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VENTURE CAPITAL AND ITS IMPACT ON INNOVATIVE
AND ECONOMIC GROWTH OF COUNTRIES

The article considers the essence of economic and innovative development as well as innovative entrepreneurship. An
analysis of venture capital volumes and GDP indicators for selected countries is conducted. The main relationships and
factors influencing venture capital processes, such as risk and information asymmetry, are highlighted. The role of venture
capital in the innovative and economic development of countries, the practical content of some of the above theoretical
provisions are studied. The gap in venture capital issues between countries is also shown. Thus, the gap between the level of
development of venture business in the United States and European countries, as well as Japan and Israel, remains significant.
The question remains as to why the United States is a leader in the venture capital business. One of the reasons is a developed
capital market with the appropriate infrastructure and its main participants. Another reason is less developed (and / or
different) social security systems, which forces people to look for other ways to ensure old age through the mechanisms of the
private pension system.

Further directions of research on building a model of possible options for innovative development based on the revival
of venture capital and the development of innovative entrepreneurship for developing countries are identified. The article
notes the stimulating effect of venture capital in the country's innovation and economic growth, as well as the unanimity
of conditions and factors influencing the process of venture investment. This also requires further study, as the question of
the gap between economic growth, innovation and venture capital for individual countries remains open. Additionally, it is
not substanstially analysed, whether the present central bank policy has influenced investors decicions and when this might
change.
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BikTopis ¢pon Po3en,
KaHouoam eKoOHOMIYHUX HAYK, O0YeHm,
Inemumym suwoi oceimu,
JIBH3 «Kuigcokuil HayionansHuti eKOHOMIiYHUU YHigepcumem
imeni Baouma I'emvmanay

BEHUYPHHUM KAIIITAJI I HOI'O BIIJIUB HA IHHOBAIIMHE
TA EKOHOMIUYHE 3POCTAHHS KPATH

Y cmammi poszensinymo cymuicme eKOHOMIUHO20 Ma IHHOBAYINIHO20 PO3GUMKY, 4 MAKONC IHHOBAYIUHO20 NIONPUEMHU-
ymea. [Iposedeno ananiz 06ca2ie 6enuypHo2o ineecmyeanns ma noxkasuuxie BBII 3a okpemo obpanumu kpainam. Iloznaveno
OCHOGHI 83A€MO036 A3KU MA YUHHUKYU 6NAUBY HA NPOYECU 8eHYYPHO20 THEECMYBAHHS, MAKi AK PUUK MA ACUMEMPUYHICMY
inghopmayii. Jlocniodxceno ponb 6eHUYPHO2O KANIMATY 8 IHHOBAYIIHOMY MA eKOHOMIYHOMY PO3GUMKY KPAiH, NPOOEMOHCMPO-
BAHO NPAKMUYHUL 3MICI OKPEMUX HABEOCHUX MeOPeMUUHUX NOL0JCeHb. TaKoic noKazano iopue 6 NUMAHHAX eHUYPHO20
iHeecmy8anHs Mioc okpemumu Kkpainamu. Taxk, cymmesum aumaemoscs 8i0pus Midic pieHeMm po36UMKY 6eHUYPHO20 Oi3Hecy 6
CIIA ma kpainax €eponu, a maxo Anonii ma I3paino. Biokpumum nuwaemoca numanns, yomy CILIA € nidepamu y cpepi
obiznecy genuypnozo kanimany. OOna 3 NPUYUH — Yye PO36UHEHUL PUHOK Kanimany 3 6i0n0gioHol0 IHppacmpykmypoio ma
OCHOGHUMU 11020 YYacHuKkamu. Inwa npuyuna — ye Menw po3gutnena (ma/abo inwa) cucmemamu coyianrbHo20 CMpaxysaHis,
Wo 3myuLye 1o0etl WyKamu iIHWUX Wisxie 3a6e3neueHHs Cmapocmi yepes Mexamizmu neuciliHoi cucmemu, oe (iHanCy68anHs
8i00Y6a€MbCA NPUBAMHUM ULTAXOM.

Busnaueno nooanvuwi nanpsimu 00caiodicelts wio0o noOyo008U MOOeli MOJICIUBUX 8APIAHMIE THHOBAYILIHO20 PO3GUMKY HA
0a3i NOJICBAGIEHHS BEHUYPHO20 THBECMYBAHHS WA PO3GUNIKY THHOBAYILIHO20 NIONPUEMHUYMBA OISl KPAiH, WO PO36UBAIOMbCSL.
B cmammi 3a3naveno cmumymorouuii 6niue 6eHUYpHO20 Kanimaiy 8 iHHOBAYIlIHOMY MA eKOHOMIYHOMY 3POCMAHHI KpaiHu, a
Makodic He OOHOCMAIHICMb YMO8 MA YUHHUKIG GNIUBY HA Npoyec 6enuypHo2o ineecmysanns. Lle maxosic nompebye noodans-
wWo20 QOCHIONCEHHS, 60 TUMAECMbCS GIOKPUMUM RUMAHHS PO3PUBY HASIGHO2O OISl OKPEMUX KPAit PO3PUBY MIdC NOKAZHUKAMU
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EKOHOMIMHO20 3DOCMAHHSL, IHHOBAYILIHOCH MaA 00CA2I8 8eHUYPHO20 iHéecmyanHs. Kpim moeo, 0 maiuloymuix docuiodiceny He-
00XIOHUM € 8UBHAUUMU DLIbUL 2IUOOKO BNIIUG PUSUKY MA ACUMEMPUYHOCMIE IHPOpMayii Ha pyx ma 00csa2u 6eHUYPHO20 KAnimary.

Knruogi cnosa: eenuypuuil kanimai, iHHOBAYilIHe 3DOCMAHHS, eKOHOMIUHE 3pOCMANHS, NIONPUEMHUYMEBO, THHOBAYiliHe
RIONPUEMHUYMEO.

Buxropus ¢on Posen,
KAHOUOam 3KOHOMUYECKUX HAYK, OOYeHm,
Hnemumym svicuezo obpazosanus,
I'BY3 «Kuegckuii HayuoHanbHulll SIKOHOMUYECKUL YHUBEPCUMEM
umenu Baouma I'emomanay

BEHYYPHBIN KAIIUTAJ ¥ ETO BJIUSAHUE HA UHHOBAITMOHHBIN
1 DKOHOMMYECKHWHN POCT CTPAH

B cmamve paccmMompena cywHOCmbs SKOHOMUYECKO20 U UHHOBAYUOHHO20 PA3GUMUS, A MAK’Ce UHHOBAYUOHHOZ0 npeo-
npunumamenscmea. IIposeden ananuz obvemos 6eHuypHO20 uHeecmuposanus u noxkasameneti BBII no omdenvro evlbpan-
Holm cmpanam. OmmedeHvl OCHOBHbLE 83AUMOCEA3U U PAKMOPbL 8030€liCMEUsL HA NPOYECChbl EHUYPHO20 UHBCCIUPOBAHUSL,
makue Kak pucKk u acuMmempuyHocms ungopmayuu. Hccnedosana ponb 6eHUYPHO20 KANUMaAna 6 UHHOBAYUOHHOM U IKOHO-
MUYECKOM DA36UMUU CMPAH, NPOOEMOHCMPUPOBAHO NPAKMUYECKOE COOEPHCAHUE OMOETbHBIX NPUBEOEHHBIX MEOPEMUIECcKUX
nonoocenuil. Takoice noKazan ompeis N0 BONPOCAM BEHUYPHO20 UHBECTNUPOBAHUS MENCOY OMOETbHBIMU CPAHAMU.

Onpedenenvi danvHelue HANPAgIeHUs UCCLe008aHUs NOCMPOCHUS MOOEIU B03MONCHbIX 8APUAHIMOE UHHOBAYUOHHO20
pazeumusi Ha 6aze 0JICUBTIEHUSL 6EHYYPHO20 UHBECMUPOBAHUS U PA3GUMUSL UHHOBAYUOHHO20 NPEONPUHUMAMENIbCMEA O pa3-
BUBAIOWUXCS. CMPAH. B cmambe ommeueHo cmumynupyoujee 6IusiHue 6eHUYPHO2O KANUMAIA 8 UHHOBAYUOHHOM U IKOHOMU-
YecKoM pocme CMPaHsl, @ MAKICe paziuyue YCaoeutl U pakxmopos GusHUsL Ha NPOYecc 6eHYYPHO2O0 UHBECMUPOBAHUSL. MO
makaice mpebyem OaibHeliule20 Uccied08anUs, NOCKOIbKY OCMAemcst OMKPbIMbIM 60NPOC O CYUWeCME08AHUY 0I5l OMOETbHbIX
CMPan paspuvléa Mexicoy NOKA3ameNnamu SKOHOMUYECKO20 POCMA, UHHOBAYUOHHOCIMU, A MAKJCce 00beMO8 8eHUYPHO20 UHBe-
cmuposanus. Kpome mozo, Heo0xo00umo 05 6y0yuwux ucciedosanull onpedeiums donee 2ryboKoe 8usHue pucka u acumme-
MPUYHOCIU UHDOPMAYUY HA OBUNCEHUE U 00bEMbL BEHUYPHO2O KANUMAA.

Kntouesvie cnosa: eenuypHulii Kanumai, UHHOBAYUOHHbLI POC, IKOHOMUUECKUTL POCM, NPEONPUHUMAMENbCNEO, UHHO-
6AYUOHHOE NPEONPUHUMAMETLCMEBO.

Introduction. The issue of economic development of countries and its incentives is relevant both for countries
with developed economies and for developing countries. It is necessary in this process to ensure innovation
movements and appropriate technological changes. In this context, the issue of investing in innovative areas is
important. Venture capital can play a significant role in the development of entrepreneurship and innovation.
Recent changes in the technological paradigm, the main trends of economic development demonstrate the latest
opportunities for the vast majority of countries.

In this context it is relevant that economies create as much venture capital as possible because future possibilities
and opportunities for wealth and progress depend on it. In this respect the US is leading in its success to do so.

Review of the latest research and literature. "The economy itself does not grow into higher forms. Its
data do not mix like plastic clay. Neither data nor data-based cataclysmic logic decide the economic destiny of
nations. A simple change in the data means little....” [1, p. 487] By quoting Joseph Schumpeter it becomes clear
that a simple change in the data does not affect economic development and does not explain it. The following
comparative table of Jochen R6pke and Olaf Stiller in the introduction of the 1st edition of Joseph A. Schumpeter's
"Theorie der Wirtschaftlichen Entwicklung" ("Theory of Economic Development") (see Table 1) gives an idea of
the main provisions of Schumpeter's theory of economic development and neoclassical economic theory, as well
as their differences:

Table 1
The central differences between the mainstream economy and Schumpeter development [1, p.xxvii].
Aspects Neoclassical Schumpeter
Source of regional growth Increase in input (input logic) Neocombination (innovation logic)
Vehicle of growth Routine, "Homo Oeconomicus”, "Host" "Entrepreneur" (innovator)

Producer of new knowledge Application of

Function of science and knowledge in the form of patents, licenses,

Without enforcement, knowledge remains

research . “ ”: an entrepreneurial knowl i
esearc through transfer: "knowledge society" dead™: an entrepreneurial knowledge society
Peter Drucker "Doing things right" "Do the right things"
. Optimal allocation of resources "whoever New combinations cannot be optimized.
Allocation of the factors .. A . . "
optimizes wins Who optimizes loses
motivation Hedonism, profit, extrinsic Achievement motivation, enjoyment of

design, intrinsic
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In fact, Schumpeter discovered the source of energy of modern society, namely — innovative entrepreneurship [ 1,
p. Xxvii].

In general, entrepreneurship plays an important, if not the decisive role in the creation and growth of business,
as well as in the growth and prosperity of regions and countries [2, p. 5].

A special place in this sense is covered by the so-called venture capital business or business venture. This form
of business makes it possible to start, develop and finance business activities in the most innovative (but also more
risky) areas.

Accordingly, the economic value of venture capital is its ability to promote innovative development, growth
and employment.

Venture capital business is directly related to such factors as risk, uncertainty, asymmetry and incomplete
information [3-5]

In order to clarify these and some other provisions, we have considered the scientific work of such scientists
as: J. Schumpeter; R. Hisrich, M. Peters, D. Shepherd; N. G. Mankiw, M.P.Taylor; D. Kahneman, as well as
publications: Technology and innovation report 2021, UNCTAD; Treibstoff Venture Capital; Entrepreneurship at
glance 2017, OECD 2017; OECD Business and Finance Outlook 2016; Global Innovation Index 2020 and so on.

Main purpose of the article is a study of the impact and importance of venture capital in the economic growth
of countries with an emphasis on the innovative nature of such development.

The objectives of the study are:

— clarification of theoretical provisions on economic growth and innovative entrepreneurship, venture capital
and venture capital business,

—determination of the main characteristic conditions of venture investment: risk and asymmetry of information,

— analysis of statistical information on the volume of venture capital by selected countries, GDP and GDP per
capita by the same countries,

— summarizing the results of the study on the role of venture capital in the economic growth of countries and
clarifying the innovativeness of such growth.

Statements of main issues of the study.

The main theoretical provisions considered by us are relevant to the following issues (see Fig. 1).

Economic
growth

Innovativ
development

Essential venture investments factors:
Risks;
Asymmetric information

Fig. 1. Economic Development and Venture Investment [by author]|

Periods of economic growth in most countries are different. Periods of economic growth are replaced by
periods of slowdown and reduction [6, p. 455]. We can follow the dynamics of these changes according to the
graphs below, which show the dynamics of GDP [6].

Noteworthy are the changes that have taken place in the last 40 years through the ICT (Information and
communication technology) period to the so-called Industry 4.0. These changes are impressive. Now we can define
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the new conditions of industry 5.0, the change of technological paradigm. At the same time, the differentiation
between countries and entire regions continues to grow [7].

Venture capital investments vary greatly in regional terms. In addition, companies that have been invested
through venture capital are mostly young companies. Only a small number of companies used venture capital.
For example, in 2016, less than 1% of OECD companies were financed through new venture capital. In 2016, the
average investment per company was $ 5 million in Canada, Ireland, Israel and the United States, while the four
largest countries in Europe in terms of economic development, France, Germany, Italy and Spain, are in positions
between 1 and 2 million dollars. Between 2007 and 2008, the share of venture capital investment in companies
with less than 20 employees increased from 30% to 40% in Europe [8, p.7; 9].

Consider the amount of venture investment in the United States and other countries, such as the United
Kingdom, Japan, Germany, Switzerland and Canada. The cities of these countries occupy top positions among
the world's leading financial centers. The analysis was performed according to OECD data, data for China were
not taken into account (see Fig. 2):

LT RN W™ O Lt s g O BN R o, Ty R, Al LR, DOr G, P ol paa U A et G T

Fig. 2. Venture capital investment in the United States and the weighted average of countries such as the
United Kingdom, Japan, Germany, Switzerland and Canada [compiled from open data OECD, 10, is
also contained in the conference "Prospects for effective management decisions in business and projects',
September 16-17, 2021, Odessa, Ukraine]

According to the figure, we can conclude that there is a significant excess of venture capital in the United
States, although positive dynamics are present in other countries, as well.

The question remains why the US are leading in the creation of venture capital. One of the reasons is simply
and with it the capital market. Others are a less developed social security systems which forces individuals to
work for privately financed pension or retirement systems. This is due specifically compared to the countries in
the present European Union. There we see an ongoing discussion how to shorten the gap to the development in
the USA.

Comparing the dynamics of changes in venture capital with changes in GDP and GDP per capita, it is
important to note the persistence of positive growth trends (except for the last period, 2020, and the impact of the
CORONA pandemic). It can also be assumed that countries with more significant indicators that characterize the
development of the economy show higher rates of venture investment (see Fig. 3). The situation with the GDP
per capita is not so unanimous, but the general correspondence between the level of economic development and
venture investment remains (see Fig. 4).

It is almost impossible to estimate the interdependence of the main indicators of the country's GDP, GDP per
capita, and venture capital investments, but it is possible to assume that such a dependence exists. Further research
in this direction is needed.

The large gap in venture capital between European countries and the United States is due to the influence of
certain factors. There are also differences in the implementation of innovation development policies.

Taking into account the practice of the United States, it should be noted the significant impact of venture
capital on the transformation of the innovation process. Venture capitalists provide financial assistance in the
development of high-tech business. They authentically cultivate relationships and opportunities to become part
of financial institutions, universities, large companies, business companies and other organizations [12]. This
presence facilitates the perception and direction of information flows, as well as reduces the risks associated with
the creation and / or subsequent operation of a new business.
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© V. von Rosen . ISSN 2311-5149
®IHAHCHU, TPOILIOBUU OBIT" TA KPEAUT

GOP of USA and average of the UK, Japan, Germany, Switzerlasd, snd Cansda, constam FPFs, reference
year B 5 and veahee capital mvaments

— 5

— LS

Fig. 3. GDP of USA and average of the UK, Japan, Germany, Switzerland, and Canada, constant PPPs,
reference year 2015 and venture capital investments [compiled from open data OECD, 10, 11]

Fig. 4. GDP per head, constant prices, constant PPPs, venture capital investments
[compiled from open data OECD, 10, 11]

If we talk more specifically about the current global trends in venture investment, innovation and economic
development, it should be noted that in terms of patent registration, for example, Germany is the second country
in the world after the United States. Berlin and Munich occupy leading positions on the startup scene in the world.
German companies are moving forward and therefore a clear proof — the company Biotech with a vaccine developed
by it. However, in terms of funding for high-tech companies, Germany is not in first place. Here the capital market,
the level of its efficiency and infrastructure development, investor confidence have a significant impact [13].

For entrepreneurs — consumers of venture investment, it means, first of all, the opportunity to attract the
necessary funding. [13] The advantage of the American capital market is the presence of investors willing to
invest money, the existence of the so-called ecosystem, a clear legal framework, a clear tax base. In general, it can
be noted that innovations, patent registration, investments play a significant role in the competition of enterprises
in the economies of individual countries.

Quoting from GLOBAL INNOVATION INDEX 2020: "Who will Finance Innovation?" ,,The key answer to
the question is: startups, venture capital, other sources of innovation funding [14, p. xix]. According to GII 2020,
the most active centers of venture capital remain Singapore, Israel, China, Hong Kong (China), Luxemburg, the
United States of America, India, United Kingdom. Under the influence of the pandemic conditions, certain changes
have taken place in the areas of venture investment — that is health, online education, big data, e-commerce,
robotics.
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In general, the issue of the impact of venture capital on economic growth [15], the role of venture capital in
financing innovation [16] is given considerable attention by world scientific circles. Special attention is also paid
to the need to stimulate the development of entrepreneurship [17; 18].

Summing up the impact of venture capital on innovation and economic growth, it is worth noting the role of
venture capital as a catalyst for technological change, as well as, on the one hand, a generator of costs and, on the
other hand, a breakthrough generator of other types of innovation, conventional research centers [12].

Conclusions.

The relationship between such basic concepts as innovation and economic development, venture investment
and innovative entrepreneurship was identified.

Speaking about the impact of venture capital on innovation and economic growth, it should be noted the
stimulating nature of such impact in the presence of controversial issues of its role. This is due to the disagreement
of the ability to determine the level of economic development of the country and other influencing factors that
determine the capabilities and conditions of the country's capital market.

Further tasks in the study of this area are to build a model of possible options for innovative development based
on the revival of venture capital and the development of innovative entrepreneurship for developing countries.
Additionally it is not substanstially analysed, whether the present central bank policy has influenced investors
decicions and when this might change.
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