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Venture Capital Investment
Abstract
Venture Capital can be explained as the kind of financing which investors issue to starting companies (also referred to as the startups) or even small-scale business with the potential of growing exponentially in the future. This form of financing can be risky to invest in. That is why trust in the carrying out of business as well as in venture-capital investment should be underscored as it influences the degree at which investors will be attracted in a particular company. The programs of VC need to be thoroughly appraised.  Venture capital is very pertinent to the promotion of an entrepreneurial culture in society.  It mitigates contractual risks from the perspective of joint venture sharing of equity among other benefits.  Some factors affect the size of the finance as discussed in this paper. Venture capital has been considered as a vital source of finance that fosters innovation, competitive capacity as well as efficiency. As such it promotes economic growth. Firms that are backed by VC that are highly reputable experience high costs of distress compared to others that do not.
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Introduction
Cumming (2016) defines venture Capital can be explained as the kind of financing which investors issue to starting companies (also referred to as the startups) or even small-scale business with the potential of growing exponentially in the future.  This kind of capital usually emanates from investors with huge and favorable financial muscles, established financial institutions as well as investment banks.  Nonetheless, it is essential to note that this kind of finance does not only need to be money or cash. It can come as either managerial or technical expertise to the company or business. For instance, a company that wants to start a banking business can decide to leverage the help of an experienced bank director to assist in laying down the foundation of efficient processes and requirements that can attract profits to the startup.
Investing through venture capital depends on the risk appetite of the investor. Some financiers are risk averse whereas others are risk-neutral. Others may even be risk takers with high expectations of better returns in the future. It is argued that the investors that take high risks have the probability of getting higher returns for their investment than the rest. Albeit it can be risky to invest through venture capital, the investors’ desire for attractive payoffs that are more than average gives them resilience and determination (Bellavitis et al., 2017). For new ventures or startups, venture capital has increasingly become very popular in contemporary financial society. Individuals have been skewed towards it in the current society especially when they get disappointed or fail to get financial assistance from financial markets, debt instruments or bank loans. The main snare and shortcomings which venture capitalists and investors grapple with are that they usually acquire the equity shares of the company in which they are investing. In this way, the financiers have a say in the affairs of the business. When the company gets a loss, they usually stay oblivious to getting their finances back. This paper focuses on venture capital investment. 
Nevertheless, venture capital has been one way through which the establishment of trust between investors and investees has been bolstered (Bottazzi, et al., 2016). The growth of trust between these two persons occurs when the latter’s business becomes profitable.  When the profit-making trend continues to progress even in the future, the resulting effect is continued support for the investee’s business which ensures corporate continuity. If it starts making loses, the chances are that the business ends up losing the trust which was initially built between the investee and the investor.  Research also indicates that the trust between the investee and investor in venture capital investing is high in the initial levels of the contract, but it diminishes as time goes by. Syndication is a precious aspect when the association goes low or becomes sour. Again in venture capital investing, it is worth noting that investors tend to utilize more contingent contracts when the rapport and relationship with the investees have gone a notch higher or has become favorable (Bellavitis, et al., 2017).
[bookmark: _Toc7040962]Trust in the carrying out of business as well as in venture-capital investment should be underscored as it influences the degree at which investors will be attracted in a particular company. This usually holds even after taking into consideration other parameters which influence investment like the geographical aloofness between companies and investors as well as information (Jolink & Niesten, 2016).  Recent research regarding contractual structures shows that reduced trust between companies and venture capital investors beefs up the investors’ reliance on other financiers. In this case, they choose investment securities which provide more disadvantageous protection are not easily skewed towards the implementation of structures of contingent controls (Bellavitis et al., 2017). This kind of analysis underscores the importance of trust as an economic factor which influences investment formation and their predetermined structure. 
Importance of Venture Capital
Venture capital is very pertinent to the promotion of an entrepreneurial culture in society. It is worth to note that having an idea is one thing and implementation is another. Entrepreneurship must be supported financially for it to work. The implication of this statement is that venture capital is crucial as it assists an entrepreneur in translating technical knowledge to a profitable project. A typical example of this kind of aid is when a business person has identified a marketing niche for online items. He needs venture capital for him to establish a website that will attract clients (Manigart & Sapienza, 2017).
Furthermore, he will require cash for marketing, purchase of products and other expenses of promotion, and administration, among others. Moreover, venture capital is an essential aspect in the promotion of products. This means that financing facilitates commercial feasibility, especially in modern technological products.
Financial institutions offer venture capital to aid their clients in better management and marketing of their products. This kind of venture also fosters innovation among young people. For instance, Silicon Valley firm in the United States supported the creation of Hotmail by Sabir Bhatia, a young Indian graduate. The project was successful and was later purchased by Bill Gates, the world’s richest billionaire at the cost of $400 million. 
Moreover, venture capital is one of the catalysts of the export business in many parts of the world. This is because there are a lot of international business opportunities that require high capital investment, but the idea owners lack the appropriate financial incentives to actualize them. Venture capital financing provides capital to these individuals hence promoting international trade and exports. When exports increase for a particular country, its Gross National Income is bolstered thus leading to economic growth (Manigart & Sapienza, 2017). From this point, it can be stated that venture capital contributes to economic development. Furthermore, the provision of venture capital ensures that firms have enough funds for supporting its activities which also involve hiring workers. The recruitment of workers into startups leads to the enhancement of their living standards. 
The provision of venture capital facilitates the boosting of improving managerial and financial capacities for the borrowing firms. The investees will be more careful and keen to properly manage their funds to ensure that they will be self-dependent in the future. Self-dependence ensures that the business is self-reliant and can finance itself in the future and will always find ways to repay any accrued loans. This kind of independence leads to financial viability (Cumming, 2016).  Venture capital investing is also essential in the promotion of latent talent. When technological entrepreneurs are supported financially to start their ventures, other people feel motivated to enhance their skills in a particular talent. This means that venture capital is essential in the promotion of talents.
Sick companies can receive a significant boost by accessing venture financing. These firms may be situated in marginalized areas lacking financial incentives, and hence their acquiring of finances can help in the development of these areas as well as the human resources (Jolink & Niesten, 2016). For instance, the dry areas wherein a country which does not have adequate water for drinking and irrigation can be financed, of course through an individual who identifies the need for the area to have a water supply. As such, a company that desires to drill boreholes can access the financing to establish the business. Although the entire activity is very expensive, it can bring out tremendous results of opening up the area for other investments like transport and agriculture. That is why venture capital can be said to be a credible incentive towards the growth and development of the marginalized areas in a country.
Also, and as earlier indicated, venture capital is imported t in the creation and development of commercial trust. No business operates in the current dispensation without trust among the participating parties.  This kind of trust is the one that makes a borrower build credibility to access other huge finances in the future. In this way, it can be stated that there is a need for the provision of venture capital for businesses in the current world as it ensures that people develop, business flourish, and talents grow, and the development of marginalized areas is registered.  
[bookmark: _Toc7040963]Venture Capital and Governance
Venture capital has over the years been considered as an essential mechanism that mitigates contractual risks from the perspective of joint venture sharing of equity. It is one of the main aspects that cause commercial collaborations. It has also played a very fundamental role for the venture capitalists to mitigate external perils for inter-firm associations. Furthermore, venture capital for commercial collaborations minimizes the operational and transactional costs respectively (Joplin & Nielsen, 2016). Many studies indicate that the formation of venture capital syndicates as necessary in creating collaborations entailing startups.  
 Again, they also show that there is a negative relationship between alliance partners that are backed by venture capital and the governance of equity of the inter-company association. This scenario supports many other types of research that indicate that the partners and investors in venture capital substitute one another for finances through their capacity to reduce risks. Research and development collaborations in companies are more vulnerable to behaviors that are opportunistic because of the governance of the intangible asset. Venture capitalists do not only act as financiers, alliance coaches or scouts for startup collaborations but play the liaison role through the provision of protection for companies against domestic alliance risks. The risk mitigation role of venture capitalists is more substantial especially when their syndicate is extensive. Startups have a low likelihood of selecting equity to control and govern syndicates because of reduced extensive networks, reputation deficiency, and finances that strike a distinction between big firms and startups (Joplin & Nielsen, 2016).
[bookmark: _Toc7040964]Factors Affecting the Size of Venture Capital
According to Cumming (2006), before any investor decides to finance any startup or business using venture capital he has to gauge the credibility of the firm (Cumming . 2016) Nevertheless, the amount to be given is another issue that must be borne in the investor to avoid taking excessive risks in the project. The following are some of the factors that determine the size of funds that a venture capitalist can invest in a project, startup or company.
The size of venture capital to the investor is depended on the business partners' character. These are the individuals behind the idea of the business who require funding. It is important to note that people might have very good ideas, but if they do not have credible character, their innovations can go to waste. The reliability, credibility, potential for a futuristic association as well as integrity and honesty are some of the attributes that are gauged when determining the size of venture capital to be committed in a particular project (Megginson et al., 2016). A borrowing team should be very well conversant with their roles (Cumming, 2006). They should be able to undertake them with the utmost zeal, love, and enthusiasm. It is the good attributes that attract and draw financial support from the financiers because it is up to them to acknowledge that their monies are not going to waste but to investments that will bring about profits. This means that the size of the capital to be released by the venture capitalist must be accompanied by a good report and confidence about the team being funded.
The business partner’s capacity is another factor to consider when establishing the size of the cash to be provided to a startup or venture. An investor who wants to release his or funds to a specific team must, first of all, determine their expertise and capacity. It is not any team that can run a business and brings out favorable returns. Venture capitalists tend to release fewer funds to an inexperienced team as compared to the experienced one. There need to be professionals who have the capacity and expertise of managing funds in the team. Otherwise, the funds might be denied or granted in small amounts (Megginson et al., 2016).  The team must show that they have the capacity of growing the venture to greater heights and hence promise the investor that he or she will get returns on the investment. 
Moreover, a more innovative idea is likely to attract more funding than others that are not. The world is currently skewed towards advanced technology that increases efficiency in how people undertake daily business operations (Rajang, 2010). An innovative idea will likely attract more financing. People need to be peculiar; duplicate ideas fetch less capital than authentic ones. 
For a team or company to obtain adequate financing, they must prove that their idea will benefit the society at large. This is because the many startups that have shown success in the past have been concerned with resolving societal problems (Megginson et al., 2016)... For instance, Uber has currently made traveling a bit faster and efficient. It is an idea that has brought a solution to many people across the world.  
Ideas that have long term sustainability are likely to attract sizable venture capital than others that do not. Long-term projects are more yielding than the shorter ones; that is to the venture capitalist. Their focus is primarily the shelf –life-size and not the urgency of their returns (Ning et al., 2015).
The financial outlook of the investment is another factor that determines the size of venture capital to be invested in a particular startup. Financial outlook concerns the time the ventures internal return rate as well as the underlying risks associated with the business. The venture must prove to the capitalist that it is moderately risky and able to show a financial sense. It should not hold up money for longer periods. 
[bookmark: _Toc7040965]Venture Capital and Economic Growth
In many parts of the world including the United States, venture capital has been considered as a vital source of finance that fosters innovation, competitive capacity as well as efficiency.  VCI bolsters innovation through R&D promotion and escalation of patenting. As such, economic growth is boosted to a great extent. Moreover, Venture capital is pertinent in enhancing business efficiency (Rajan, 2010). The idea about efficiency implies that businesses get funding which is essential in eliminating any idle time and prevention of wastage, especially in the production sector. If this occurs across a wide sector or industry, economic growth and development results.  The creation of new businesses and capital formation is also another way through which efficiency is realized in the economy. The establishment of new businesses implies the provision of more taxes to the government hence supporting other initiatives of economic growth. Efficiency enhancement in any country through venture capital results to an escalated competitive advantage of the entire economy.  This means that many ventures will be able to enter into the international business hence boosting foreign exchange. As such, venture capital is essential in promoting economic development in a country. Enhanced economic, competitive advantage acts as a contributor to the growth and development of a country’s economy.
[bookmark: _Toc7040966]Venture Capital and Financial Distress
The Initial Public Offers (IPOS) that are supported by venture capital experience reduced financial distress peril post-offering as compared to the ones that are not backed. Firms that are backed by VCs that are highly reputable experience high costs of distress (Megginson et al., 2016). On the other hand, the companies that are not backed by Venture capital experience low costs of distress. The reason behind this is that the management may maneuver the financial statements of the VC backed companies to indicate much expenditure (in the form of distress costs) so that they may not repay their dues.  However, the distress costs are increased by the finance costs that are payable to the providers of the capital. The non-backed companies do not pay any interests in the form of finance costs and hence have reduced distress costs (Megginson et al., 2016).
[bookmark: _Toc7040967]Venture Capital Driving Forces
Venture capital in the US is very volatile. It is affected by macroeconomic changes that have been facing the economy over the years. The 2008-2009 Great Economic Crunch and the 2000 post dot com boom have been some of the factors that have influenced the need for venture capital (Ning et al., 2015). As earlier indicated, technology has revolutionalized the way businesses are conducted in the current word. The world is in a century that as experienced the most innovations historically. These inventions have acted as some of the main forces behind the need for venture capital, especially among the startups.   
The venture capital itself has also been utilized as an incentive towards the current rampant technological innovations, enhanced employment, and economic growth. It is said that the use of venture capital is increasing in contemporary society (Rohm et al., 2018). 
Venture capital boosts the motivation of startups in the contemporary world. As such, the world has seen people improve their living standards due to the increased money velocity which is channeled towards supporting initiatives that support communal development as well as earning of revenues and profits.
[bookmark: _Toc7040968]Analysis of Venture Capital Programs
Venture capitalists cannot just release the money to anyone who wishes to start up a company or business (Rohm et al., 2018). Instead, they tend to analyses the benefits accruing to them both in the long run and the short term respectively. This means that the financial viability of all projects that require are appraised and evaluated based on support to the strategy of the financier as well as the ROI after a certain period. No investor can choose to lend money and fail to expect returns in the form of interests. They usually expect their money back after a certain period with the accrued interest which is calculated as a certain percentage of the invested funds (Da Baoji, eta l., 2015).  The decisions of the main companies that undertake venture capital financing are also influenced by the low costs of managing a portfolio of businesses. Favorable conditions are an essential factor which is critical in the growth and development of these kinds of businesses.
[bookmark: _Toc7040969]Conclusion
Venture capital is an excellent source of capital since it promotes innovation, employment creation as well as economic growth among other advantages. The companies that invest in this kind of business require utmost credibility for them to release their funds. This is because they fear to lose their finances together with accrued interests. VC has been widely used in the current society because of the much technological innovations which it supports. This kind of financing is essential for many businesses and hence should be encouraged for any startup.
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