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ABSTRACT

The 21% century shall be an age of knowledge economy. Thisis inevitable for the
development of human society. To get ready for the challenges of the knowledge
economy is the only choice for Chinain the 21% century. Comrade Jiang Zemin points
out: “In the world of today, the scientific and technological advance characterized by
information technology (IT) is changing with each passing day and the conversion of
hi-tech achievements into real productivity is accelerating. The inkling of the
knowledge economy suggests that a brand-new great change will take place in the
human economic and social life. Every country of the world is wasting no time to
formulate their development strategies for the new century, contending for the
commanding elevation of science and technology, industry and economy. Facing with
this situation, we must go with the stream and make the best use of it.” The
knowledge economy is one with the high and new technology industries as the pillar
and leading industries. The development of the high and new technology industriesis
not only an important sign indicating the coming of the knowledge economy, but a
necessity for the knowledge economy. It is the rapid development of the high and new
technology industries that enables the United States to step into the age of knowledge
economy first. However, China still falls far behind the developed countries in the
high and new technology industries, even behind some of the developing countries. If
we say that the United States has just stepped into the age of knowledge economy,
then Chinais only at the rudimentary stage.

200 years ago, Chinafailed to catch up with the industrial revolution represented
by the mechanization, and Chinese people thus suffered humiliation for over 100
years. A backward country will be defeated. This is a great lesson we should never
forget. To us, the knowledge economy accompanied by the revolution fueled with
high and new technology is not only a challenge, but also a chance. The ability to
seize this chance to develop will determine if China will be able to stand among the
world advanced nations in the 21% century. Therefore, the basic way for China to
forge ahead towards the knowledge economy is to develop high technology and
realize the industrialization of high and new technology, through which we will be
able to promote the readjustment and upgrading of Chinese industrial structure and
raise the speed and quality of the national economic growth. Thisis also the inevitable
choice for us to meet the challenge of the knowledge economy. The experience of the
advanced countries has demonstrated that the high and new technology industries can
not develop without the venture capital, and that the venture capital is an important
driving force to develop high technology and realize the industrialization of high and
new technology. In this sense, therefore, Chinaisin urgent need of the venture capital.

The venture capital is a systematic project. It is an organic whole consisting of



fund raising, project appraisal and decision-making, investment and management,
equity transfer and disinvestment, etc. The development of venture capital does not
only require the careful operation of the venture capitalists (companies), but also fine
operation conditions and environment, including adequate sources of venture capital,
demand for creating investments, hi-tech enterprises or projects that will bring about
rich profits for the venture capital, the capital market from which the venture capital
can be withdrawn after its successful operation, and various policies, measures, laws
and regulations to promote and standardize the development of venture capital. In
short, the development of venture capital requires a systematic support. This support
system is the venture capital system.

It is based on the above conceptions that this article is trying to make an overall
and profound study on the establishment of Chinese venture capital system by
drawing lessons from the experience of developed countries in their venture capital
development and in light of the actual conditionsin China. This article is divided into
7 chapters:

Chapter I What is Venture Capital This chapter expounds, reveals and
recognizes the venture capital in three aspects: first, through theoretical analysis, this
chapter explains that the venture capita is an initial capita investment by a
professional investor in a newly established high and new technology enterprise that
has a great potential for development but conceives a risk of heavy loss. It has the
basic characteristics of high technology, high yield, high risk and initia capita
investment. Next, through empirical study, this chapter shows that the venture capital
is a combination of capital, technology and management. That is, the venture capital
dos not only provide the initial capital for the newly-established high and new
technology enterprises, but aso great value-added services for them to develop and
grow. Thisis what other kinds of investment do not have or can not match. Through
comparative analysis of venture capital, industrial investment, securities investment,
and bank loans with respect to the objects, patterns, periods, returns and risks of
investment, this chapter further improve the understanding of the venture capital.

Chapter Il The Important Driving Forces of the Venture Capital to
Promote Industrialization of High and New Technology and Economic Growth
With empirical study of the miracle of the Silicon Valley, the development of
American venture capital and the “new economy” in the United States, this chapter
demonstrates that the high and new technology industries can not develop without
venture capital. It is the combination of the venture capital with high and new
technology that has created the miracle of the Silicon Valley in the United States,
driven the development of American economy and enabled the United States to step
into the “new economy” erafirst and lead the world economy.

Chapter 111 The Necessity to Establish a Venture Capital System in China



and the Basic Framework of the Venture Capital System Chinese venture capital
began in 1980s. However, due to shortage of relevant factors, the development has
been very slow and the venture capital is still at the beginning stage. Therefore, it
does not yet have obvious effects on Chinese high and new technology industries and
economic development. This chapter first analyzes the impediments to Chinese
venture capital and, on the basis of analysis, shows that the development of venture
capital requires a supporting system, i.e. the venture capital system. Therefore, to
develop the venture capital in China, we must establish a venture capital system. Then
this chapter suggests two basic principles for establishment of Chinese venture capital
system: the principle of market orientation and the principle of government support.
Finally, this chapter proposes the basic ideas for establishment of Chinese venture
capital system, i.e. to cultivate the subjects of venture capital, improve intermediaries
of venture capital, establish a mechanism for withdrawal of the venture capital, and
set the rational position of the government in the venture capital system.

Chapter IV  Cultivate the Subjects of Chinese Venture Capital The
subjects of venture capital are the core of the venture capital system. They include
venture investors (venture capitalists), venture capital institutions (expert venture
investors) and venture enterprises (venture entrepreneurs). They are the direct
participants in the venture capital operation and the direct bearers of high risks who
shall share most of high returns from the investment. They shall decide the supply and
demand for the venture capital, thus deciding the development of the venture capital.
Therefore, to cultivate subjects of the venture capital is the primary task in
establishing Chinese venture capital system and is where this article focuses. This
chapter dwells respectively on how to cultivate venture capitalists, venture capital
companies and venture enterprisesin China.

Venture capitalists are suppliers of venture capital and represent the source of
venture capital. The venture capital in the United States mostly come from pension
funds while that in Europe from banks. On the basis of analysis of the venture capital
sources in foreign countries and in consideration of the actual conditions in China,
this article concludes that pensions funds and banks in China will not be able to
become the major suppliers of venture capital. However, we can get venture capital
from the following channels: 1. financia funds from the government; 2. institutional
investors, including insurance companies, investment funds, and investment banks; 3.
large corporations; 4. foreign venture capital institutions; 5 rich private investors. This
chapter also analyzes the size of venture capital various kinds of potential investors
can provide.

A venture capital company operates on the venture capital. Its investment
manager, i.e. the venture capitalist, is the soul of the venture capital. On the basis of
comparative analysis of various types of foreign venture capital institutions, this



article focuses its anaysis on the operation mechanism and features of the venture
capital company of limited partnership and comes to the conclusion that the venture
capital company of limited partnership is the mode most recommended. Then this
article analyzes and dwells on the legal obstacles restricting the application of the
venture capital company of limited partnership in China as well as the qualities and
sources of the required venture capitalists.

A venture enterprise is a user of venture capital and is also a source of the returns
to the venture capital. In this part, this article first expounds the characteristics of the
venture enterprise and then analyzes the devel opment of venture enterprises in China.
Finaly, it puts forward some major measures for rapid development of venture
enterprises in China: 1. to establish a mechanism for technology transfer and spread
and improve the production of venture enterprises; 2. to establish and perfect the
pioneering service center and the high and new technology industrial development
zone and promote the development of venture enterprises.

Chapter V. Improve Venture Capital Intermediaries The venture capital
intermediary is both the bridge linking the subjects of venture capital and the
important support to enable smooth operation of venture capital. the experience of the
development of venture capital in foreign countries shows that the venture capital can
not develop healthily without intermediaries. By applying the economic theories—the
inefficient market theory and the inefficient government theory, this chapter first
explains that market economy requires market intermediaries and dwells on the role
the market intermediary plays in the market economy. On this basis, it goes on to
discuss types of venture capital intermediaries with emphasis on the functions and
roles played by professional venture capital intermediaries on venture capital, such as
venture capital project advisors, technology project appraisers and investment bank.

Chapter VI Establish a Mechanism for Withdrawal of the Venture Capital
Venture capital is a cyclical investment behavior. A sound mechanism for withdrawal
of the venture capital is both the key to the success of the venture capital and a
necessity to realize benign cycles of the venture capital. This chapter first dwells on
the ways to withdraw venture capital and then explains that the venture capital
requires a capital market, particularly the second board market intended to finance the
newly-established high and new technology enterprises. Then it goes on to
demonstrate the characteristics of the second board market, and observe and analyze
US Nasdag—a typica example of the second board market—and its successful
experience. Finally, this chapter puts forward ideas for establishment of Chinese
mechanism for withdrawal of the venture capital, i.e. to establish a multi-layer capital
market system with the second board market as the backbone, and dwells on the mode
and operating framework of Chinese second board market and the existing problems
and improving measures for the off-the-board market.



Chapter VII The Role of the Government in the Venture Capital System
What role should the government play in the venture capital system? Thisis an import
guestion. It will decide the progress and success of the building of the venture capital
system. This chapter first expounds the necessity of the government to participate in
the venture capital by applying the inefficient market theory. Then through empirical
study, it summarizes the helpful experience of foreign governments in supporting the
venture capital. Third, this chapter reviews the various viewpoints in China regarding
the role of the government in the venture capital and raises the viewpoint of this
article: the government should not be the pure outside factor independent of the
venture capital, neither should it be the core subject of the venture capital. The
government should participate in the venture capital in a limited way and plays a
leading role in encouraging and standardizing the venture capital and providing afine
environment for operation of the venture capital. Finaly, this article analyzes the
major problems of Chinese government in the venture capital and proposes
corresponding measures to solve these problems.

Key Words: Venture capital;
Venture capital companies;
Venture enterprises,
Second board market.
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Venture Capital
“Venture” “Venture” “ course of
action (esp. in business ) of which the result is uncertain and there is risk of loss or
failure as well as chance of gain or success.”

llVer]turell 113
" "Venture Capita" “ "
"Venture Capital”

Venture capital

Editor-in-Chief : Paul Procter, " Longman Dictionary of Contemporary English " Longman Group Ltd. 1978,
P 1219.
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