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Abstract 

In this thesis, an econometric analysis has been conducted in order to research the rate of new business 

creation that venture capital investments potentially generate. Data was gathered from 32 OECD 

countries between the years 2006-2017, to establish to what degree TEA (total entrepreneurial activity) 

and TEA opportunity based, was fuelled by venture capital investments. In comparison to the majority of 

the literature, the findings of this thesis give a more nuanced picture to the enthusiastic attitude towards 

venture capital. As the results indicate a less significant impact of venture capital investments than 

expected, this thesis serves as an important counterweight to the overall positive stance towards the 

finance form. However, other findings of the study are in line with previous literature. For example, high 

GDP is associated to high entrepreneurial activity and high taxes discourage entrepreneurial activity. It is 

also worth mentioning the subtle, but existing, disparity in the results between TEA and TEA opportunity 

based. This indicates that further and more thorough research should be conducted within these two 

different measurements.   
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Sammanfattning 
I den här uppsatsen har en ekonometrisk analys genomförts i syfte att undersöka venture capitals 

påverkan på graden av uppkomsten av nya företag. Data samlades in från 32 OECD länder mellan åren 

2006-2017, för att ta reda på hur TEA (total entrepreneurial activity) och TEA opportunity based 

påverkas av venture capital investeringar. I jämförelse med majoriteten av existerande litteratur, så ger 

resultaten av den här uppsatsen en mer nyanserad bild den rådande entusiastiska attityden gentemot 

venture capital. Då resultaten indikerar en mindre signifikant påverkan av venture capital investeringar än 

förväntat, bidrar den här uppsatsen till en viktig motpol till en gällande positiva inställningen till 

finansieringsformen. Dock stämmer andra resultat från uppsatsen överens med tidigare litteratur. 

Exempelvis är högt BNP signifikant med hög entreprenöriell aktivitet och höga skatter visar sig ha en 

avskräckande effekt. En annan intressant iakttagelse utifrån resultaten, är den subtila, men existerande 

skillnaden mellan TEA och TEA opportunity based. De indikerar att vidare och mer djupgående 

forskning bör göras på de två olika variablerna.  
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1. INTRODUCTION  

Joseph Schumpeter, one of the greatest economists of the 20th century, is maybe most famous for his 

theory about “creative destruction”. Creative destruction describes how the economic system is constantly 

revolutionized by the introduction of new technology, which destroys and replaces the old one. Thus, this 

process gives the economy its evolutionary character and helps renewing the system (Schumpeter, 1942). 

In earlier publications of Schumpeter, the economist also establishes how the creation of new firms 

represents one of the most important mechanisms for creative destruction to take place. Firm creation 

enables new processes, products and radical innovations to enter the market and thus allows for economic 

growth (Schumpeter, 1934). 

 

The creations of new firms are essential for the development of an economy and are one of the most 

important drivers for breakthrough innovation (SMEs, entrepreneurship and innovation, 2010). However, 

in order to enable new firm creations, there are many aspects that need to be taken into consideration. 

Access to financing plays a critical role in the creation of new firms and is often perceived as one of the 

main obstacles for entrepreneurs (Söderblom, 2012). Start-ups are associated with higher risks than 

established firms. Therefore, more traditional finance intermediaries, like banks and loan institutions, are 

often reluctant to finance their activities (Beck et al., 2004). 

 

As an option for financing of start-ups, venture capital has been pointed out in literature as one of the 

most vital actors on the market (Söderblom, 2012). By providing young firms with capital, knowledge 

and network, venture capitalists are hopefully able to mitigate the risks related with young firms and 

create successful companies (Ibid). It is also generally accepted that venture capital backed start-ups have 

a higher growth rate, generate more value and employees in comparison to non venture capital backed 

firms (Kortum and Lerner, 2000). 

 

Venture capital investment reached a record of 254 billion dollars invested globally in 2018 and the 

global venture capital investments are rising for the sixth consecutive year (Lavender et al., 2019). With 

the on going trend of an expanding global venture capital market, a more relevant study of the overall 

macroeconomic effects of venture capitals impact on new firm creation will be of interest. The effects of 

venture capital are a highly relevant topic at the moment. The market is expanding and several incentives 

around the world, especially within the European Union, are being carried out currently to stimulate the 

venture capital market (Europa.eu, 2019). The commonly accepted view of venture capital is that it is an 

effective mechanism to spur entrepreneurial activity in the society (Lerner, 2010). 

 

Furthermore, venture capital plays an important role when it comes to fostering sustainable start-ups, 

which will represent the new generations solution to the social and environmental problems it is facing 

(Bocken, 2018). At the moment, the amount of green ventures is steadily growing and the major 
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financiers are policy makers and venture capitalists (Mrkajic et al., 2017). As green innovation can be 

perceived as the riskier alternative, venture capital funds are a more suitable financial form, as they are 

willing to take on the risk in comparison to the traditional financial intermediaries (Bocken, 2018). 

Therefore, by gaining insight in venture capital and its impact on new firm creation, the reader will get an 

insight in the financial forms important when it comes to fostering and supporting sustainable, yet 

successful business models. 

 

This thesis therefore aims to contribute to the research within the field of venture capital impact on new 

firm creation from a global perspective by using data from 32 OECD countries, over the period 2006-

2017. By including all the OECD countries, the results of this study will give a unique insight in venture 

capital’s impact on economic growth worldwide. This is an important matter due to the expanding 

venture capital market and will furthermore fill a research void, as previous literature focusing on the 

effect of venture capital often has been limited to certain regions. Moreover, by using the most recent data 

available, the results contribute to the research by generating new findings based on up-to date data. Thus, 

this thesis will add to a more thorough and relevant understanding of the impact of the financial form that 

venture capital represents. 

 

The results of this study imply that the general belief that venture capital serves as a useful tool when it 

comes to boosting entrepreneurship and innovation, should be looked upon with caution. No significant 

effects of venture capital on country level entrepreneurship rates could be detected. One plausible 

explanation for this result might stem from the high level of aggregation in data. As the results of venture 

capital investments effect on overall entrepreneurial activity are weak, this study does not provide any 

clear evidence of a positive impact of venture capital on new firm formation. 

 

Other crucial findings from the conducted research are how a high GDP is linked to increased 

entrepreneurial activity and how high tax rates diminish the entrepreneurial activity. These findings 

confirm the results of previous studies. Lastly, different outcomes were obtained when using two different 

measures of entrepreneurial activity TEA (total early entrepreneurial activity) and TEA opportunity 

based. The disparity between the two measurements implies that different drivers of entrepreneurial 

activity lead to different outcomes for the society, which may shed light on what causes individuals to 

take the step to become entrepreneurs. 

 

The remainder of this thesis starts with a literature review leading up to the hypothesis in 3.3, followed by 

the theoretical framework in section 3. Data and the empirical method are presented in section 4, while 

section 5 presents the results from the empirical study. Section 6 is devoted to a discussion of the results 

and some limitations of the study as well as to some suggestions for further research. The thesis ends with 

conclusions in section 7. 
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2. PREVIOUS RESEARCH 

How the positive and significant relationship between venture capital and support of innovation, and how 

that creates a beneficial environment for entrepreneurship, has been widely established and proven 

through research (Dyer et al., 2016). Venture capital has often been described as a key factor of fostering 

innovation and entrepreneurship and thereby economic growth in regions (Bottazzi and Rin, 2002). For 

example, multiple researchers point out venture capital as the determinant to the success of companies 

like Microsoft, Google and Apple in America. Moreover, venture capital is also claimed by researchers to 

indirectly create wealth, jobs and overall economic growth, from the new firms the financial form is 

generating (Keuschnigg, 2004: Gomper and Lerner, 2006). 

 

As a measurement of how venture capital affects economic growth, several studies have investigated the 

financing method impact on new firm creation. Sevilir (2009) aimed to determine the relationship 

between new firm creation, investment in human capital and the existence of a well functioning venture 

capital market. As investments in human capital lead to a higher rate of ideas generated by employees and 

thus gaining the motivation and skills required to start a new firm, this effect goes hand in hand with the 

expanding need of venture capital services. By creating a model with three types of agents, a firm, an 

employee and an investor, Sevilir manages to capture the effects of the circular relationship described 

above. His results suggest that a well-developed venture capital market has a positive effect on new firm 

creation (Sevilir, 2009). 

 

To clarify to what extent the availability of venture capital boosts the creation of new firms and with that 

contributes to an overall economic growth, Samila and Sorenson (2011) examine the supply of venture 

capital in US metropolitan areas. By comparing the number of companies funded, the total number of 

investments made and the aggregated dollar invested, the authors arrive at an estimation of the effects 

venture capital activity has locally. The study gives robust results that venture capital has a positive 

impact for both number of firms created, employment rate and the aggregate income for each region. 

Thus, the authors can conclude that the availability of venture capital can be linked to local economic 

growth (Samila and Sorenson, 2011). 

 

In a study from 2013, “Venture Capital and New Business Creation”, Alexander Popov and Peter 

Roosenboom confirm venture capital’s positive effect on the rate of new business creation using data 

from 21 European countries over a period from 1998-2008.  By exploiting cross-sectional and 

longitudinal variation in the access of venture capital on an industry and country level, the authors are 

able to establish to what extent venture capital stimulates new firm creation and which business 

environment that is most beneficial for the cause. The results of Popov and Rosenboom’s study imply that 

venture capital is a useful tool for fostering new ideas and thus the formation of more ventures on the 
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market. According to the study, the effect of venture capital on new firm creation is especially high in 

countries with high entry costs, high protection of intellectual property rights and lower taxes on capital 

gains (Popov and Roosenboom, 2013). 

 

Vice versa, the reverse relationship is described by Pradhan et al., (2017), who investigates whether 

economic growth, coupled with a well functioning financial system is synonymous to a developing 

venture capital industry in both the long and short run. To gain an understanding of how venture capital 

has an impact on a macro level, his study examines the dynamics of the multivariate relationship between 

economic growth, financial system and venture capital industry by using 20 European single market 

countries between the years 1989-2015. The results from the econometric models suggest that strategies 

for economic growth and reforms for the financial sector are crucial for a dynamic venture capital market 

in the long run and that there are an endogenous relationship between the three indicators in both the short 

and long run (Pradhan et al., 2017). 

 

 In another attempt to grasp how venture capital affects the society on a macroeconomic level, Romain 

and van Pottelsberghe de la Potterie (2004) compare the social return of venture capital to the social 

return of business and public R&D by using a panel of 16 OECD countries between 1990-2001. Their 

study implies a significant higher return to society by venture capital than by R&D (Romain and van 

Pottelsberghe de la Potterie, 2004). 

 

Even though a majority of the literature speaks for a positive overall impact of venture capital on new 

firm creation and entrepreneurship, there are other findings giving a more nuanced picture of different 

aspects of the finance form and its implication. For example Large and Muegge (2008) question venture 

capitalist’s role as value adders and state that the relationship often is far more complex depending on the 

given situation (Large and Muegge, 2008). As there is no consensus of the definition of the value adding 

services outcomes and incomes, it is hard to find a unifying measurement of both the performance of the 

venture capital, but also the venture (Ibid). Busenitz et al., (2004) also challenge venture capital’s role as 

value adders. By investigating the value venture capitalists provide in terms of capital but also 

information and strategy, the authors find that the offering of value is often not equal to the commercial 

success expected by the firms (Busenitz et al., 2004). Berg-Utby et al., (2007), also investigate the 

expectation gap that is likely to emerge between the entrepreneur and the venture capitalists. They find 

that the expectation of the entrepreneurs of what the venture capitalist will contribute with to the firm 

often leads to a significant gap to what they actually get (Berg-Utby et al., 2007). This could be explained 

by venture capitalists overselling their capacities or not allocating enough time for the firm (Ibid). 

 

However, the literature mentioned above is more focused on venture capitals impact on firm performance, 

not the societal gain it might have by spurring innovation. In Anne Söderbloms extensive report “Current 
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State of the Venture Capital Industry” (2012), the author questions the role of venture capitalists as 

stimulators of growth and innovation. As venture capitalists always search for the next fast growing firm, 

it leads to a very small investment scope, often within a certain technology or industry. With such a small 

scope of possible investment, along with a limited focus to a specific sector that currently incorporates a 

high growth potential, their role when it comes to fostering economic growth in society is likely to be 

trivial (Söderblom, 2012). 

 

As shown in the literature review, most studies find a positive relationship between venture capital and 

new firm formation. To summarize, the majority of the existing literature concludes that venture capital 

not only has a positive impact on new firm creation (Sevilir, 2009: Samila and Sorenson, 2011: Popov 

and Roosenboom, 2013), but also generates economic growth and benefits for the society as a whole 

(Bottazzi and Rin, 2002: Keuschnigg, 2004: Gomper and Lerner, 2006: Pradhan et al., 2017) and 

(Romain and van Pottelsberghe de la Potterie, 2004). Literature that has a more adverse approach to 

venture capital is often focusing on its role when it comes to stimulating growth of the individual firm. 

For example, some studies doubt its ability of adding value (Large and Muegge, 2008: Busenitz et al., 

2004), but also point out the danger of an expectation gap between the entrepreneur and venture capitalist 

(Berg-Utby et al., 2007). Lastly, Anne Söderblom argues that venture capitalists are likely to have a 

negligible role when it comes to generating economic growth in the economy (Söderblom, 2012). 

However, in general the literature gives a positive picture of venture capital’s role in society.   

 

3. THEORETICAL FRAMEWORK 

In the theoretical framework different aspects of venture capital’s impact on new firm creation and 

entrepreneurial activity will be presented.  

 

3.1 Venture capital as a catalyst to growth 

Even though venture capital is said to be a catalyst of economic growth in countries, the finance form 

stands for a little fraction of the total investment (OECD, 2017). Furthermore, the level of venture capital 

activity varies among the OECD countries. To display the variation in venture capital activity and help 

the reader to get a grip of its size, Figure 1 below graphically visualises the amount of venture capital 

investments as a percentage of GDP in the OECD countries for the year 2016. Israel, USA and Canada 

stick out as the leading markets for the finance form (OECD, 2017b).                  
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Figure 1. Venture capital investments as a percentage of GDP, 2016. Source: OECD (2017b). Note: For Israel and Japan data are 

from 2014. 

 

So how is then venture capital related to economic growth? Entrepreneurial ventures have an impact on 

economic growth by allowing new products or production to enter the market, by its central role in the 

development of early industries and by their ability to increase productivity through competition (Stel et 

al., 2005). However, the problem with new innovative ventures is that they do not have the capital 

strength required to realize their business. They are often facing problems related to limited internal funds 

along with difficulties attracting investors due to the risky environment of a nascent firm. Venture 

capitalists then serve as a bridge between the capital supply on the market and the demand of funding 

from the entrepreneur, as they are willing to take on the risks associated with the start ups, hoping for 

high returns within a short time frame (OECD, 2013). 
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Figure 2. Framework of underlying factors and the impact of venture capital. Adapted from “The Internationalisation of Venture 

Capital Activity in OECD Countries: Implications for Measurement and Policy” by Baygan and Freudenberg, 2000 

 

The simply explained elemental mechanism of how venture capital spurs economic growth is based on 

the idea that the financial method has a large enough impact on the entrepreneurial behaviour to 

encourage future technical innovation which will lead to economic growth (Baygan and Freudenberg, 

2000). However, let the simple explanation serve as an introduction to the understanding of venture 

capital as a catalyst to growth, by studying the more complex Figure 2. 

 

Figure 2 provides not only a framework of how the effects of venture capital generate economic growth, 

but it also presents the basic factors for the financial system to work. The three core pillars, supply 

(investors with money), venture capitalists (experts in screening, monitoring and assisting high-risk firms) 

and the demand (risk taking entrepreneurs with creative ideas), joined together are the prerequisites for 

venture capital to function (Baygan and Freudenberg, 2000). The venture capital has an impact on the 

productivity of the firms and thus enhances the firm’s performance by taking an active role in the 

management of the firm; offering their finance, network along with technical and managerial expertise 

(Chemmanur et al., 2011). By the presence of an active venture capital investor, the firm improves its 

innovation capacity and competitiveness that lead to a rise in job creation and in aggregate productivity, 

and thus an increase of the overall economic growth (Da Rin, 2016). 

 

Figure 2 also sheds light on the different requirements for a well functioning venture capital market, 

which may explain the disparity between the venture capital activities among the OECD countries. From 
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bottom up, the demand of entrepreneurs is affected by the barriers to entry the market for new firms, 

meaning that regulations and complex compliance systems discourage risk-taking behaviour and thus 

strangles entrepreneurial activity (Baygan and Freudenberg, 2000). As the levels of barriers to entry for 

entrepreneurs vary among countries, countries then face differences in the amount of venture capital 

activity. This is explained by the fact that it often is a lack of entrepreneurs in a country where the barriers 

make it too complicated to enter the market with a new firm, and that naturally creates a lower demand 

for venture capital. These formal barriers are in turn connected with the level of venture capital activity in 

each country’s venture capital market and from that difference in growth patterns can be detected 

(Baygan and Freudenberg, 2000). The cross-country differences in economic growth during the second 

half of the 20th century can be explained by each economy’s varying stage in financial development 

(Levine, 2005). Furthermore, venture capital is characterised by a cyclical nature, which is given by the 

fact it is determined by a demand and supply system (Gomper and Lerner, 2003). 

 

3.2. Venture capital as a stimulus to new business creation 

An environment that allows for innovative entrepreneurship is crucial for the development of an active 

venture capital industry, which will have a positive impact on the entrepreneurial activity (Dossani and 

Kenney, 2002). To analyse how venture capital in a more concrete way stimulates the rate of new 

business creation, three mechanisms have been suggested by previous literature (Popov and Roosenboom, 

2013). Firstly, how the venture capital is directly boosting the creation of new firms. Secondly, how the 

birth of new firms are associated with the expectations of access to funding. The third and last mechanism 

explains to which extent the role of spin-offs from firms has in new firm creation. In the selection below a 

more detailed description of the three mechanisms will be described. 

 

3.2.1 Allowing for an entrepreneurial climate mechanism 

By creating a model that aims to demonstrate the equilibrium between venture capital, entrepreneurship 

and innovation Keuschnigg (2004) proves venture capitalist’s role in new firm creations. The firm 

creation is determined by the joint efforts between the entrepreneur and the financier. The entrepreneur 

contributes with the key technological idea and the venture capitalist fills the knowledge gap of the often 

commercially inexperienced and capital lacking entrepreneur. Due to the presence of venture capitalists, 

which come with enhanced managerial expertise and a secure funding source, the survival chances of 

start-ups increase, this then gives other nascent entrepreneurs incentives to start a new firm (Ibid). 

 

Another important aspect of the model of Keuschnigg is the general type of firm that usually receives 

venture capital financing. Venture capital focuses on firms with high risk, which with a rapid growth 

potential can generate substantial returns in a short period (Oecd.org, 2015). These types of start-ups lie 

outside the spawn of interest from more traditional sources of funding like banks and other financial 
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institutions. Therefore, venture capital fills an important role for the start up of firms within this field 

(Keuschnigg, 2004). 

 

To conclude the foundations of Keuschnigg’s model, one can illustrate it as a description of how the 

developed venture capital market stimulates firm creation by creating a climate where prosperous ideas 

can be granted funding, no matter if the entrepreneur has private assets or not. The model determines the 

importance of venture capitalists to take an active part in the firm. It is the venture capitalist’s managerial 

expertise that lies out the foundations for a more effective start-up and thus improves the level of 

entrepreneurship and innovation in the economy (Keuschnigg, 2004). 

 

 Keuschnigg’s model is further proven by the findings of Bottazzia and Rin (2002). They state that the 

presence of venture capital ensures the critical initial phase of a start up by offering their value added 

services helping them to secure a position on the market place (Bottazzia and Rin, 2002). This is one of 

the factors that explain the fast growth of some of today's most dynamic and rapid growing start-ups 

(Ibid). The results from Bottazzis and Rins paper regarding venture capitalists’ important role for start-

ups, build on previous research from Hellmann and Puri (2000) and Kaplan and Stromberg (2001), whom 

have similar results from their studies. 

 

3.2.2 Access to funding mechanism 

Availability of external finance is closely linked with the number of start-ups in an economy and the level 

of innovation co-related with the number of newly established firms (World Bank Group, 2008). As 

described earlier, start-ups with their lack of credibility often have a problem to obtain funding from 

traditional financiers (Grill et al., 2017). With marginal prospects of gaining funding for a promising idea, 

the incentives to start a firm are limited. Furthermore, research provides evidence that small firms that 

have difficulties in accessing funding are more suppressed in terms of both growth and operations (Berger 

and Udell, 1998; Galindo and Schiantarelli, 2003). 

 

In order to identify to which extent the access to financing serves as stimulus for new firm creation, 

Sevilir (2009) creates a model that captures employees’ ambition to develop a new business idea. By 

modelling to what degree a firm chooses to invest in human capital and the rate of new ventures on the 

market he displays the link between these factors and the level of development of the venture capital 

industry. The findings provide empirical evidence for the benefits of firms to invest in human capital, 

although facing the risk that employees might leave the firm and engage in their own business idea. This 

is explained by the fact that the employees may generate firm specific innovation, which will become 

profitable for the organisation. The findings of Sevilir (2009) can then be linked with the development of 

a venture capital industry, as their services are required to support the new firms. A virtuous circle 
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emerges as the increase in venture capital leads to a higher rate of new firms emerging on the market 

(Sevilir, 2009). 

 

With the presence of venture capitalists, the option for an individual to start a new firm is perceived as a 

more tempting option and therefore stimulates firm creation (Ibid). This mechanism is related to the 

mechanisms of spurring entrepreneurial activity by allowing for an entrepreneurial climate, however it 

captures the individual perspective as it focuses on the employee. The presence of venture capital also 

creates a culture of risk-taking along with social acceptance towards entrepreneurship as a career 

alternative, which are all attributes required for a nascent entrepreneur to take the choice and start his own 

firm (Oecd.org, 2015). 

 

Moreover, this mechanism is further enhanced by results from Samila and Sorenson’s study (2011), 

which demonstrates the importance of entrepreneurs calculating the prospects of available funding when 

starting up a business. The study also provides evidence that venture capital in reality promotes even 

more ventures than it actually finances. Despite what one may think, entrepreneurs often enter the market 

first and then seek to secure funding (Samila and Sorensen, 2011). In the presence of a well-developed 

venture capital market, the expectations of obtaining funding are high, which will lead to an increasing 

rate of entrepreneurs starting their own firms. 

 

Included in Samila and Sorenson’s study is not only early stage funding, but also from later stages. Their 

results show how important the expectation of available funding is for both the early stage and later stage. 

High probability of receiving funding in all stages of a firm’s life cycle has a vital impact when it comes 

to choice for a nascent entrepreneur whether he or she should start a firm or not (Samila and Sorenson, 

2011). By allowing easy access to funding entrepreneurs are encouraged to take the leap and engage in 

creative ideas which will generate value, in a sense that would not be an option without venture capital 

funding. 

 

3.2.3 Spin-off Mechanism 

The third and last mechanism is the so called “spin-off mechanism”. The spin-off mechanism describes 

how entrepreneurial spawning takes place within firms. Venture capital can boost spin-offs from already 

established firms through two effects, the demonstration effect and the training effect (Samila and 

Sorenson, 2011). The demonstration effect describes how individuals interested in entrepreneurship are 

encouraged and influenced by seeing peers successfully start a firm and take after their example. By 

looking at a co-worker they learn what is required in order to start a firm and what risks are incorporated 

and take experience from that (Gomper et al., 2005). The demonstration effect is not industry specific, 

thus the inspiration from one peer within a specific industry could generate a start up in a complete other 

industry (Sorenson and Audia, 2000). 
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The training effect, on the other hand, drives the arguments of the benefits of smaller, more flexible firms 

in comparison to the large, bureaucratic firms. When an individual has experience from a smaller, venture 

capital backed firm, he or she can transfer this knowledge into tacit understanding of how to run an 

entrepreneurial venture (Samila and Sorenson, 2011). From another angle this mechanism has also been 

examined by the authors Gompers et al. (2005), when investigating the effect publicly traded firms have 

on creating new venture backed start-ups (Gomper et al., 2005). The results from the study of Gomper et 

al. state that existing firms indeed are a crucial determinant for willing entrepreneurs to start a firm (Ibid).  

 

Literature has also widely established how the spill-over effect plays a crucial role in terms of the 

underlying mechanisms that drive economic growth (Romer, 1986: Grossman and Helpman, 1991).  The 

spill-over effect should not be confused with the spin-off effect, but they do go hand in hand.  The spill-

over effect can be described as the phenomena when employees from a larger corporation decide to start 

their own firm. As the employee was trained and accumulated the knowledge in his initial corporation, 

the new firm can be treated as a spin-off from that one, thus that firm can be considered as a consequence 

of knowledge spill-over effects (Audretsch and Keilbach, 2004). Audretsch and Keilbach also describe 

how the owner of a small business can compensate for his lack of capability to invest in R&D by using 

the advantage of his knowledge through spill-over and spin-offs. 

 

3.3 Hypothesis 

Based on the literature review and the theoretical framework presented above, the hypothesis tested in the 

empirical part of the thesis relates venture capital and new firm formation at the country level. 

 

Venture capital investment is positively related to the rate of new firm formation at the country level. 

 

4. DATA 

The foundation for the data set used in this study has been gathered by various data banks on Internet. 32 

OECD countries have been included in the study and the data have been collected from 2006-2017. There 

are currently 36 countries that are members of the OECD, however, Chile, Iceland, Mexico and Turkey 

were left out due to lack of relevant data. This section describes the main data sources used in the 

empirical analysis. 

 

The chosen variables are based on the research of Popov and Rosenboom (2013) and Klapper et al. 

(2006). Popov and Roosenboom explicitly investigate venture capitals affect on business creation and 

therefore the variables used in the model tried to align to those to a certain extent. Although, to gain 

different inputs of potential variables to use, additional inputs from Klapper et al., have been used. In the 
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paper of Klapper et al. (2006), the authors measure the rate of new firm creation in the presence of high 

entry regulations. 

 

4.1 Data sources used and data variables description 

 

4.1.1 OECD.Stats 

 

Total venture capital investment 

The data for venture capital investments derive from OECD Entrepreneurship Database and is the sum of 

early stage and later stage venture capital. As there is no existing harmonised definition of venture capital 

stages across countries, the data from each OECD country has been re-aggregated by OECD to match the 

OECD.stats definition. The variable is expressed as a percentage share of GDP in current USD prices. 

With a foundation of the described effect mechanisms of venture capital (see section 3), the total venture 

capital investment variable is expected to have a positive impact on the rate of new firm creation. The 

venture capital investments is supposed to spur entrepreneurship and innovation, which will lead to a 

higher rate of start-ups in an economy (Popov and Roosenboom, 2013). 

 

GDP- annual growth rates  

Changes in the size of economies are most commonly measured by changes in the volume of real GDP 

(OECD, 2009). Annual growth rate of the real GDP is therefore measured as the percentage change in 

real GDP between two consecutive years, measured in US dollars. According to Popov and Roosenboom, 

the GDP growth rate might account for possible explanations to number of start-ups over time (Popov and 

Roosenboom, 2013). The authors argue that GDP growth is likely to be an explanation to the number of 

start-ups in different countries over the years, as high growth often is equal to a flourishing and sound 

economy (Ibid). The many growth opportunities will make individuals take the leap from employment to 

entrepreneurship.  

 

GDP/capita 

The GDP/capita variable was obtained by dividing a country’s total GDP with the average population for 

that year. This measurement is supposed to serve as an indication of a nations wealth and living standard 

adjuster for the population. The data from OECD for GDP/capita is given in US dollars at fixed prices 

and PPPs. Popov and Roosenboom use the GDP variable to control for country specific development. 

GDP per capita can be a proxy to income level (Linan et al., 2013). As GDP per capita can be seen as an 

additional macroeconomic control variable to GDP- annual growth rates, it is a useful tool to capture the 

effects of what drives new firm formation. The impact of entrepreneurial activity is assumed to depend on 

the level of GDP per capita in a given country (Hartog et al., 2010). Studies show that entrepreneurial 

activity has a positive impact of the economy in developed countries, but a negative impact for 
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developing countries (Ibid). This can be explained by a possible inefficient way of running a business due 

to low level of human capital in a developing country, compared to a developed (Ibid).  

 

4.1.2 Global Entrepreneurship Monitor 

  

Global Entrepreneurship Monitor (GEM) is the main database for statistics regarding the dependent 

variable in this study. The data from GEM was extracted from the “Adult Population Survey” (APS). 

Through a sample of at least 2000 (often many more) representatives from each country, the survey 

investigates in social attitudes towards entrepreneurship along with different characteristics, motivations 

and ambitions (GEM Global Entrepreneurship Monitor, 2019). 

 

TEA  

TEA is defined as “Early Stage Entrepreneurial Activity”. The TEA variable incorporates a percentage of 

the population between 18-64 that are a nascent entrepreneur or owner of a new business that is less than 

42 months old (GEM Global Entrepreneurship Monitor, 2019). As Popov and Roosenboom used the 

variable new business creation based on the industry level, the variable TEA was chosen in this study as a 

better indication on how venture capital affects entrepreneurial activity. TEA is a widely used 

measurement of business activity and does not only incorporate innovative start-ups, but also the vast 

number of newly established regular small firms (Henrekson and Sanandaji, 2017). Thus, TEA can be 

considered as a suitable index to measure entrepreneurial activity (Stel al., 2005). 

 

TEA opportunity based 

TEA opportunity based is different to TEA as it incorporates how nascent entrepreneurs identify the 

business opportunities at the markets as promising, for example the opportunities of earning more money 

or becoming more independent in comparison to before. TEA opportunity based is thus defined as the 

percentage of the individuals between 18-64 involved in entrepreneurship or new business owners that 

claim that they are driven to entrepreneurship by opportunity instead of lack of other work possibilities. 

Furthermore, the individuals also see entrepreneurship as an opportunity to gain more independency or 

increase their income.  The inclusion of the TEA opportunity based variable is due to the raised interest of 

the differences between TEA and the TEA opportunity based measurements for different countries and 

regions (Liñá et al., 2013). When TEA opportunity based is included the study allows for understanding 

the effect of both types of entrepreneurial activities. 

 

4.1.3 Databank World Bank 

 

Research and Development Expenditure  
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“Research and Development Expenditure” is expressed as a percentage of each economy’s GDP. The 

definition of research and development includes basic research, applied research and experimental 

development. In an European context, research and development have been proven to be a 

complementary to venture capital when it comes to boosting new firm entry (Popov and Roosenboom, 

2013). As R&D often is targeting certain industries, they are likely to affect the entry rates for these 

industries (Ibid). 

 

Charges for the use of Intellectual Property 

“Charges for the use of Intellectual Property” are measured by taking the payments and receipts for the 

use of property rights like patents, trademarks, copyrights, industrial processes and designs including 

trade secrets and franchises. The data are extracted in current US dollars. However, when used in the 

regression, normalized value of the variable was required and therefore each economy’s data for “Charges 

for the use of Intellectual Property” were divided with the GDP to get the right number. Charges for the 

use of intellectual property rights are seen as a barrier to entry for an entrepreneur and are therefore 

included in the study (Popov and Roosenboom, 2013). 

 

4.1.4 World Bank’s Entrepreneurship Survey and Database 

 

The Entrepreneurship Survey and Database is a spin-off of the World Bank’s Databank. The 

Entrepreneurship Survey was a specially assembled data collection that was created for entrepreneurs and 

completed in 2017. 

 

Total tax rate (% of profit) 

The variable “Total tax rate” is defined by the taxes and contributions a company must pay each year. The 

variable is expressed as a share of the total commercial profit. In the context of taxes and contributions 

profit or corporate income tax, social contributions and labour taxes paid by the employer, property taxes, 

property transfer taxes, dividend tax, capital gains tax, financial transactions tax, waste collection taxes, 

vehicle and road taxes, and any other small taxes or fee are included. As a high tax rate can be seen as a 

discouraging element for nascent entrepreneurs, this is a variable that also accounts for barriers to entry 

(Braunerhjelm et al., 2018). 

 

4.2 Econometric specification 

 

For the regressions, the statistical program “Stata” has been used. A simple panel regression has been 

made with fixed country effects and robust standard errors. All variables, except the growth rate of GDP 

per capita, have been logged and all explanatory variables have been lagged one year to decrease the 

potential risk of endogeneity caused by simultaneity.  
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The regression for TEA was modelled as following: 

 

, 0 1 , 1 2 , 1 3 , 1

4 , 1 5 , 1 6 , 1 ,

ln ln ln
ln ln & ln

c t c t c t c t

c t c t c t c t

TEA VC GDPC GDPGR
TAX R D IPP

β β β β

β β β µ
− − −

− − −

= + + + +

+ + + +
 (1) 

 

The regression for opportunity based entrepreneurship was modelled in the same way, but with TEAOPP 

as the dependent variable.  

 

Table 1. Variables: definitions and sources 

Variable Definition and Source 

TEA  Early stage entrepreneurial activity. Source: 

Global Entrepreneurship Monitor 

TEA OPP Early stage entrepreneurial activity, opportunity 

based. Source: Global Entrepreneurship Monitor 

VC Total venture capital investment. Source: 

OECD.Stats 

GDPC GDP/capita. Source: OECD.Stats 

GDPGR GDP- annual growth rates. Source: OECD.Stats 

TAX Total tax rate (% of profit). Source: World Bank’s 

Entrepreneurship Survey and Database 

R&D Research and Development Expenditure. Source: 

Databank World Bank 

IPP Charges for the use of Intellectual Property. 

Source: Databank World Bank 

c Country 

t Year 

t-1 Lag of one year for independent variables 

    

4.3 Summary Statistics 

 

To help the reader to interpret the results in a more facile way and get a better overview, the summary 

statistics of the data variables will in the following be presented in the following table.  
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Table 2. Descriptive statistics 

 No. of obs. Mean Std. dev Min Max 

TEA 241 7.57 3.02 2.35 19.38 

TEA opportunity 

based 
241 5.81 2.46 1.87 14.83 

Total venture 

capital investment 
343 0.05 0.08 0.00 0.67 

GDP per capita 336 38005 13348 17561 91191 

GDP – annual 

growth rate 
336 1.64 3.33 -14.81 25.12 

Total tax rate 326 42.65 12.03 19.80 75.30 

R&D- expenditures 289 2.00 0.95 0.44 4.43 

Charges for the use 

of intellectual 

property rights 

327 14176 37977 393 269291 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



Hamilton, Gabriella                                                                                                 ME271X 
 

 25 

5. EMPIRICAL RESULTS 

 

In the following section the results of the regressions from the main empirical exercise will be presented 

and analysed.  

 

5.1 Analysis of the result 

Table 3. Correlation Matrix 

 

The correlation matrix above displays the correlations between all involved variables. TEA and TEA 

opportunity based are strongly, almost perfect, correlated to each other. The most important variable for 

 

 
TEA 

TEA 

opportunity 

based 

Total 

venture 

capital 

investment 

GDP 

per 

capita 

GDP – 

annual 

growth 

rate 

Total 
Tax 
Rate 

R&D- 
expend
itures 

Charges for 
the use of 

intellectual 
property 

rights 

TEA 1.00        
TEA 

opportunity 

based 

0.97 

 

1.00 

 

      

Total 

venture 

capital 

investment 

0.19 0.20 

 

1.00 

 

     

GDP/capita 0.03 0.14 0.09 

 

1.00 

 

    

GDP – 

annual 

growth rate 

0.22 0.20 0.11 0.08 

 

1.00 

 
   

Total tax 

rate 
-0.26 -0.26 -0.20 -0.36 -0.16 

 

1.00 

 

  

R&D- 

expenditure

s 

-0.25 -0.22 0.48 0.20 0.01 -0.10 
1.00 

 
 

Charges for 

use of IPP 
0.04 0.05 0.03 0.35 019 -0.35 -0.12 1.00 
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the purpose of this thesis, the venture capital investment, shows a weak, but positive correlation with the 

dependant variables. 

 

As expected, taxes are negatively correlated with the two entrepreneurship variables. Somewhat 

unexpected, though, R&D expenditures are negatively correlated to entrepreneurship and charges for the 

use of intellectual property rights are positively related to entrepreneurship. According to research, 

stimulating R&D is an important tool when it comes to increasing the number of high growth 

entrepreneurial firms (Stam and Wennberg, 2009). Therefore, one might expect that high expenditure in 

R&D has a positive correlation to TEA, but according to the correlation matrix, this is not the case. 

However, it is hard to draw any strong conclusions from this type of bivariate analysis. 

 

Table 4. Results from regression with dependant variable TEA   

TEA (1) (2) (3) (4) (5) (6) 

Total venture capital 

investment 

0.012 

(0.46) 

-0.016 

(-0.49) 

-0.011 

(-0.35) 

-0.014 

(-0.53) 

-0.006 

(-0.24) 

-0.010 

(-0.44) 

GDP/capita  
1.010*** 

  (4.46) 

0.587* 

(2.00) 

0.726*** 

(2.87) 

0.650** 

(2.62) 

0.720*** 

   (2.93) 

GDP – annual growth 

rate 
  

0.016*** 

(3.54) 

0.014*** 

(3.29) 

0.014*** 

(3.34) 

0.012*** 

(3.17) 

Total tax rate    
-0.733** 

(-2.36) 

-0.701** 

(-2.31) 
-0.901*** 

(-3.13) 

R&D- expenditures     
0.067 

(0.46) 

0.086 

(0.57) 

Charges for the use of 

intellectual property 

rights 

     
-0.085 

(-1.21) 

Constant 2.013*** -8.708** -4.529 -3.000 -2.320 -1.599 

Observations 217 216 216 204 195 188 

R-square   0.00 0.07 0.12 0.16 0.16 0.18 
P-value 

*p < 0.1, ** p < 0.05,             

*** p < 0.01 
 
  
 
In table 4, the results from the regression with dependant variable TEA are displayed. As can be seen 

from the table, none of the regressions gives a significant result of venture capital investments impact on 
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TEA. It is even a slight negative result for all estimations, except estimation 1. The negative result is 

however very low, that the effect can be considered negligible. GDP/capita, on the other hand, shows a 

strong positive significant result for all the estimations, except for in estimation 3. The annual growth rate 

of GDP also has a strong significant positive result in all estimations. The fact that GDP/capita and annual 

growth rate of GDP is both positive and significant are anticipated from the general belief in the 

literature. As high GDP/capita and high growth rates of GDP signals a beneficial climate for investments 

and entrepreneurship, the positive impact of GDP on entrepreneurial activity is expected. Total tax rate 

also shows a significant result for the all the estimations, however, negative. This is in line with the 

expectations, as a high tax burden is predicted to discourage entrepreneurial activity and thus have a 

negative impact on firm creation. The charges for IPP do not show a significant result when included in 

the estimation and neither does the R&D expenditures variable. Although charges for IPP, are slightly 

negative. This indicate that high charges for IPP may result in a lower level of entrepreneurial activity, 

which can be explained by the fact that this variable are seen as a barrier to entrepreneurship. Even 

though no significant results could be detected form the estimations for R&S, it is nevertheless positive. 

As R&D often is targeting specific industries or technologies, it is expected to have a positive impact on 

entrepreneurship. Lastly, the numbers of observations are decreasing for each estimation. It is initially 

starting at 217 for the first estimation and is then reduced to 188 by estimation six. When all the variables 

are included the R-square value is 0.18, which can be considered as a fairly weak degree of explanation.  
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Table 5. Results from regression with dependant variable TEA Opportunity based  
 

TEA opportunity 

based 
(7) (8) (9) (10) (11) (12) 

Total venture capital 

investment 

0.013 

(0.55) 

-0.036 

(-1.20) 

-0.030 

(-1.07) 

-0.036 

(-1.54) 

-0.030 

(-1.36) 

-0.037* 

(-1.9) 

GDP/capita  
1.766*** 

(5.98) 

1.321*** 

(3.32) 

1.435*** 

(3.92) 

1.406*** 

(4.12) 

1.518*** 

(4.44) 

GDP – annual growth 

rate 
  

0.017** 

(3.23) 

0.014*** 

(2.95) 

0.014*** 

(3.09) 

0.012** 

(2.71) 

Total tax rate    
-0.694* 

(-1.92) 

-0.641* 

(-1.83) 

-0.870**  

(-2.77) 

R&D- expenditures     
0.165 

(1.07) 

0.205 

(1.22) 

Charges for the use of 

intellectual property 

rights 

     
-0.139** 

(-2.10) 

Constant 1.742* -16.994*** -12.327*** -10.945*** -10.890*** -10.068*** 

Observations 217 216 216 204 195 188 

R-square 0.00 0.15 0.19 0.23 0.22 0.25 
P-value 

*p < 0.1, ** p < 0.05,             

*** p < 0.01 

 
 
In table 5, the only significant result for total venture capital investment is first in estimation twelve, but 

is insignificant in the other estimations. The numbers are however slightly more negative in comparison 

to table 4 for total venture capital investments impact on TEA opportunity based. The estimations for the 

variable GDP/capita, each one of them is strongly significant with positive numbers. So is the variable 

GDP- annual growth rate in percentage, thus slightly less significant in comparison to the latter. The 

variable total tax rate is significant in all estimation, however weaker than in comparison to the results in 

table 4. Although, all of the numbers are negative for the total tax rate variable, which are the same results 

as in table 4. R&D shows no significant results for the TEA opportunity-based variable. For the last 

variable, charges for the use of IPP, the result is significant, but negative. In table 4 the result is not 

significant, but also negative. The slight differences in the regressions with TEA and TEA opportunity 

based are probably linked to people’s attitude towards entrepreneurship when they are driven by 

opportunity. For example, the numbers for R&D are more positive in table 5 than in 4. A possible 
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explanation to that is that, when certain industries are funded with capital from R&D, nascent 

entrepreneurs see an opportunity to enter the market. Also, individuals that are driven by an opportunity 

are more sensitive to obstacles and barriers. Therefore, high charges for IPP discourage entrepreneurial 

behaviour and can be an explanation to the significant result for this variable in table 5. The observations 

are identical to table 4. However, the R-value (when all variables are included) is 0,25, which is slightly 

higher when the value is compared to the estimation with TEA, where the R-value was 0,18. The R-

values for the estimations in table 5 are in general higher than the R-values for table 4.  

  

6. DISCUSSION 

 

The purpose of this discussion is to interpret the major outcomes and analyse the importance of the 

results. With this, the thesis aims to clarify the text for the reader and thus establish a further 

understanding of the most crucial findings from this study. 

 

As this study aims to investigate whether there is a positive relationship between venture capitals effect 

on new business creation and entrepreneurship, the non-significant result in the estimations for both TEA 

and TEA opportunity based, is at first glance disappointing. However, there are several explanations why 

the p-values show insignificant results, which are interesting for the discussion. 

 

The most important finding of this study is the fact that the venture capital investment shows insignificant 

result for both TEA and TEA opportunity based. This result is opposed to previous studies presented in 

the literature review that concretely focuses on venture capitals effect on new firm formation. However, 

there are several studies that also indicate weaker effects than expected of venture capitals positive impact 

in the society and economy. The reports of venture capital tend to be characterised by an ardent 

engagement, and therefore a more sober result helps to nuance the image of the financing form. 

  

As mentioned in the literature review, in both a study by Busenitz et al., (2004) and by Berg-Utby et al., 

(2007) their results raise doubts about the effect of venture capital in terms of firm growth. Berg-Utby et 

al., (2007) point out the gap between concrete funding and services offered by the venture capitalists and 

the nascent entrepreneur’s expectations.  In simple words, the funders fail to fulfil the resource gap, which 

has a negative impact for the entrepreneurs (Berg-Utby et al., 2007). This is also implicated by Busenitz 

et al., (2004), whom conclude that the offering of strategic advice and information from the venture 

capitalists in many cases did not match the commercial success the venture was seeking (Busenitz et al., 

2004). In another study from 2008 by Large and Muegge, the authors highlight the “far from definitive” 

proofs of venture capitalists as active value- added investors. According to their study, the relationship is 

far more complex, and demands a higher and more tangible measurement of success of a venture capital 

investment effect on growth (Large and Muegge, 2008). 
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The above-mentioned studies indicate that one should be careful with over-exaggerating the role of 

venture capital, as there often are many aspects to take into consideration before drawing a conclusion 

about its role and impact. Although the above-mentioned studies are focusing on venture capitals impact 

on the individual firm, one can still make an assumption that this will have an effect on the overall 

entrepreneurial activity. The results from this study can therefore, to a certain extent, be explained in the 

findings of venture capital’s possible insignificant role as value-adders. 

 

In the report “Current State of the Venture Capital Industry” by Anne Söderblom from 2012, she 

describes how venture capital mainly focus on high-technology firms with a large growth potential that 

are operating within the field of IT, life-science, telecom, biotech and other advanced tech firms, in the 

hope of finding the next “gazelle firm”. As this group of firms is represented by a very small share of the 

total number of firms in a society, venture capital can only be involved in an insignificant proportion of 

the funding of start-ups. This means, that in the bigger picture, venture capital investment plays a fairly 

negligible role when it comes to new business creation (Söderblom, 2012).  Gomper and Lerner (2003), 

enhance these findings, by arguing that often venture capital solely focuses on a specific industry with a 

promising success potential. Thus, the investment diversity is scarce and might have to be corrected by 

policymakers in order to create a balance on the market (Gomper and Lerner, 2003). 

 

In the same study, previously mentioned, by Gomper and Lerner (2003), they also highlight the fact that 

venture capital is said to be a highly cyclical industry. As the amount of capital in market is the 

foundation for venture capital funds, availability of capital set both the demand and supply limit for future 

investments. Therefore, the impact of its investments is likely to be varying among the cyclical phases 

(Gomper and Lerner, 2003). As Söderblom along with Gomper and Lerner shed light on venture capital’s 

effect on the society as a whole, the results of this study can be linked to this explanation. 

 

Although the findings that venture capital has close to no impact on TEA and TEA opportunity based in 

this study, which diverse from the majority of the previous literature in the field, the results of the other 

variables are in line with expectations. With the highly significant effects for GDPs effect on TEA in this 

study, the results confirm with former findings that shows GDP’s positive relation to entrepreneurial 

activity. High GDP has been proven to have a positive effect on TEA. This is especially consistent for 

high-income countries, a category that a majority of the OECD countries belong to (Stel et al., 2005). 

This can be explained by the fact that poorer or developing economies are having difficulties in exploiting 

the full potential of entrepreneurial activity or making small firms profitable (Ibid). 

 

Furthermore, significant results for how high taxes suffocate the entrepreneurial activity have also 

previously been proven. In the multiple referred to study by Popov and Rosenboom they show how high 



Hamilton, Gabriella                                                                                                 ME271X 
 

 31 

intellectual property rights have a positive effect on new business creation, but how high taxes have a 

negative impact on new businesses. This can be related to the findings of this thesis where high charges 

for the use of intellectual property rights lead to a decrease in TEA opportunity based and where total tax 

rate also leads to a decrease in both the regressions for both TEA and TEA opportunity based. Referring 

to the Figure 2 in section 3.1, “barriers to entrepreneurship” are described as one of the explanatory 

factors to a successful venture capital industry in a country. High taxes can be interpreted as a barrier to 

engaging in entrepreneurial behaviour and with that serve as a discouraging incitement for the 

entrepreneur. 

 

Another study that points out tax burden’s and tax level’s negative effect on becoming an entrepreneur 

can be found in the study “Taxes, the tax administrative burden and the entrepreneurial life cycle” by 

Braunerhjelm, Eklund and Thulin from 2018. In this study the results state how a reduction in the tax 

administrative burden will lead to an increase in new business establishments (Braunerhjelm et al., 2018). 

This thesis contributes to the findings of Braunerhjelm et al., on how a less complex tax system could 

stimulate entrepreneurial activity. 

 

The insignificant results for venture capital investments and TEA and TEA opportunity based could also 

be explained by the fact that this study is focusing on the OECD countries. As Popovs and Roosenbooms 

study, along with Samilia and Sorensons study, are narrowed down to a more concentrated area (Europe 

and regions in the US), the significant results of their studies could be an outcome of spill-over effects. 

Samila and Sorenson explain in their paper how the total economic value of venture capital often is 

underestimated (Samila and Sorenson, 2011). They give an example of how a successful company like 

Google, which was financially backed by venture capital, create value by spilling over to the nearby 

regions (firm spin-offs deriving from innovation and higher employment rate) and thus regional returns 

were rising in that area. These spill-over effects then have a positive effect on the entrepreneurial activity 

in the area. As the scope of this thesis were chosen to the OECD countries, possible spill-over patterns are 

impossible to detect (ibid). 

 

Before discussing the limitations of the study, it is worth mentioning the slightly diverse results for the 

regressions between TEA and TEA opportunity based. The results are not dramatically different, but a 

disparity can clearly be observed. Studies show that firms that are funded by entrepreneurs that are driven 

by opportunity tend to have higher effects on the economy when it comes to employment, growth and 

innovation (Wennekers et al., 2005).  

 

6.1 Limitations of the study 

First of all, the non-significant results pose a question of the reliability of the data. 
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The majority of the previous studies that were researched before starting with this study, showed a 

positive relationship between venture capital and new business creation. This thesis’ insignificant result 

for venture capital investments and TEA and TEA opportunity based can therefore be strongly linked to 

limitations in data. 

 

Due to lack of access of data on an industry specific level for each country, are not possible to obtain. 

This lead to a more aggregate data set, which might be one of the reasons for the insignificant result for 

venture capital investments impact. In the study from Popov and Rosenboom, which concludes a positive 

relationship between venture capital and new business creation, a panel of 21 European countries, with 

data from 21 different industries is used. The disaggregated data on industry level enable the authors to 

obtain more concrete results as they can link venture capital investments to industry entry (Popov and 

Roosenboom, 2013). 

 

Lastly, venture capital operates on a very small scale. In 2016, less than a fraction of 1% of the firms was 

backed by venture capital in the OECD countries (OECD, 2017). Even for regions with a well-developed 

venture capital market like USA, Canada, Ireland and Israel, four out of hundred start-ups are funded by 

venture capital money (Samila and Sorenson, 2011). The fact that the numbers are so low in combination 

with too few observations might also be a source to the results indication an insignificant relationship 

between TEA and venture capital investments.  That venture capital represents such a small share of total 

investments is also a one of the reasons that no further econometric analysis was done. It is unlikely that 

the outcome would be different when the fraction of venture capital backed firms is so minimal.   

 

6.2 Suggestions for further research 

 

The results from this study can be seen as an indication that more and up to date research needs to be 

conducted within the field of venture capital’s impact on economic growth. As mentioned earlier, 

governments are currently establishing directives to stimulate their countries venture capital market. 

Therefore, a study that indicates that the impact of venture capital may not be as significant as believed 

should be taken into consideration. Thus, suggestion for further research is to perform a similar study, 

however with a more extensive data sheet and preferably with data on industry level. 

  

Furthermore, as venture capital operates on such a small scale another interesting follow-up study could 

be to assess in depth qualitative research for chosen OECD countries and potentially issue interviews for 

certain industries. This could answer questions about how venture capital affects the growth of firms 

within specific industries along with its effect in a given country with a certain governmental situation. In 

this study a comparison of other financiers, like banks, could be included in order to gain a proper 

understanding of the drivers of growth within the OECD countries. 
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7. CONCLUSION 

 

With a panel of 32 OECD countries over the period 2006-2017, the aim of this thesis is to identify 

venture capital investments effect on economic growth and new business creation. Total Early Stage 

Economic Activity (TEA) including TEA opportunity based, serves as a measurement of economic 

growth and new business creation. Firstly, the correlation matrix shows a positive, but weak, correlation 

between venture capital investments and TEA. However, more than stating the fact, no important 

conclusions are drawn from this result. 

 

From the findings of this thesis, no significant results could be detected on the effect of venture capital 

investments on TEA and TEA opportunity based, which opposes the expectations of the study. However, 

the results are very weak, and barely do not indicate of either a positive or negative relationship between 

the two variables and venture capital investment. This can be explained by the shortage of data that this 

study suffers from, and thus implicates further research within the topic with a more substantial data base 

on a disaggregate industry level for each country and year. Another explanation of the weak results for 

TEA and TEA opportunity based variables could be linked to the scope of this study. When including all 

OECD countries, one allows for varying economies with different developed and structured financial 

systems. This has an impact of the venture capital market and thus creates difficulties for obtaining 

homogenous database on an aggregate level. 

 

Another interesting takeout from this study is the existing differences between the results from the 

regressions of TEA and TEA opportunity based. Although, the differences in the results are subtle, they 

still can be interpreted as an indication of the importance to distinguish between the two variables in 

future studies. This will be especially interesting if further studies manage to collect data for each country 

on an industry level. 

  

The results from the other variables included in the study, follows the line of previous studies. High GDP 

has been proven to have a positive impact for high-income economies, and rather unsurprisingly high 

taxes have been proven to discourage entrepreneurial activity. Also, the negative effect of high charges 

for intellectual property right on TEA and TEA opportunity based which was found in this study, can be 

confirmed by former results. 

  

The studies related to venture capital have sometimes been described as being overenthusiastic about 

venture capital and its impact on firm performance and society as a whole. With this in mind, this study 

may contribute to a more nuanced picture. When governments are carrying out incentives to boost their 

countries venture capital market, with the hope that it will speed up the economic progress, it is important 
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to incorporate every aspect of the venture capital impact.  Investments that are supposed to stimulate 

economic growth need to be well thought through. A rash decision could be taken on behalf of another 

stimuli tool that might serve a countries economy better in a given situation. High risk, high reward is a 

saying that often has been connected with venture capital. From the conclusion of this study, a question 

arises: Is it worth the risk? 
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