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Abstract 

A country’s economic growth is often related to its ability to be innovative. Innovation is 

unluckily difficult to measure and it is hard to find a specific source of innovation. Start-ups/new 

firms are however one of those specific sources. One investment type that has specialized in 

investing in young and highly technological portfolio-companies is venture capital. This thesis 

therefore aims to investigate the impact that the venture capital industry has on young and 

innovative companies in Sweden by a literature review and a quantitative study of approximately 

60 different companies. By firstly thoroughly examining the underlying scientific theory for this 

subject and furthermore examining both the international as well as the Swedish venture capital 

industry  it was possible to conduct an empirical study. A selection of young companies was 

taken from an impartial source and then identified as innovative or not by Schumpeter’s 

definition of innovation. Moreover these companies were investigated on the premises on 

whether they had been invested in by venture capital or not. It was found that the Swedish 

venture capital industry is highly involved in young and innovative Swedish companies, and a 

linkage between innovation and venture capital exists. However the answer to the question on 

whether it is venture capital that drives innovation or if it is already innovative companies that 

attract venture capital is inconclusive in this thesis and future studies in this field is needed.  
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1 Introduction 

The word innovation undoubtedly evokes positive connotations among most people today. What 

is worth striving for if not progress which innovations inarguably bring with it? It is in the 

interest of all organizations, governments and companies alike, to boost the rate of innovation to 

increase competitiveness and economic growth. But what is it that drives innovation? There are 

several forces to take into account when trying to describe what drives innovation and typically 

the research and development (R&D) departments in large entities are properly credited as the 

largest contributing factor to a speedy innovation rate (Lerner, 2009). However the R&D 

departments in large corporations cannot solely be said to be responsible for driving innovation. 

Smaller companies also play a key role in contributing as well, but they are often overlooked in 

this matter (Ács and Audretch, 1988). These smaller/younger firms do however face certain 

difficulties that larger corporations are excluded from.  Young businesses that have the 

possibility to contribute to the innovative climate are often in great need of resources to survive 

or expand, specifically resources such as capital and “know-how”. The question of supplying 

these resources, in order to maximize innovational output, cannot only be the responsibility of 

the government. Therefore other actors are needed. In the globalized free market economy that 

we have today, private investors can provide those resources and if all goes well gain from 

investing themselves. Furthermore there is one type of investor that has specialized in investing 

in young companies and that is venture capital (VC). These highly debated investment firms are 

regarded by many as the ultimate form of capitalism and they have in recent times often been 

accused for their greed and shortsightedness (dagenssamhälle.se). There is however another side 

to the story and that is that venture capital contributes to the economic climate and perhaps most 

importantly, it contributes to innovation as well (svd.se). Venture capital firms’ right to exist is 

something that will not be investigated in this thesis. Instead this thesis will investigate the 

possible aforementioned link between venture capital and innovation and examine if there is any 

truth to the statement that venture capital contributes to innovation in Sweden. This will be 

executed by examining Swedish venture capital firms’ involvement in what is regarded as 

innovative companies. 

 

  



1.1 Research Question 

This thesis aims to investigate the investment type of venture capital and what role it plays on the 

Swedish market in contributing to what is regarded as innovative companies. By examining a 

fixed selection of young companies that are regarded as innovative and the venture capital 

industry’s involvement in these entities the author hopes to be able to draw conclusions on 

venture capital’s effect on innovation in Sweden. This research is not only relevant for future 

policy making, concerning legislation surrounding the financial market, but it is also relevant out 

of a socioeconomically perspective in order to understand if innovative companies, that account 

for a part of a country’s economic growth, are in need of venture capital or not.  

1.2 Method and Outline 

To be able to fully answer the research question the theoretical stage must first be set. Therefore 

this thesis will take off with an explanation of the theoretical framework on which this paper was 

formed. This framework will be divided into three different sections; Firstly a piece on why 

innovation is linked to growth and what research that has supported this statement will be 

presented. Secondly a section concerning why smaller companies are more innovative than 

larger companies will be included and lastly in the theoretical section, a piece on venture 

capital’s contribution to innovation will follow. The last piece is largely based on the work of 

researcher Josh Lerner. In addition to this, earlier studies on the linkage between innovation and 

venture capital will be presented. All these four sections combine the raw material that this thesis 

is based upon and most of the works presented in the theoretical part were taken from scientific 

articles and literature found at KTH’s article database. 

 

This will in turn be followed by a section with definitions and explanations. The important term 

innovation will be defined as well as a thorough descriptive part on the venture capital industry, 

including the Swedish venture capital industry. 

 

After the theoretical framework has been set and definitions and explanations have been made, 

the empirical study will be presented. This study was conducted by the author and it investigates 

the venture capital industry’s involvement in new high-tech ventures based in Sweden. The study 

is based on the consultant/accounting company Deloitte’s annual report: Sweden Technology 

Fast-50 which is an objective ranking of the 50 fastest growing technology companies in 

Sweden, calculated on their net-turnover over a period of five years. However it is not the Fast-

50 segment that this study is centered around. Included in Deloitte’s aforementioned annual 

report is also a segment called Rising Stars which is the main focus of the study performed in 



this thesis. The Rising Stars segment is also a ranking list, but it only consists of 25 companies 

that are likewise objectively ranked based upon their growth in net-turnover over a period of 

three years. These companies differ from the ones listed on the Fast-50 list because they cannot 

be younger than three years, nor older than five years. This empirical study examines three of 

Deloitte’s Sweden Technology Fast-50 reports’ Rising Stars segments from the years 2009, 2010 

and 2011. The 25 companies that were included on the Rising Stars list each year (giving a total 

of approximately 60 companies due to companies appearing consecutive years and some that 

information was unobtainable from) were then firstly analyzed from the perspective whether 

they were considered to be innovative or not. This was conducted with the help of Schumpeter’s 

definition of innovation. Later all the companies were inspected and looked upon on the matter if 

whether they had been invested in by a venture capital firm or not. This investigation was 

undertaken by usage of several sources but mainly by examining statements by the companies 

themselves, official financial records and telephone interviews. Often the information on 

investors in the entities was presented on the companies’ respective websites, but if this wasn’t 

the case, second hand sources was used. Often these secondhand sources included articles. If the 

information was unobtainable by these methods, the company was contacted by the author and a 

spokesperson of the company, often the founder, was given the question on whether they had 

been invested in by a venture capital firm or not.  

 

The result of this investigation was then compiled and the result and analysis can be seen in 

section 5 of this thesis. Lastly in this paper a discussion with conclusions follows which will try 

to capture the essence of the thesis and the impact that venture capital have on innovative 

companies in Sweden.  

1.3 Limitations & Methodology problems 

The study performed in this thesis is of a miniscule character. It is only limited to about 60 

companies of which all are in highly technical industries such as biotech, ICT or software 

engineering. The rather small number of 60 companies was chosen because of the extent of this 

thesis. Furthermore by only including companies in highly technical industries in the study, this 

may skews the result. Since the research question is constructed to investigate the linkage 

between innovation and VC in Sweden, by choosing to only investigate companies that already 

can be considered to be innovative and no others the result of this study cannot make statements 

about the entire VC-industry because no counterarguments are presented. What can be regarded 

as non-innovative companies are not represented in the study. However the study was performed 

in this fashion on purpose by the author since investigating VC-activities in non-innovative 



companies is not included in the research question for this study, and thereby this study still 

becomes illustrative of the problem formulation since it investigates the VC-industry’s 

investments in highly innovative corporations. Moreover the result of such a small study cannot 

be said to statistically representative for the entire Swedish VC-industry; however it may 

illustrate some important points and generalizations.    

 

Still an important question remains and that is the discussion on whether it is highly innovative 

environments that attract venture capital or venture capital that enables innovative environments 

to be created and this discussing will be addressed in the discussion part of this paper.  

 

  



2 Theory 

First it needs to be explained why innovation is growth and therefore the first passage will regard 

this matter. Secondly, since VC-firms mostly invest in small/young companies the theoretical 

framework of this paper is founded on research that supports the statement that smaller 

companies are more innovative than larger entities. Lastly the theoretical framework is based on 

the findings of scholar Josh Lerner and his work on the linkage between venture capital and 

innovation and this will be followed by a segment on earlier studies in this field.  

2.1 Why innovation is growth 

Innovation means economic growth. The first study to somewhat prove this connection between 

economic growth and innovation was conducted by Moses Abramowitz in 1956. Abramowitz 

stated a hypothesis that there are two ways to increase the productivity in an economy; either to 

increase the number of inputs in the different economic processes, for instance by labor 

immigration so that more people can work, or to increase the efficiency of the already existing 

inputs. While investigating the economy of the United States Abramowitz found that the reason 

for the economic growth in the United States between the years of 1870-1956 was mainly to the 

fact that the output of the utilized resources, output per capita, had increased (Abramowitz, 

1956). Meaning alternative number two of the described potential reasons for economic growth 

described above. Another economist, Robert Solow, came to the same conclusion as Abramowitz 

roughly at the same time period. Robert Solow argued in his work “Technical change and the 

aggregate production function” that another variable had to be added to the classical production 

function in order for the function to be optimized (Solow, 1957). Solow’s aggregate production 

function reads:  

Q = f (K, L; t) 

 

where Q represents output, K and L represents capital and labor inputs and t stands for time that 

appears in the function to account for technical change.  

This differed from the classical equation of:  

Q = f (K, L) 

 

which does not consider technical change. Solow based his arguments on findings from 

statistical data from the US’s economy and found that without the added variable of technical 

change the numbers simply did not add up (Solow, 1957).   



2.2 Why smaller companies are more innovative than larger companies 

Joseph Schumpeter, one of the first scholars on the topic of the linkage between innovation and 

economic growth, argued that large companies were far more innovative then smaller 

companies. He argued that the R&D departments of large firms that were backed by a company 

with significant funds had better chances of producing innovative products and solutions than 

small companies (Schumpeter, 1939). This viewpoint of innovation outputs in small and big 

firms have however changed over time. A first step towards looking at this problem from another 

perspective was taken by Schumpeter himself when he coined the term “Creative Destruction”. 

Schumpeter explains in his work “Capitalism, Socialism and Democracy” that once in a while 

comes an invention or innovation that disrupts the flow of technology and abruptly 

revolutionizes the previously outlaid technological trajectory for that industry or economy 

(Schumpeter, 1942). This leads to the conclusion that even the smallest company can be 

innovative to the degree that it changes the whole playing field for everyone else in the game. In 

this era that we live in now, innovation is rather driven forward by smaller entities, often backed 

by venture capital (Lerner, 2009). In 1988 scholars Ács and Audretch argued in their article 

“Innovation in Large and Small Firms: An Empirical analysis” that small firms had accounted 

for almost 50 % of the most important innovations of the 20
th

 century (Ács and Audretch).  

 

Furthermore Paul Geroski, a British scholar, drew the conclusion, from extensive data analysis, 

that there exists a negative correlation between firm size and R&D productivity on the UK 

market, adding to the concept of smaller firms being more innovative than larger (Geroski, 

1994). Moreover there is a discrepancy between the types of innovations that larger and smaller 

firms produce. While larger firms tends to spawn incremental or modular innovations, meaning 

processing innovation, and smaller firms tend to generate significant and distinctive innovations 

(Baumol, 2005).   

2.3 VC contribution to innovation according to Lerner. 

One of the most known researchers on the topic of venture capital and innovation is Prof. Josh 

Lerner of Harvard University. Lerner argues in his book “Boulevard of Broken Dreams” that 

venture capitalists specifically boosts innovation because of their investments and the way that 

that they follow up on their investments (Lerner, 2009). Lerner states that the assistance that VC-

firms bring to the companies that they invest in has two dimensions: they ensure a long-run 

success and they accelerate growth. By investing their time and money, venture capitalists help 

young ventures with the crucial aspects of for example research, marketing, market development 

and strategy. This in return grants the portfolio companies an opportunity to perform an IPO 



(Initial public offering) at a sooner stage than compared with new ventures that is not backed by 

an investment firm. Lerner claims that the research show that this backing from a VC-firm helps 

innovators keep their rate of success even after the company have issued an IPO and the VC-firm 

have cashed in their investment (Lerner, 2009). Companies that are not backed by a professional 

investor often lack the operational infrastructure desperately needed for a young firm to survive 

after an IPO. Lerner continues on by stating that it is impossible to track every investment by 

venture capitalists in order to examine whether the investment contributed to innovation or not. 

The only investments that can be tracked are those companies that in a later stage offered an 

IPO, but all the companies that went bankrupt or sold off at an earlier stage cannot be traced. 

Lerner claims however that to examine the impact of venture capital one only have to look to the 

statistics of US based corporations today:  

 

“By late 2008, venture-backed firms that had gone public made up over 13 percent 

of the total number of public firms in existence in the United States at that time. 

And of the total market value of public firms ($28 trillion), venture-backed 

companies came in at $2.4 trillion – 8.4 percent.” (Lerner, 2009 p. 59). 

 

Furthermore Lerner argues that the VC industry only strengthens certain industries’ innovative 

output. Mature industries, such as the manufacturing industry, are not generally interesting from 

a venture capitalist’s perspective. Highly technological industries such as bio-technology, semi-

conductor industries and computer services, that have seen enormous innovative progress during 

the course of the recent years, have on the contrary been backed and according to Lerner largely 

created by the VC industry (Lerner, 2009).  

 

Lerner did however research the impact of the venture capital industry on innovation before 

Boulevard of Broken Dreams. In 2000 Lerner and Sam Kortum investigated whether the 

participation of venture capitalists in any industry over a period of 20 years contributed or inhibit 

innovation (Kortum & Lerner, 2000). In their article, they also undertook the methodology 

problem of questioning the causality between the increase of innovation and investments from 

venture capital. Kortum and Lerner came up with a result that showed that a dollar of venture 

capital was on average three to four times more effective in bringing forth patents compared with 

a dollar from a traditional corporate R&D (Kortum & Lerner, 2000). 



2.4 Earlier studies 

One of the earliest studies performed on the subject of the linkage between venture capital and 

innovation was performed by Bean, Schiffel and Mogee in 1975. The authors came to the 

conclusion that there were no significant linkage between venture capitalists and the emergence 

of new technologies (Bean, Schiffel and Mogee, 1975). 

In 1988 Florida and Kenney argued in a study that venture capitalists firms and regions with high 

levels of technological innovative firms go hand in hand (Florida & Kenney, 1988). By 

analyzing where most venture capitalists had their headquarters in the United States, Florida and 

Kenney found that three main locations in the could be identified; California, New York and 

New England and three minor locations Illinois, Texas and Minnesota. According to Florida and 

Kenney, venture capitalist mostly invest in their adjacent geographical area and by identifying 

where the VC-hotspots were located Florida and Kenney came to the realization that the 

occurrence of well-developed venture capital networks contributed extensively to the pace of 

technological innovation and economic development (Florida & Kenney, 1988). The same 

scholars followed up their study by continuing researching regional technological innovation 

With another article published in late 1988 which argue that these two different types of venture 

capitalists firms conduct their investments in different ways (Florida & Kenney, 1988). Firstly 

there are VC-firms that center around financial hubs such as New York and Chicago. Secondly 

there are VC-firms that concentrate around technology-intensive areas such as Silicon Valley  

and New England. Florida and Kenney found that the latter kind, the VC-firms concentrated 

around technology intensive areas, were not a precondition for entrepreneurs to succeed. They 

did however come to the conclusion that venture capital firms did lower entry barriers and 

worked as catalysts for new technology to emerge (Florida & Kenney, 1988). 

 

In a more recent study conducted in 2000, Hellman and Puri showed the importance of venture 

capital in the surfacing of new technologies. Through analysis of high-tech companies in Silicon 

Valley, California, they found that innovative firms that create new products and services are 

more likely to use venture capital than imitators. Furthermore they found that the time to 

introduce a new product to the market was reduced significantly if venture capital was involved 

in the high-tech company (Hellman & Puri, 2000). 

 

America is not the only place in the world where studies have confirmed the linkage between 

innovation and venture capital. Israelite scholars Avnimelech and Teubal argued in their article 

that Israel’s high tech boom during the 90s was a collaboration between venture capitalists and 

highly innovative companies in the same area (Avnimelech & Teubal, 2004). In their article they 



describe how the number of venture capitalist firms rose from two to over a hundred during the 

course of just a few years, meanwhile the high tech industry in Israel boomed. Avnimelech and 

Teubal argue that without one another the high level of innovative products would never have 

reached the market (Avnimelech & Teubal, 2004).  

 

In another study on the topic conducted by German researchers Dirk Engel and Max Keilbach in 

2007 investigated young German firms which had been invested in by venture capitalists. More 

specifically Engel and Keilbach analyzed the impact of venture capital on growth and innovation 

and they found that companies that had been invested in by VC had a higher number of patent 

applications (Engel & Keilbach, 2008). They did however come to the conclusion that the 

applications for the patents were sent in before the venture capital firms invested and thereby it 

could be said that that venture capitalists are in search of companies with patents pending and 

highly innovative companies rather than contributing to the innovative climate. After the VC had 

made their investment, no significant difference in the number patent applications was found 

between companies that had been invested in by a VC-firm and the control group, but a 

significant difference in growth rate was discovered (Engel & Keilbach, 2007). 

 

  



3 Explanations and definitions 

What follows here are explanations and definitions. 

3.1 What is innovation? 

Innovation can be defined in many ways and have been so by many scholars over the years 

however in this thesis the definition of innovation will follow previously mentioned scholar 

Joseph Schumpeter’s definition of the term. Schumpeter argued that the concept of innovation 

covers five cases (Schumpeter, 1934):  

1. The introduction of a new good or the introduction of a new quality of an old good. 

2. The introduction of a new method of production. 

3. The opening of a new market. 

4. The introduction of a new source of supply of raw materials or half-manufactured goods. 

5. The carrying out of the new organization, for instance breaking up a monopoly or 

creating one. 

To sum it up, Schumpeter specifically highlighted that innovation is “the carrying out of new 

combinations” (Schumpeter, 1934 p. 66.). 

3.2 What is Venture Capital? 

According to Berk and Demarzo a venture capital firm can be defined as a limited partnership 

that specializes in procuring funds to invest in the private equity of young firms (Berk & 

Demarzo, 2007). The managers of the venture capital firm are in turn called venture capitalists. 

Metrick and Yasuda goes even further in explaining what venture capital and venture capitalists 

are and argues that venture capital has five distinct characteristics(Metrick & Yasuda, 2007):  

1. Venture capitalists are financial intermediaries. 

2. Venture capitalists only invest in private companies. 

3. Venture capitalists takes and active position in running the company. 

4. Venture capitalists primary goal is to maximize their return. 

5. Venture capitalists invest to help with the growth of the companies. 

The first of these five characteristics can best be described when comparing venture capital firms 

with a bank (Metrick & Yasuda, 2007). A bank receives funds from depositors and later loans 

those funds to other individuals or businesses. Venture capital firms works in basically the same 

way. They receive funds from a third party (a limited partner) and invest the funds while 

working as an active general partner themselves. The limited partners can theoretically be 

anyone that has enough funds that they want to invest, however the most common limited 



partner is an institutional investor such as a pension fund (Berk & Demarzo, 2007). If everything 

works out as the VC-firm hopes, they later on sell their stake in the portfolio company and 

returns the investment made by the limited partner along with a fair share of the profits made. 

This relationship is best described by the Venture Capital Cycle depicted below. 

 

Fig. 1: The Venture Capital Cycle (Metrick & Yasuda, 2007). 

This is of course a service that the VC-firm charges the limited partner for. Firstly an annual fee 

is charged ranging from 1-2.5% of the fund’s committed capital and secondly any potential 

profits that are made a cut goes to the VC-firm as well. The percentage of that cut varies 

however most firms charge 20 % while other may charge as much as 30 % (Berk & Demarzo, 

2007). Reasons as to why institutional investors such as a pension fund or an insurance company 

choses to go through an intermediary like a venture capital firm can be many. Berk and Demarzo 

lists reasons such as diversification and the expertize of the venture capitalists themselves in 

seeing business opportunities. The second characteristic of a VC-firm described by Metrick and 

Yasuda means that all investments that are made by a venture capital firm are investments in 

companies that cannot be publicly traded. This often means that they invest in young companies 

which shares have yet to be introduced in a market place such as NASDAQ. This characteristic 

goes hand in hand with the third characteristic that venture capitalists take an active role in 

running the usually young company that they recently invested in. Furthermore this is the 

characteristic that sets VC-firms apart from other types of investors, such as business angels, 

which usually do not take an active role in the operations of the company that they have invested 

in (Metrick & Yasuda, 2007). According to Gompers and Lerner, venture capitalists typically 

control one third of the seats on a start-up’s board of directors, and they often represent the 

largest voting block on the board (Gompers & Lerner, 1999). This however does not mean that 

VC-firms are active in the day-to-day operations of the company and that they are interested in 

controlling how the company is run on a detailed basis. Instead they often provide helpful 

experience and give advice concerning matters of strategy and financial matters. Moreover the 



VC-firms can provide a useful network for the young company and help with problems such as 

recruitment issues (Sonnek, 2012). 

The fourth characteristic described by Metrick and Yasuda is what sets a VC-firm apart from 

another strategic investor. Venture capitalists generally invest in portfolio companies with the 

intention of selling of their stakes in the company within a specific time span which varies 

depending on the company and the industry. This exit strategy can either be fulfilled by selling 

the shares in the portfolio company to another investor like the VC-firm itself or by and initial 

public offering, (IPO).The last characteristic of VC-firms is described by Metrick and Yasuda as 

the strategic vision of VC-firms (Metrick & Yasuda, 2007). VCs usually invest in young 

companies that are in a stage of expansion and need capital in order to expand. VCs usually do 

not invest in early stages in start-ups since that investment is regarded as uncertain in comparison 

to the previously described alternative. With this strategic outlook and the will among VCs to 

maximize their profit within a specific time span, this mean that they often invest in innovative 

companies which have the highest capacity for growing at high speeds. 

3.3 The history of Venture Capital 

The idea of investing in a new risky venture dates back to the invention of commerce. However a 

venture capital firm is something slightly different than your regular investor. What is regarded 

as the first venture capital firm, the American Research and Development Cooperation, (ARD) 

first saw its first light in 1946 (Gompers, 1994).
 
What made ARD different from previous 

investment companies was that one of its founders, George Doriot, was determined not only to 

ad capital to the firms he invested in, but also to add value. In 1957 ARD made and investment 

that would set the course for the entire industry of venture capitalists. By procuring a 77 % stake 

in the Digital Equipment Company for the sum of $70,000 and seeing that investment increase in 

value to $355 million dollars over the course of the next 14 years, the term “home run” within 

venture capital was coined, and every venture capitalist since is looking for the next “home run” 

to invest in (Gompers, 1994). 

 

Prior to 1980the venture capital industry was a relatively small one, but this changed 

dramatically  in the end of the seventies when the pension funds in the United States were 

allowed more room to maneuver their investments in the financial markets and vast amounts of 

money was “set free”. This connection is clearly shown when examining the venture capital 

industry after the year 1980 which is depicted in the diagram below. 



 

Fig. 2: The VC investment the US in billions from 1980-1994 (Metrick & Yasuda, 2007). 

By the entrance of pension funds, other investors followed as well and the venture capital market 

increased by roughly 600 % in 1980 to 1983. For the rest of the eighties the market stagnated 

while in 1990 and 1991 seeing a small dip until rising again in the early nineties. After 1995 the 

VC industry boomed significantly which can be shown by the total amount of investments by 

VC-firms in the United States the following years: 

 

Fig. 3: The VC investment in the US in billions from 1985-2012 (NVCA Yearbook., 2013). 

The industry saw its prime just as the new millennia were entered and a dramatic decline when 

the internet bubble burst. The industry recovered somewhat the following years but was shocked 

again by the financial crisis of 2008. Since then the VC-market has steadily regained ground 

back towards the numbers of the years 2005-2008. 

3.4 How do Venture Capitalists Invest? 

In order to understand VC even further one must investigate when and why they invest. 

3.4.1 When do VC-firms invest? 

According to Metrick and Yasuda there exists four recognizable stages when a venture capital 

company will invest in a portfolio company: seed/startup stage, early stage, expansion stage and 

late stage (Metrick & Yasuda, 2007). These will be described in more detail below. 



3.4.1.1 SEED/START-UP STAGE FINANCING 

This stage is when a VC invests in a company that has not been around for very long. The 

investment gives the portfolio company the chance to prove themselves and begin to develop the 

business by doing activities such as product development or market research. This is the earliest 

stage possible to invest in and the portfolio company usually has not taken their product or 

service to the market yet. More often an angel investor makes investment in this stage than a 

VC-firm. 

3.4.1.2 EARLY STAGE FINANCING 

When a portfolio company is in this stage the framework of the business is usually set. The 

management team is in place and the product have for example been alpha- or beta-tested but not 

taken to market yet. The business plan is ready to execute and the venture capitalist can provide 

useful experience about taking a product/service to market as well as offering the full extent of 

their network.  

3.4.1.3 EXPANSION STAGE FINANCING 

When a portfolio company is in the expansion stage they are in need of capital to grow. They 

have proven that their business can be successful on a smaller scale but need more capital to for 

example increase volumes of production. The portfolio company might not be showing a profit 

just yet in this stage, however a VC-firm may see a potential future of profits and thereby invest. 

In contrast to the earlier stages described, the role of the VC-firm is more of a strategic character 

once the portfolio company is in the expansion stage while it has more of a supporting role in 

earlier stage. 

3.4.1.4 LATER STAGE FINANCING 

Lastly the final time-category in when to invest in a portfolio company is in the later stage. Here 

the venture capitalists deem a company that has been going steady for a couple of years to have 

untapped potential and when adding capital that problem could be solved. The difference 

between this stage and the expansion stage is that in this stage the portfolio company has proven 

themselves to further extent on a larger scale.  



 

Fig. 4: VC investments by stage and year in the US from 1980-2008.
1
 

3.4.2 What Criteria do VC-Firms have when making an Investment? 

The decision criteria on which portfolio companies to invest in used by different VC-firms are 

naturally differing from firm to firm, however according to David Sonnek, some common 

denominators that are characteristic for all VC-firms can be found (Sonnek, 2012). Firstly there 

has to be some uniqueness to the business or entity. A company that stands out from the crowd 

raises its competitiveness as well as its potential. Secondly the portfolio company must have a 

scalable business model, or rather a well thought out business plan. In order for the VC-firm to 

accurately calculate the company’s growth potential a scalable and credible business model is 

crucial. The third investment criteria is that the industry that the portfolio company is trying to 

enter must have low barriers to entry. A market with big and established players is much more 

difficult to enter in comparison to a market without such strong competitors. However this 

criteria can of course be overlooked if the portfolio company has a revolutionizing idea. Fourthly 

the portfolio company’s business idea or innovation should have global potential. A company 

that limits itself to only act on a single market in this globalized world are not taking full 

advantage of its potential. Lastly but perhaps most importantly is that the management of the 

portfolio company is overall entrepreneurial. When a VC-firm invests in a company, it invests 

equally in the business idea as in the management of the portfolio company. Young or small 

companies are often not more the entrepreneurs running them, and therefore it is of highest 

importance that the entrepreneur meets the requirements of the VC-firm (Sonnek, 2012). 

                                                 
1
 Metrick & Yasuda, 2007, p.17. 



3.4.3 The Swedish Venture Capital Industry 

According to the Swedish Venture Capital Association’s annual report of 2011, the year of 2011 

was a bad year for the Swedish venture capital industry. They continue to describe in the report 

that are only a handful of Swedish based venture capital funds, and if it was not for an increase 

in foreign investment the condition of the industry would be described as acute. From 2010 to 

2011 the total amount invested in kronor decreased with 25 percent and the number of 

investments decreased with 20 % (SVCA, 2011). 

 

Fig 5: Invested amounts in venture capital from the years 2005-2011 (SVCA, 2011).  

 

When the venture capital companies invested on the Swedish market differed some from the 

US’s market as can be seen in the figure below. 

 

2005 2006 2007 2008 2009 2010 2011 

Seed 83 75 188 246 70 53 22 

Start-up 810 1241 1266 2086 1462 1319 858 

Expansion 1269 2773 2522 3471 1455 1291 1109 

Total 2162 4089 3976 5803 2987 2663 1990 

        

Fig 5: Investments by stage and year from 2005-2011 on the Swedish market (SVCA, 2011) 

There are today (2013) 850 companies that the Swedish venture capital companies are involved 

in, and out of these 700 are Swedish. Furthermore the companies that Swedish venture capitalists 

own partly employ 850 000 people out of which 180 000 works in Sweden. This accounts for 



about 7 % of the employed in the private sector (SVCA.se). The combined turnover of the 

Swedish venture capital companies amount to 250 billion Swedish krona which is equivalent to 8 

% of Sweden’s GDP. The lion share of the investments made in Swedish venture capital funds 

do however originate from abroad, about 85 %, but more interestingly seven out of ten VC-

owned businesses in Sweden states that they would not exist if it was not for their venture capital 

partners (SVCA.se). The Swedish market is also filled with state-owned actors /VC-firm such as 

Almi, Industrifonden, Inlandsinnovation etc. but even so only 1-2% of newly formed startups in 

Sweden are financed with the help of venture capital (SVCA.se). 

 

 

  



4 Empirical study 

This study is based on the company Deloitte’s annual report Sweden-Fast-50. Deloitte is an 

international accounting company with offices all around the world, however the perform many 

other activities other than accounting including risk management, auditing, financial advisement 

etc. (Deloitte.com). The Sweden Technology Fast-50 is according to Deloitte an annual award 

which crowns the fastest growing technology companies in Sweden (Deloitte.com). Sweden-

Fast-50 is an objective report which contains two rankings the Fast-50 and the Rising Stars and 

they consist of technology companies ranked by their growth in net turnover during a set period 

of time. For the Fast-50 segment that period is five years while it is three years for the Rising 

Stars segment. In order to be eligible for a position on the list, a company must bear at least one 

of several different SNI-codes (a code which determines the company’s activities) that shows 

that the company is active in a high-tech industry. Furthermore to end up at the list a company 

can either be nominated by a third party or nominate themselves or by Deloitte’s own 

examination of the market. Moreover in order for companies to end up at the list, they must 

fulfill the following criteria (Deloitte.com): 

1. They must develop proprietary technology that constitutes a substantial portion of its net 

sales. 

2. They must be providers or manufacturers of technology related products. 

3. They must dedicate a substantial part of their resources to R&D of technology. 

4. They must have a net revenue that exceeds EUR 50 000 for the base year and EUR 800 

000 for the final year  

5. They must have been active during the last years and they must be Swedish. 

These requirements listed above do however not ensure that the companies can be defined as 

innovative based solely on these point. Therefore the author analyzed each company’s activities 

and operations from the perspective of Schumpeter’s definition of innovation. From that 

definition each and every one of the companies listed in the Rising Stars was considered to be 

innovative. Three reports from the years 2009-20111 were analyzed and investigated on whether 

the companies had collaborated with venture capitalists or not, ergo received venture capital in 

turn for shares. This information was collected by examining articles, public statements and 

interviews with the companies and all sources for this can be found in the appendix. If the 

companies had used venture capital further investigation was conducted to see if that venture 

capitalist that had invested in the company was owned by the state or not. Furthermore the 



industry which the company operated within was examined and the companies were listed below 

based on their growth in net-turnover below. 

4.1 The 2009 Rising Stars Report 

Color indicators: 

Green: The company has been invested in by a VC-firm. 

Red: The company has not been invested in by a VC-firm. 

Purple: The company already appears on an earlier report. 

Yellow: No data could be found and therefore the company was excluded from the results.  

 

Table 1: The 2009 Rising Stars report color indicated after VC-investment. 

The result of the analysis of the 2009 report concluded that two companies could not be obtained 

information about. Out of 23 eligible and innovative companies eight were invested in by 

venture capitalists and three out of these eight were invested in by state-owned venture 

capitalists and these were Industrifonden and Almi. Out of the companies which VC had 

invested in one was in the internet industry, one was in the life sciences industry, two where in 

the semiconductor industry and four were in the software industry.  The companies that were 

invested in by venture capitalists were fairly evenly distributed on the growth scale. 



4.2 The 2010 Rising Stars Report 

 

Table 2: The 2010 Rising Stars report color indicated after VC-investment. 

The result of the analysis of the 2010 report concluded that three companies could not be 

obtained information about. Furthermore three additional companies appeared in the 2009 report 

and is therefore excluded from the results of the 2010 report. Out of 19 eligible and innovative 

companies nine were invested in by venture capitalists and two out of these nine were invested in 

by state-owned venture capitalist Industrifonden. Out of the companies which VC had invested 

in one was in the internet industry, two were in the biotech industry, two where in the 

semiconductor industry, two were in the telecommunications industry and two were in the 

software industry.  The companies that were invested in by venture capitalists were also this year 

fairly evenly distributed on the growth scale. 

 

 



4.3 The 2011 Rising Stars Report 

 

Table 3: The 2011 Rising Stars report color indicated after VC-investment. 

The result of the analysis of the 2011 report concluded that one company could not be obtained 

information about. Furthermore eight additional companies appeared in the either the 2009 report 

or the 2010 report and is therefore excluded from the results of the 2011 report. Out of 16 

eligible and innovative companies eight were invested in by venture capitalists and three out of 

these nine were invested in by state-owned venture capitalist Almi. Out of the companies which 

VC had invested in one was in the software industry, three were in the biotech industry, two 

where in the computers/peripherals industry and two were in the telecommunications industry. 

The companies that were invested in by venture capitalists were also this year fairly evenly 

distributed on the growth scale. 

 

  



5 Analysis 

Firstly, all of the companies that were investigated were deemed as being innovative. This was 

done by examining Schumpeter’s definition of the term and from that all companies that 

appeared on the rankings fit at least one out of the five criteria listed by Schumpeter. This study 

shows that the Swedish venture capital industry has a strong presence in the examined selection 

with investments in 25 out of the 58 examined companies which gives a percentage of 41. If 

comparing this percentage to earlier remarks described in this thesis on venture capital’s 

involvement on the US’s and on Sweden’s overall market this number is very high. This shows 

that VC-firms are more involved in innovate young companies than other firms. The high 

number can however not be statistically validated with such a limited selection of innovative 

companies, but it does illustrate a significant presence of VC-firms in innovative start-ups. 

Furthermore state-controlled venture capitalists are also very active in investing in the companies 

with the contribution of 8 out of the 24 invested-in-companies giving a percentage of 33. The 

main actors are Almi and Industrifonden which accounts for venture capital investments in a 

third of the companies that had been invested in.  

 

Concerning the industries that the limited selection of companies was active within the result 

comprised of a mixture of industries. The selection is made up out of highly innovative 

companies on the technological frontier in industries such as life sciences, semiconductors and 

information and communication technologies. The study doesn’t show any correlations between 

the VC-investments and any particular industries. The investments are spread throughout all the 

different industries that the limited selection of companies was active within and investments in 

particular industries differed from year to year and no connections could be detected.  

Moreover no correlation can be found on the growth numbers in net-turnover between 

companies that had been invested in and companies that hadn’t. Furthermore the capital 

injections that VC provides to their portfolio companies helps them reach a faster growth rate, 

and therefore it is most probably so that a lot of the companies that wounded up at the Rising 

Stars-list has their investors to thank for that seen growth.  

 

The research question stated in section 1.1 can be answered by that there is a strong correlation 

between innovative companies with fast growth rates and venture capital, but the study cannot 

conclude if it is the venture capital industry that is driving innovation forward or not. It is hard to 

dispute the argument that venture capital and innovation in some way are linked to one another. 

With all the research that has been done in this field, described partly in this thesis in the sections 



of earlier studies and the theoretical part, pointing to the conclusion that this linkage exists, the 

study performed in this thesis suggest the same thing. The main reason for this is simply that 

without the venture capital industry a lot of innovations that we reap the benefits from today 

perhaps would have not been around. As mentioned in section 3.4.3, 70 % of companies that 

have been invested in by VC say that they would not exist if it was not for venture capital. Of 

course these companies are in dependency towards their investors and therefore inclined to 

answer thereafter. Of the companies that did not attract/take in venture capital of the study, they 

did however manage to succeed without venture capital. Venture capital cannot therefore be said 

to be a prerequisite in order to succeed. The VC-industry can as a catalyst for companies that 

have innovative ideas, but not enough resources or expertize to develop them. 

Even though the venture capital industry themselves understandably argue that they promote 

innovation in Sweden, this cannot be concluded from the study performed in this thesis. 

However this necessarily does not have mean that there is no correlation between the two. As 

pointed out in earlier sections of this thesis, the linkage between venture capital in different 

market and under different circumstances has proven to be successful. From its early beginnings 

and venture capitalists’ success in Silicon Valley to more recent examples like Israel’s newly 

formed ICT-cluster backed by venture capital.   

 

 

 

 

  



6 Conclusions and Suggestions for Future 

Research  

As shown in the literature review/theoretical part of this thesis, venture capital has proven to add 

to a company’s success rate. Young and innovative businesses that are backed by venture capital 

get help with capital, networks and other types of aid that young entities often lack. This 

however comes at a price. Large amounts of shares have to be given up by the founder of the 

portfolio companies and as mentioned the venture capitalists often demand a seat on the board of 

directors of the company and therefore a substantial role in the decision making in the company. 

Nevertheless if VC contributes to innovation in Sweden or not is a different question. From the 

quantitative study performed in this thesis, the result showed that venture capital firms are often 

involved in highly innovative companies. However out of the examined selection half of the 

companies were invested in by de facto the state. In Sweden, a large contributor to innovation 

seems to be the state. With huge investments in not only universities the state also contributes 

with venture capital firms such as Almi or Industrifonden. This is as shown very different 

situation than that in the United States where venture capital was born. Not only is the US’s 

market more mature, but also it is much more a part of the American business culture compared 

to the Swedish.  

 

The venture capital industry has been an important player in the western economies since the 

beginning of the eighties and it does not look like its importance is going to decline. When 

examining the Swedish venture capital industry one can notice a sharp decline in both numbers 

of investments as well as in total capital. This may however be tied to the current recession tied 

to the financial crisis. This study cannot state if innovation is driven by venture capital. When 

examining the study one finds that the Swedish capital industry is to a large extent involved in 

highly innovative new firms, but this does not mean that they are a driving force for 

technological change. It may just as well be the case that venture capitalists are attracted by 

innovative companies because of the potential of high returns. Conclusively it can be stated by 

examining the theoretical body of this thesis as well as the study that there exists a linkage 

between the Swedish venture capital industry and innovative young companies. However it is 

inconclusive if venture capital is driving Sweden’s innovative output forward or not.  

 

Further studies are needed in this field to investigate the reasons for why venture capitalists 

invested in these innovative companies, but this information may be hard to obtain due to VC-

firms being secretive about their investments decisions. Also in order to properly measure the 



innovation output that venture capital creates further studies need to investigate the number of 

patents brought forth by companies invested in by VC. In addition to this to get a more 

conclusive image of the industry as whole, companies that are not as successful as the ones in 

this study need to be incorporated as well to get a broader perspective 

.    
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8 Appendix 1 

The annual Deloitte Fast-50 reports from 2009-2011 including sources on where information 

about if investments from venture capitalists had been undertaken or not: 

2009: 

 

2010: 

 

 

 

 

 

 

 

 

 

2011: 



 

 

 


