from the figure. Larger funds have lower observations of negative net IRR. This 

could be due to risk-sharing and larger funds being generally more successful, reputable 

and managed in a more skilled manner as previously mentioned in the literature review.  

 

 

Figure 15: Fund Size and Net IRR.  
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Figure 16 illustrates the relationship between syndication frequency and fund net IRR. 

The different observations are pretty spread out, which makes it difficult to make any 

verdict based on the figure alone. It seems that funds with all different syndication 

frequencies experience a somewhat similar distribution of different IRRs.  

 

 

Figure 16: Syndication Frequency and Net IRR. 

 

Finally Figure 17 below shows the focal relationship between cross-border share and 

venture capital fund net internal rate of return. Although it is too early to make any 

conclusions, it seems that funds with a higher cross-border share actually have lower 

IRRs. Especially funds with very low levels of cross-border share seem to have higher 

internal rate of returns.  

 

 

Figure 17: Cross-Border Share and Net IRR. 
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4.1.3 Syndication and Cross-Border Investments in Sample Funds 

The different stages of fund specialization show some differences in the amount of 

syndication, cross-border and cross-continent investments as can be seen in Figure 18 

below. The bars show the percentage of funds that have syndication, cross-border or 

cross-continent activity, while the lines show the average share of these indicators in the 

funds. For example 50 % of funds typed Balanced have syndicated investments and on 

average about 32 % of their individual deals were syndicated. Clearly it seems that 

syndication is more preferred in the early stages of venture capital investing, which 

makes sense, since risk-sharing is a key motivator in syndicating and the risk is highest 

in the early rounds. However, it seems that cross-border and cross-continent investing 

are more divided, with perhaps expansion and early stage: start-up showing the smallest 

shares of cross-border investing activity.  

 

 

Figure 18: Syndication, CB and CC Investments in Funds by Fund Type. 
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border activity in the sample funds with perhaps the expectation of the industrial, 
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Figure 19: Syndication, CB and CC Investments in Funds by Fund Industries. 

 

 

 

Figure 20: Syndication, CB and CC Investments in Funds by Fund Vintage. 
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companies in China and other Asian countries are located in Singapore and Hong Kong, 

which raises the share of cross-border activity in funds. This is perhaps due to those 

countries’ legal and tax characteristics and prevalent business environment. Africa is not 

really comparable due to the very small number of African funds in the sample.  

 

 

Figure 21: Syndication, CB and CC Investments in Funds by Fund GP Region. 
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models in order to further understand the effects of the different variables.   

0%

20%

40%

60%

80%

100%

120%

Africa Asia Europe Middle East North

America

P
er

ce
n

ta
g

e 
o

f 
F

u
n

d
s 

Syndication

Cross-Border

Cross-Continent

Average



61 

 

Table 7: Table of the Main Results. 

       Net IRR % 

 Model 1 Model 2 Model 3 Model 4 Model 5 Model 6 

Cross-Border Share  -6.040 -14.139 -14.053   

  (2.97)*** (2.39)** (2.39)**   

Log Fund Size MUSD  2.647 2.298 2.200 2.591 2.200 

  (2.74)*** (2.91)*** (2.82)*** (2.71)*** (2.55)** 

Syndication Frequency  1.601 -0.703 -0.036 2.749 -0.368 

  (0.67) (0.22) (0.01) (1.20) (0.11) 

Cross-Border x Fund Size     1.520   

    (1.99)**   

Cross-Border x Syndication    -0.911   

    (1.21)   

Cross-Continent Share     -6.236 -34.192 

     (2.61)*** (2.14)** 

Vintage 2007 1.509 2.604 1.481 2.297 2.825 2.059 

 (0.72) (1.31) (0.80) (1.20) (1.41) (1.00) 

Vintage 2008 0.698 1.559 3.870 4.099 1.879 5.222 

 (0.22) (0.52) (1.38) (1.49) (0.61) (1.64) 

Balanced 0.831 1.898 1.592 3.120 1.556 -3.250 

 (0.23) (0.53) (0.49) (0.90) (0.44) (0.55) 

Early Stage 5.641 6.846 7.963 9.853 6.056 -0.082 

 (0.99) (1.17) (1.41) (1.71)* (1.01) (0.01) 

Early Stage: Seed 0.015 1.467 4.744 6.185 0.486 -4.097 

 (0.00) (0.19) (0.69) (0.85) (0.06) (0.48) 

Early Stage: Start-up -11.529 -11.135 -12.807 -9.876 -11.054 -16.171 

 (2.07)** (2.15)** (3.00)*** (2.27)** (2.13)** (2.74)*** 

Expansion / Late Stage -3.330 -3.977 -2.867 -2.238 -5.159 -8.384 

 (1.12) (1.42) (1.45) (0.95) (1.83)* (1.77)* 

Growth -2.218 -2.015 -3.364 -1.428 -2.450 -7.911 

 (0.72) (0.66) (1.40) (0.53) (0.81) (1.57) 

Medical & Biotech 1.470 0.531 0.068 0.189 0.701 0.397 

 (0.79) (0.32) (0.03) (0.10) (0.42) (0.17) 

Services 2.547 1.915 1.583 1.765 1.931 0.739 

 (1.22) (0.97) (0.68) (0.76) (0.97) (0.25) 

IT & High-Tech -1.709 -2.211 -1.861 -1.829 -1.991 -1.293 

 (0.75) (1.04) (0.86) (0.85) (0.93) (0.53) 

Marketing, Media &  3.884 3.653 4.185 3.873 3.485 3.781 

Telecom (1.80)* (1.80)* (1.74)* (1.64) (1.74)* (1.36) 

Industrial, Manufacturing  -0.631 0.553 -0.625 -0.334 1.176 0.323 

& Logistics (0.24) (0.22) (0.22) (0.12) (0.48) (0.08) 

Oil, Gas & Energy -9.666 -9.644 -9.589 -10.235 -9.593 -8.305 

 (4.70)**** (5.11)**** (5.20)**** (5.56)**** (5.08)**** (3.31)**** 

Other -4.119 -3.268 -4.030 -4.431 -3.323 -3.632 

 (1.78)* (1.60) (1.82)* (2.04)** (1.66)* (1.39) 

_cons 10.059 -3.470 5.798 3.658 -4.341 10.968 

 (3.51)**** (0.52) (0.97) (0.68) (0.68) (1.28) 

N 250 250 211 211 250 211 

Significances: * p<0.1; ** p<0.05; *** p<0.01; **** p<0.001. Clustered standard errors by firm name in models 1,2 

and 5, robust errors used in models 3,4 and 6. Errors given in parentheses. 
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Model 1: Heckman Corrected Regression, Control Variables 

The first model features only the control variables. It can be seen that type Early Stage: 

Start-up and industry Oil, Gas & Energy have negative significant effects on fund IRR. 

Especially, the effect for the energy industry is very significant with a p-value of less 

than 0.1 percent. These effects could perhaps be explained by the more uncertain nature 

of first stage investment in the start-up phase as well as the oil shock that occurred in 

2007. 

 

Model 2: Heckman Corrected Regression, Cross-Border Share 

The second model also shows the fund size, syndication frequency and cross-border 

share, which has a negative significant effect on fund performance with a p-value of less 

than 1 percent. As could be assumed based on the literature review, fund size has a 

significant positive effect on the fund return with a p-value of less than 1 percent, while 

syndication frequency has no significant effect on the fund performance.  

 

Model 3: Instrumental Variable Regression, Cross-Border Share 

The third model features instrumental variable regression with venture capital funding 

per country per year as an instrumental variable. As can be seen, cross-border share has 

a negative effect on the fund performance with a p-value of less than 5 percent, while 

fund size continues to have a positive effect with 1 percent significance.  

 

The diagnostics show that the instrumental variable regression is well suited to test the 

associations. The Hansen J statistic shows that the equation exactly identified. 

Additionally, the Kleibergen-Paap Wald F statistic is 36.97, while the Stock-Yogo weak 

ID test critical values are smaller: 10% maximal IV size 16.38, 15% maximal IV size              

8.96, 20% maximal IV size 6.66 and 25% maximal IV size 5.53. Thus the instrument is 

reliable and justifiable as is, consequently, the instrumented regression results. 

 

 

 



63 

 

Model 4, Full Model: Instrumental Variable Regression, Cross-Border Share With 

Moderating Effects  

Looking at the full model with moderating effects it can be noted that cross-border share 

has a negative effect on the fund performance with a p-value of less than 5 percent. 

Since this result is quite similar also in models 2 and 3, we can actually find that 

hypothesis 1 doesn’t hold and instead the opposite is supported. Figure 22 depicts the 

cross-border share and the net internal rate of return in the sample with fitted values.  

 

 

Figure 22: Net IRR and Cross-Border Share Plot. 

 

Fund size is again significant with a p-value of less than 1 percent, which in tandem with 

models similar results in models 2 and 3 gives reason to say that larger funds affect the 

fund performance positively as was noted in the literature review. However, syndication 

frequency offers no significant results on fund performance.  

 

The moderating effect of fund size has a positive coefficient with a p-value of less than 5 

percent, which supports the hypothesis 2. The moderating effect of fund size can be seen 
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in more detail in Figure 21. As can be seen, the larger funds show better performance 

with a larger cross-border share. 

 

 

Figure 23: Moderating Effect of Fund Size on Fund Performance. 

 

The positive effect of the largest fund should perhaps be taken with a grain of salt as the 

maximum of fund size was considerably larger compared to the mean. However, the 

moderation effect of syndication provides non-significant results, which means that 

hypothesis 3 is not supported.  

 

Additionally, in the full model it can be seen that type Early Stage: Start-up and industry 

Oil, Gas & Energy have negative significant effects on fund IRR. These affects are very 

similar through all the first four models, which gives reason to believe that these effects 

are very reliable. In addition, in the fourth model industry Other also has a significant 

negative effect.  

 

Again the diagnostics show that the instrumental variable regression is well suited to test 

the associations. The equation is exactly identified according to the Hansen J statistic. 

The Kleibergen-Paap Wald F statistic now is 33.11, while the Stock-Yogo weak ID test 

critical values are smaller: 10% maximal IV size 16.38, 15% maximal IV size              
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8.96, 20% maximal IV size 6.66 and 25% maximal IV size 5.53. This means that the 

instrumented regression and the instrument are reliable and justifiable. 

 

Model 5: Heckman Corrected Regression, Cross-Continent Share 

The fifth model shows the effect of the cross-continent share. As can be seen, again fund 

size has a positive significant effect, while the cross-continent share has a negative effect 

with a p-value of less than 1 percent.  

 

Model 6: Instrumental Variable Regression, Cross-Continent Share 

The sixth model features instrumental variable regression for cross-continent share with 

venture capital funding per country per year as the instrumental variable. Again as in 

model 5 cross-continent share has a negative coefficient with a significant p-value of 

less than 5 percent. All this supports hypothesis 4. Additionally, the fund size again has 

a positive negative effect, while type Early Stage: Start-up and industry Oil, Gas & 

Energy have negative significant effects on fund IRR. 

 

The Hansen J statistic shows that the equation exactly identified and the additional 

diagnostics show that the instrumental variable regression is pretty well suited to test the 

associations. The Kleibergen-Paap Wald F statistic now is 9.09, while the Stock-Yogo 

weak ID test critical values are: 10% maximal IV size 16.38, 15% maximal IV size              

8.96, 20% maximal IV size 6.66 and 25% maximal IV size 5.53. Clearly all except one 

of the Stock-Yogo values are smaller than the Kleibergen-Paap Wald F statistic, which 

means that the instrumented regression is not perhaps as accurate as in models 3 and 4, 

but pretty accurate nonetheless. 
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4.2.2 Additional Models  

In order to in more detail study and, especially, validate the relationship of cross-border 

investments and fund performance, cross-border volume was also used in place of cross-

border share. The results for analysis done using cross-border volume can be found in 

the following table (Table 8). The four models are otherwise identical to the four models 

used in the main results, but the cross-border share is replaced with cross-border volume. 

As can be clearly seen from the table, the results are very similar.  

 

The coefficients for the variables are in line with the results in Table 7 and the 

significances are also almost exactly the same. The only noteworthy difference in the 

significances of the variables is that the moderating effect of fund size is significant with 

a p-value of 8.4 % instead of the less than 5 % as in the previous results.  However, still 

because the effect is somewhat significant and because using cross-border share the 

moderating effect had a very significant coefficient, the hypothesis 3 is supported. 

Otherwise these results fully support the results from the cross-border share analysis.  

 

Cross-continent volume is not studied as there was not sufficient data to reliably do this. 

The number of cross-continent investments was considerably smaller than with cross-

border investments in the first place and, additionally, the deal values were incompletely 

reported.   
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Table 8: Additional Results Using Cross-Border Volume. 

         Net IRR % 

 Model 1 Model 2 Model 3 Model 4 

Cross-Border Volume  -6.372 -13.661 -13.691 

  (3.13)*** (2.37)** (2.38)** 

Log Fund Size MUSD  2.719 2.344 2.259 

  (2.82)*** (2.93)*** (2.85)*** 

Syndication Frequency  1.479 -0.207 0.251 

  (0.62) (0.07) (0.08) 

Cross-Border x Fund Size     1.326 

    (1.73)* 

Cross-Border x Syndication    -0.714 

    (0.94) 

Vintage 2007 1.509 2.572 1.417 2.023 

 (0.72) (1.29) (0.76) (1.07) 

Vintage 2008 0.698 1.226 3.280 3.615 

 (0.22) (0.41) (1.18) (1.31) 

Balanced 0.831 1.911 1.584 2.710 

 (0.23) (0.53) (0.46) (0.68) 

Early Stage 5.641 6.565 7.462 8.661 

 (0.99) (1.11) (1.30) (1.44) 

Early Stage: Seed 0.015 1.165 4.584 5.600 

 (0.00) (0.15) (0.66) (0.75) 

Early Stage: Start-up -11.529 -11.355 -13.253 -10.911 

 (2.07)** (2.18)** (2.92)*** (2.20)** 

Expansion / Late Stage -3.330 -4.761 -4.636 -4.096 

 (1.12) (1.64) (1.97)** (1.37) 

Growth -2.218 -2.118 -3.677 -2.249 

 (0.72) (0.68) (1.35) (0.66) 

Medical & Biotech 1.470 0.603 0.197 0.344 

 (0.79) (0.36) (0.10) (0.17) 

Services 2.547 1.822 1.239 1.265 

 (1.22) (0.93) (0.52) (0.53) 

IT & High-Tech -1.709 -2.344 -1.729 -1.670 

 (0.75) (1.10) (0.80) (0.77) 

Marketing, Media & Telecom 3.884 3.730 4.107 3.861 

 (1.80)* (1.88)* (1.71)* (1.63) 

Industrial, Manufacturing & Logistics -0.631 0.569 -0.489 -0.198 

 (0.24) (0.23) (0.17) (0.07) 

Oil, Gas & Energy -9.666 -10.003 -9.886 -10.409 

 (4.70)**** (5.13)**** (5.25)**** (5.54)**** 

Other -4.119 -3.053 -3.537 -3.892 

 (1.78)* (1.51) (1.56) (1.72)* 

_cons 10.059 -3.490 5.526 3.987 

 (3.51)**** (0.54) (0.91) (0.65) 

N 250 250 211 211 

Significances: * p<0.1; ** p<0.05; *** p<0.01; **** p<0.001. Clustered standard errors by firm name in models 1 

and 2, robust errors used in models 3 and 4. Errors given in parentheses. 
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5. Discussion and Conclusions 

5.1 Discussion of Results 

This study examined how the level of cross-border investments in a venture capital fund 

affected fund performance. Additionally, the moderating effects of fund size and 

syndication were studied. In order to explain how the cultural factors might affect cross-

border investing fund performance, the effect of cross-continent share on the IRR was 

also studied. The research question and objectives were first answered based on the 

literature review and then on the basis of the data analysis. 

 

The theoretical review studied how the venture capital market has become more 

international in the recent history and identified the main motivations and deterrents to 

start investing internationally. In addition, the drivers of fund performance were 

identified and the implications of international venture capital investing on the fund 

were studied.  

 

Based on the literature review hypotheses were formed. It was presumed that higher 

level of cross-border investments has a positive effect on fund performance, while both 

the fund size and syndication frequency moderate this effect. Additionally, cross-

continent share was believed to negatively impact the fund IRR. The hypotheses that 

were derived from the theory were studied using world-wide venture capital fund data 

from 2007–2009.  

 

In the quantitative phase of the study it was shown that the higher level of cross-border 

investments affect the fund performance negatively, while fund size moderated this 

effect in that larger funds were less prone to this influence. Syndication was shown to 

have no apparent significant moderation effect. The effect of cross-continent share on 

fund performance was found to be negative. Thus hypotheses 2 and 4 were supported by 

the data, while for hypothesis 1 the exact opposite effect was supported. No statistical 

support was found for hypothesis 3.  
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Hypothesis 1 

The data gives reason to believe that the higher level of cross-border investments affects 

the performance of the venture capital fund negatively. In this sense it could be that the 

negative effects of internationalization in the end outweigh the positive ones. In the 

theoretical review it was pondered whether companies begin to cross-border invest 

because of the limited local deal flow or the superior seeming foreign opportunities. It 

could be assumed that limited local deal flow could drive worse international deals out 

of desperation and need, rather than actual desire.  

 

Additionally, the mentioned deterrents such as lack of commitment and connectedness, 

geographical distance, differences in regulatory environment and economic factors in 

combination with trust, status and partner capacity deficiency could be the reasons of the 

worsened performance. In addition, as was discussed in the theoretical review the 

advantages of staying local and having competitive advantage from know-how and ties 

related to the local market could be stronger than the positive effects of 

internationalization.  

 

Hypothesis 2 and 3 

The analysis supported the presumption that larger funds perform better when investing 

cross-border than smaller ones. Overall the effect of large fund size on fund performance 

has been shown quite extensively to affect venture capital fund positively – at least up to 

a certain point. Larger funds have better networks, gain access to better deals and, 

arguably, enjoy better status and investor know-how than smaller ones. Possibly because 

of these reasons the fund size was found to be moderating the effect of performance 

when investing internationally.  

 

Even though syndication has been previously linked to better fund performance in this 

study the syndication had no apparent moderating effect on the cross-border level and 

fund performance relationship. The reasons behind this could have something to do with 

the fact that syndications of investors from different countries have difficulties in 

working together.  
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Hypothesis 4 

The data supported the hypothesis that larger share of cross-continent investments 

affects fund performance negatively. As mentioned in the literature review, since the 

cultural factors and geographical distance hamper international investing, it was safe to 

assume that especially in the case of two different continents, the effects were to be 

more severe.  

 

Even though some authors have previously mentioned that the investors in a way 

overcompensate for the adverse effects of culturally distant markets and thus get better 

results, this study shows that for a wider sample concerning fund level data this might 

not be always the case. The negative effects that higher levels of cross-border venture 

capital investments have on fund performance are, based on this study, only 

strengthened by the larger geographical and cultural distance, as represented by the 

cross-continent investing. 

 

Implications 

This study has implications in that it looks at cross-border investing in a larger scale and 

gives fund level meaningful insights. Even though individual cross-border or cross-

continent investments can be very successful, this study gives reason to believe that 

overall funds with a higher level of said investments experience worse performance.  

 

For venture capitalists this means that they should be extra cautious when investing into 

a foreign country and perhaps be more prepared in order to maximize returns. Staying 

local could be wiser unless the local market offers no more interesting opportunities. 

However, the results encompass a wide range of areas and perhaps do not represent 

some country specific investing ties. Suffice to say, this study should act as a reminder 

that venture capitalists so far perhaps have not been able to successfully harness the true 

potential of international investments and that more care should be addressed to them in 

the future.  
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One implication of this study is that people, institutions and organizations investing in 

funds should perhaps be more cautious when investing in funds with higher levels of 

international investments. On a similar note it would be beneficial that the funds or 

databases reported the international investment shares so that this focal relationship 

could be more closely followed in the future.  

 

In terms of science this study has several implications. Previously available venture 

capital deals and investment selection have been proven to be drivers of superior fund 

performance (Diller & Kaserer, 2009; Smith et al., 2009). However, according to the 

results it seems that crossing the border in order to select investments or cope with the 

limited local deal flow doesn’t yield similar results perhaps because of the complications 

related to international venture capital investing. The results also reinforce the idea that  

larger cultural distance and resulting lack of trust have every reason to demotivate 

international venture capital investments because of the found association of diminished 

fund performance (Bottazzi et al., 2016; Dai et al., 2012; Giannetti & Yafeh, 2011; Li et 

al., 2014). 

 

Additionally, this study reinforces the widely acknowledged fact that fund size is one of 

the main drivers of fund performance (Cumming & Walz, 2010; Kaplan & Schoar, 

2005; Ljungqvist & Richardson, 2003). In addition, this thesis further elaborates that 

larger funds show better performance also when cross-border investing.  

 

As the fund level cross-border research has been somewhat lacking in the past, this 

thesis opens up the discussion for more similar research and extends the current 

literature. The related future opportunities for scientific study are explained in more 

detail in part 5.4 Avenues for Further Research. 
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5.2 Reliability and Validity 

5.2.1 Reliability 

Reliability in an academic context refers to how replicable the results are. In order for 

this study to be as reliable as possible the research question and objectives were assessed 

from two different directions using both literature review and data analysis. Since, 

however, the relationship between venture capital fund performance and level of cross-

border investments had not been previously studied the hypotheses were performed 

based on existing theories and derived from previous research studying the focal 

phenomenon on a different level and other surrounding phenomena.  

 

The hypotheses were formed based on best available information and because of the 

novelty of this study the effect described in hypothesis 1 of the literature review was not 

supported by the data and actually was found out to be the opposite. Additionally, the 

hypothesis 3 was not supported by the analysis. However, the method section and the 

operationalization of the variables of this research are very accurately reported, which 

means that using the same data, the same results could in theory be replicated by anyone.  

 

The main concerns in terms of reliability have to do with the available data for the 

sample of the study. The data spans three years and takes into account 211 funds and 

250 funds in the augmented form. It is difficult to say, whether this sample represents 

the entire population. However, the data takes into account funds from many different 

countries and continents, which increases the reliability in terms of local economic and 

geographically specific effects.  

 

All in all, the results from the data are of the same direction regardless of the used 

model, and even when using cross-border share or volume as independent variable. This 

gives strong reason to believe that the main findings of the study are very reliable. The 

reliability was increased as much as possible using instrumental variable regression and 

Heckman correction to prove that the results are accurate.  
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5.2.2 Validity 

Internal validity refers to the study’s design in that it is done accurately and relevant 

measures are used. In this study both the method and the decision to include certain 

variables were very strongly rationalized with the help from existing research. This gives 

reason to believe that the study is valid.  

 

The literature review uses previously validated research as its basis and the data from 

Preqin is very reliable and widely used in both research and business context. 

Additionally, the data analysis was very carefully conducted and there were no apparent 

multicollinearities in the results.  

 

The main question mark concerning validity has to do with the contradiction between 

the main hypothesis and the conflicting significant results from the data analysis. 

However, the literature review provides the best possible educated presumption for the 

effect between cross-border investing and fund performance based on the surrounding 

research. As similar studies have not been previously conducted the main result – 

although perhaps surprising – is still valid in the light of the data analysis, since the 

analysis was conducted using validated research methods and data.  

 

 

 

5.2.3 Generalizability 

Generalizability or external validity refers to the amount which the results can be 

extrapolated from the sample to the whole population. Since the study sample 

encompassed many countries from around the world, this gives reason to believe that the 

results are reliable. However, this gives an overall idea how cross-border investing 

affects fund performance world-wide, but cross-border investing in some areas between 

perhaps similar countries could give very different results depending on the local 

markets.  
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The used time period for fund vintages between 2007 and 2009 is a somewhat limiting 

factor in this study concerning generalizability. The fund performance was monitored up 

to the end of year 2015, so in many ways the data was as new as possible, since the 

investments need time to mature as mentioned in the literature review. However the 

narrow time frame of the selected funds hinders the generalizability of the study. As 

cross-border investing is a relatively new phenomenon, which is becoming more 

common by the year, the results might not accurately represent modern cross-border 

investing today. But even though if the investing methods would have  become better 

and the investors had increased know-how relating to cross-border investing this study 

represents the newest possible results that can be studied with the selected method. 

 

Also, in addition, it is important to remember that the results using regression analysis 

depict on average what the effects of the sample are. There of course are exceptions that 

have different outcomes and the results do not predetermine how all funds behave. 

Individual fund-specific results will differ from the overall picture that encompasses all 

the available funds and their average relationships to other variables. 
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5.3 Limitations 

As mentioned in part 5.2, this study has some limitations, even though it provides 

important implications and results. First of all the results of the study rely on the data 

available from Preqin. In addition to the available figures this also means that the 

different ways of classification of fund types and industries affect the results. 

Nevertheless, the data is considered reliable as it is heavily used in both research and 

business and there is no real reason to doubt its accuracy.  

 

The main limitation with the data is the selection of funds with vintages 2007–2009, 

which might not represent the focal relationship in a general sense. It should also be 

considered that 2007 was in many parts of the world a beginning of a financial crisis, 

which surely affected the venture capital market as well. Older similar data was simply 

not available, while funds with newer vintages wouldn’t have showed their true potential 

until the end of the follow-up period by the end of 2015. Larger amount of data might 

have helped to make the results more general, but the results can be said to be reliable 

with the used data.  

 

This study used both Heckman correction and instrumental variable regression to 

address endogeneity as is necessary with business diversification and performance 

association (Bascle, 2008). The results using these two methods are very similar as are 

also the outcomes using either the cross-border share or volume. This gives reason to 

believe that the results are not limited by the analysis as they are similar regardless of 

the approach.  

 

Perhaps one of the main limitations has to do with the large scope of this thesis. The 

overall effects of aggregated world-wide deals on a fund level were studied, which 

might have implications in that the results are on a somewhat high level in their amount 

of detail. This means that the results and, especially, the reasons that lie behind the 

results might be difficult to generalize to consider the whole sample. However, the 
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actual motivation behind this thesis was to study the effects of cross-border investing on 

a wider fund level, so the limitation is inbuilt in the premise.   

 

Perhaps one limitation has to do with the lack of a perfect fund performance metric. 

There are many available metrics, which are discussed in more detail in the literature 

review. This study used one metric, IRR, which is somewhat sensitive to the sequencing 

of the investments and being an absolute measure of performance, it doesn’t really 

adjust for risks in the overall market or somewhere else (Kaplan & Sensoy, 2014). 

Additionally, fund performance cannot be estimated perfectly accurately until the fund is 

liquidated (Diller & Kaserer, 2009; Meyer & Mathonet, 2005), although it has been 

shown that the interim IRR is a reliable indicator of true return (Kaplan & Schoar, 

2005). So even though a possible limitation, IRR is very widely used and generally 

acknowledged to be the best measure of performance by for example the The European 

Venture Capital Association and The British Venture Capital Association. 

 

Additionally, as often with research the sample, although comprehensive, could have 

been even more extensive. The available data limited the amount of funds in the sample 

in terms of available deal level data, fund vintages and net IRR numbers. Even though 

the selection bias regarding IRR numbers was adequately corrected for, the limited time-

period and deal level information might hinder the coverage of the study. However, 

because of the novelty of cross-border venture capital investing, this study gives strong 

implications of the general performance regarding the associated funds.  
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5.4 Avenues for Further Research 

This study raises several areas of further research that could be studied in the future. 

First of all it would be interesting to find out how the different motivations to go cross-

border affect the investment and fund performance. Previously Hall & Tu (2003) have 

studied that as a country’s venture capital market matures the companies start looking 

for opportunities elsewhere. Does internationalization because of limited available local 

deal flow cause for example worse results than cross-border investments incentivized by 

superior looking opportunities? 

 

Additionally, the overall venture capital fund level research is somewhat lacking and, as 

a research area, too rarely studied. Fund level research gives the opportunity to perhaps 

generalize on a wider level and would be valuable for the people, institutions and 

organizations that invest in to the funds on a continuous basis.  

 

Finally, in terms of this specific paper, the results could be further validated by studying 

the same causality in a more fragmented manner in terms of for example areas and time 

frames. Can similar results be found with older or newer funds? How does cross-border 

investing affect venture capital fund performance in certain continents or specific 

countries? Although the results are quite reliable, the different ways of investing 

internationally vary a lot depending on the country. The fund and investor specific 

international know-how could affect the performance and success of the cross-border 

investments, but is very difficult to measure on a wider scale.  

 

Additionally, cross-border investing between neighboring countries with perhaps similar 

culture and language will probably give out different results than the world-wide 

inspection as in this study. Also especially, as it has been shown, that networks 

(Hochberg et al., 2010) and status (Bothner et al., 2006) enhance fund performance, in 

the future perhaps more noteworthiness could be added to the transferability of ties, 

location, networks, know-how and other features relating to investor-specific matters in 

the cross-border  venture capital investing context. 
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