

	
	

	









	




	







	









		

		
		

	
	




	
	


	
	



	
	


	
	
	
	
	
	
		
			
			
		

		
		
	

	

	



	
	
	
	

	







	















	Skip to main content












	

	

	
	

	

	
	












			

			





			






	




	


	
	





	








	

	
	
		
		
		
		
		
		
		
		
		
		
		
		
		
	

	
	
		
		
		
	


















	
		
	

	

	
		
	

	







	
		
		
		

		
		
		
		
			
				
				









	
	    












    
    






    
    







    




    






    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    






    
        
    


    
            
            
                
            
            
                
        Add Paper to My Library
        
        

    















	














	
	    







 



	




	







	




































    



			

			
				
				
				
				
				
						
				
				
				
					
						Share:
							
	
	
	


					

					
				
				
				




				
				

    
        
        
        
            

		
		
		
			
				
			
				
			
				
			
				
			
				
			
		

		
            

		
		
		
			
				
			
		
			
		
			
		
			
		
			
		
			
		
			
		
			
		
			
		
			
		
			
		
			
		
			
				
			
		

		
            

            
        

        
    

    


    




				
				
					

					
					Permalink

						Using these links will ensure access to this page indefinitely

						
							
							Copy URL
						

						
							
								
								Copy DOI
								

							

						
				

				
			

		


		
			
				
				




	
	
		
	

	
	
		
		
	

	
	

	
	
	
	What Do Entrepreneurs Pay for Venture Capital Affiliation?

	
    
        
            
            







    
    










    
    
    
    











			University of Pennsylvania Wharton School Working Paper

        

    
	

	
	
		
		
			45 Pages
		
		

		Posted: 26 Dec 2003
		
		
		
	

	
		
			
			




	See all articles by David H. HsuDavid H. Hsu
University of Pennsylvania - Management Department


		

	
	
	
	
	



	
	
	
	
		
		
	
	
		
			Date Written: November 11, 2002

		
	

	
	
		
		
	

	
	
		
	
	
		Abstract

		This study empirically evaluates the certification and value-added roles of reputable venture capitalists (VCs). Using a novel sample of entrepreneurial start-ups with multiple financing offers, I analyze financing offers made by competing VCs at the first professional round of start-up funding, holding characteristics of the start-up fixed. Offers made by VCs with a high reputation are three times more likely to be accepted, and high-reputation VCs acquire start-up equity at a 10 to 14% discount. The evidence suggests that VCs' "extra-financial" value may be more distinctive than their functionally equivalent financial capital. These extra-financial servicesn can have financial consequences. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
		
		
			
				
			
		
		Keywords: reputation, venture capital, certification, valuation, entrepreneurship

	
	

	
    

    
	

	
	
		JEL Classification: M13, L14, G30, O32

	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	



    




	
		Suggested Citation:
		Suggested Citation
	

	
		
			Hsu,  David H., What Do Entrepreneurs Pay for Venture Capital Affiliation? (November 11, 2002). University of Pennsylvania Wharton School Working Paper,  Available at SSRN: https://ssrn.com/abstract=350380 or http://dx.doi.org/10.2139/ssrn.350380 
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	


	























	
	

		

		

		
		
		

		
		
			
				
					
						David H. Hsu (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
					
					
					
					
					
					
					
					
					
						
						
						


						
					
					[image: University of Pennsylvania - Management Department]
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				University of Pennsylvania - Management Department  ( email )

			

			
			
				
				
				
					The Wharton School
Philadelphia, PA  19104-6370
United States
215-746-0125 (Phone)
215-898-0401 (Fax)

				

				
			

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    




















	














	
	    







 



	




	







	







































				

				

				
					
						

						
						

						

						
						

					
				

			


			
				
					
						
						
	










	
	    














	
	    














	
	    







	
		Do you have negative results from your research youâ€™d like to share?

		
			

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit Negative Results
                    
                
            

        
    
        
    
		

	



					

				
				
					
					


	












	
	
	








	
		
			Paper statistics

		

	


	
		
		 
			
				Downloads

				      614

			

		
		
		
			Abstract Views

			    4,588

		

		
		 
		
			Rank

			   80,887

		

		
	


	
		
            
            	      212 Citations
		

	

	
		
			
				       29 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    The Wharton School, University of Pennsylvania Research Paper Series

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                The Wharton School, University of Pennsylvania Research Paper Series

                                
                                    Subscribe to this free journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            5,891

                                    

                                    
                                        PAPERS

                                            3,138

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Marcella Barnhart at University of Pennsylvania - The Wharton School, Mia Wells at University of Pennsylvania - The Wharton School

                                    

                                
                            

                        

                    

                
	
                    Mutual Funds, Hedge Funds & Investment Industry eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Mutual Funds, Hedge Funds & Investment Industry eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            2,978

                                    

                                    
                                        PAPERS

                                           17,673

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        RenÃ© M. Stulz at Ohio State University (OSU) - Department of Finance

                                    

                                
                            

                        

                    

                


            

            
                
                

                	
                    Entrepreneurship & Finance eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Entrepreneurship & Finance eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            1,253

                                    

                                    
                                        PAPERS

                                            7,166

                                    

                                

                                
                            

                        

                    

                
	
                    Entrepreneurship & Law eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Entrepreneurship & Law eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            1,131

                                    

                                    
                                        PAPERS

                                           14,324

                                    

                                

                                
                            

                        

                    

                
	
                    Resource Based Strategy & Policy eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Resource Based Strategy & Policy eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                              231

                                    

                                    
                                        PAPERS

                                            1,125

                                    

                                

                                
                            

                        

                    

                



                
            

            
        
        
        
                 
        
        

    


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        Financial Contracting Theory Meets the Real World: An Empirical Analysis of Venture Capital Contracts

                        
                            By
                                
                                
                                    
                                    Steven N. Kaplan
                                     and 
                                
                                    
                                    Per StrÃ¶mberg
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Financial Contracting Theory Meets the Real World: An Empirical Analysis of Venture Capital Contracts

                        
                            By
                                
                                
                                    
                                    Steven N. Kaplan
                                     and 
                                
                                    
                                    Per StrÃ¶mberg
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Venture Capital and the Structure of Capital Markets: Banks Versus Stock Markets

                        
                            By
                                
                                
                                    
                                    Ronald J. Gilson
                                     and 
                                
                                    
                                    Bernard S. Black
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            Money Chasing Deals?: The Impact of Fund Inflows on Private Equity Valuations

                            
                                By
                                    
                                    
                                        
                                        Paul A. Gompers
                                         and 
                                    
                                        
                                        Josh Lerner
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Private Equity Performance: Returns, Persistence and Capital Flows

                            
                                By
                                    
                                    
                                        
                                        Steven N. Kaplan
                                         and 
                                    
                                        
                                        Antoinette Schoar
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Private Equity Performance: Returns, Persistence and Capital

                            
                                By
                                    
                                    
                                        
                                        Steven N. Kaplan
                                         and 
                                    
                                        
                                        Antoinette Schoar
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            The Returns to Entrepreneurial Investment: A Private Equity Premium Puzzle?

                            
                                By
                                    
                                    
                                        
                                        Annette Vissing-jorgensen
                                         and 
                                    
                                        
                                        Tobias J. Moskowitz
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Venture Capital and the Professionalization of Start-Up Firms: Empirical Evidence

                            
                                By
                                    
                                    
                                        
                                        Thomas F. Hellmann
                                         and 
                                    
                                        
                                        Manju Puri
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            The Risk and Return of Venture Capital

                            
                                By
                                    
                                    
                                        
                                        John H. Cochrane
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            The Risk and Return of Venture Capital

                            
                                By
                                    
                                    
                                        
                                        John H. Cochrane
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					Feedback
					
				

			

			


	
		
		Feedback to SSRN

		
			
				
					Feedback
					 (required)
				
				
			

			
				
					Email
					 (required)
				
				
			

			
				Submit
				
			
		

		

		If you need immediate assistance, call 877-SSRNHelp (877 777 6435) in the United States, or +1 212 448 2500 outside of the United States, 8:30AM to 6:00PM U.S. Eastern, Monday - Friday.

	







	

	
	
		
		

	




	
	





  
  

	
	
		
	


	
	
		
			
			
		
	
		
	
		
	


	
	
	






		
		














	
		
			
				
                    

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit a Paper
                    
                        
                    
                
            

        
    
        
    
					Section 508 Text Only Pages
				

			
			
				SSRN Quick Links 

					SSRN Solutions
	Research Paper Series
	Conference Papers
	Partners in Publishing
	Jobs & Announcements
	Special Topic Hubs


			

			
				SSRN Rankings 

					Top Papers
	Top Authors
	Top Organizations


			

			
				About SSRN 

					Network Directors
	Announcements
	Contact us
	FAQs


			

			
		

			
	
	


		
			
				
			

			
				
					Copyright
					Terms and Conditions
					Privacy Policy
				

				
					All content on this site: Copyright Â© 2023 Elsevier Inc., its licensors, and contributors. All rights are reserved, including those for text and data mining, AI training, and similar technologies. For all open access content, the Creative Commons licensing terms apply.

					We use cookies to help provide and enhance our service and tailor content.

					To learn more, visit
					Cookie Settings.
					
						
							
							This page was processed by aws-apollo-l200 in   0.203 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		[image:  ]

		
		
		
		
		
		
		
		
		
		
	
