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Abstract 
 
The purpose of this study is to test if there is bias in the Venture Capital investment 
decision-making process towards ecosystems. To guide the research and ensure the 
fulfillment of the study’s main purpose, we will analyze two specific ecosystems 
(Stockholm and Silicon Valley). This choice is motivated by their respective importance 
(Worldwide and Nordics reference) in the global entrepreneurial landscape. 
 
The aim is to make an empirical contribution regarding how a herding behavior from 
Venture Capital investments can drive irrational investment flows towards specific 
ecosystem such a Silicon Valley, regardless available information towards other 
ecosystems, in this case, Stockholm. 
 
Most researches until today have been focusing on the assessment of startup-focused 
factors which we believe only picture partly the attractiveness of a startup ecosystem. In 
our perception, environmental factors in which the ecosystem take place also play an 
essential role in the attractiveness of an ecosystem to invest in. 
 
Is there a behavioral bias in the investment decision processes of Venture Capital 
regarding startup ecosystems? 
 
To assess the presence or absence of a behavioral bias in the investment decision of 
Venture Capital investors, we are first going to establish an objective attractiveness score 
using environment-based factors. These factors are going to be combined into six main 
variables that picture the environmental attractiveness of both ecosystems. 
 
In a second time, we are going to submit these six variables to two populations of 
investors operating in each ecosystem. To do so, we will operate a quantitative study of 
Stockholm and Silicon Valley-localized private Venture Capital investors towards our 
different environmental variable. This will enable us to obtain their specific drivers 
toward these variables and therefore adapt our objective attractiveness scores to obtain 
weighted attractiveness scores.  
 
In a third time, we are going to compare our obtained weighted attractiveness scores per 
ecosystem with the investment flows effectuated respectively in both ecosystems in 2016. 
To be able to compare both settings on the same range, we are going to calculate both 
investment flow data: investment volumes and number of deal closed per capita.  
 
The results of this comparison will then bring us either a correlation relation between 
weighted attractiveness and investment flows per capita for both ecosystems, infirming 
our theory or a non-correlative relation, which would confirm our theory. Indeed, a non-
correlative relation will show that investors do no follow a rational investment behavior 
based only on the attractiveness of their ecosystem. 
 
 
 
Keywords: Venture Capital, Startup Ecosystem, Investment Drivers, Silicon Valley, 
Stockholm, Behavioral Bias, Investment Flow 
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1 Introduction	  
This first chapter outlines the choice of subject and defines the problem background for 
this study. It also sets the theoretical background and knowledge gap upon which we 
pretend to make an empirical contribution. Moreover, it defines the research question and 
finally the purpose. 
 

1.1 Choice of Subject 
 
As students of the Master in Business Development and Internationalization at Umeå 
School of Business and Economics at Umeå University, we have had developed an 
interest in entrepreneurship from a theoretical and empirical perspective. In our interest 
of building up a startup, we arrive to numerous questions when analyzing which city is 
the most attractive to establish. Hence, when comparing between different locations in 
Sweden, one important determinant for us was the burn-rate in terms of operating costs, 
i.e. which city has the lowest overall costs to increase our success rate, and maximize 
potentially third party investments such as Venture Capital. In that sense, we started to 
analyze the different startup ecosystems from a holistic approach including other factors 
than costs such as: access to talent, networking, reputation, etc. At this point, another 
question arises, how a location can increase returns or decrease risk for a startup success 
and Venture Capital investments? How do macroeconomic indicators can skew Venture 
Capital investment flows towards specific locations? And finally, are the Venture Capital 
investor’s drivers aligned with their overall location-based investment behavior? 
 
While several internal factors contribute to the success of startups, behind the scene of 
innovative businesses there exists a multitude of dynamic processes, resources and 
entities focused on entrepreneurship, that interact with the purpose of making startups 
thrive and of boosting the entrepreneurial performance of a region. Such framework, 
denominated of “ecosystem”, was first coined by James Moore, who claimed that 
successful business can’t evolve in vacuum, necessitating to attract resources of all types, 
such as Capital, partners, suppliers and customers to create cooperative networks, where 
companies can work jointly and competitively to support new products, satisfy customer 
needs, and eventually incorporate the next round of innovations (Moore, 1993). A startup 
ecosystem is also commonly named “entrepreneurial ecosystem” (Mason and Brown, 
2014). A highly-developed startup ecosystem promotes the creation of new startups 
increasing the deal flow of potential investments for Venture Capital firms; this cycle will 
be addressed further in the following chapters. 
 
Silicon Valley in Northern California has, over the past 30 years, became a model for 
high technology development in many parts of the world. Associated with Silicon Valley 
is a common rhetoric and mythology that explains the origins of this area of high 
technology agglomeration and indeed the business and entrepreneurial attributes needed 
for success (Cook and Joseph, 2001). 
 
However, it is noteworthy seeing Stockholm as one of the most booming entrepreneurial 
cities in Europe. Within Stockholm area, startups, incubators, open-spaces, and 
accelerators are now emerging, matching innovative companies with major industries’ 
needs for innovation and new talents and about $330 million invested in Stockholm 
startups in 2013, more 60% from 2012 (Abreu Gonçalves, 2016). 
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In this sense, we want to analyze if there is an investment bias from Venture Capitalists 
towards Silicon Valley as a startup ecosystem in comparison to other startup ecosystems 
such as Stockholm. The intention of selecting these two settings is that we want to 
compare a highly recently ranked startup ecosystem such as Stockholm, with a 
benchmark that has been ranked as number one by every study cited in this thesis. Our 
study will be conducted analyzing if the Venture Capital investment drivers correspond 
to the investment flow in these two startup ecosystems.  
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1.2 Problem Background 
 
Silicon Valley is undoubtedly the most successful and high-profile startup ecosystem, 
being reputed as the global tech mecca (Neck et al., 2004); therefore, special attention is 
driven towards it. Because of this ubiquitous attention towards Silicon Valley, many 
entrepreneurs decide to launch their idea in this specific ecosystem hoping to increase 
their chances of success; a similar situation happens with Venture Capital investment. As 
Cook and Joseph (2001) argue, Silicon Valley is commonly related to success, however, 
is Silicon Valley’s startups success-rate higher than in other startup ecosystems? Are the 
failed startups vs. successful startup ratio consistently different from other settings? Are 
Silicon Valley-born startups better than startups born elsewhere? Even though the success 
rate in a specific startup ecosystems is not our research topic, it is the starting point to 
understand the incentives of Venture Capital and their investment flows. 
 
The effect that this special attention takes on entrepreneurs to choose Silicon Valley as 
their idea launch setting, would take a similar effect on Venture Capital firms, moreover 
our argument is that VC investment flows does not follow the market efficiency 
hypothesis, instead, global Venture Capital investor’s decision follow a herding behavior 
which is a behavior that can be also seen in other financial or non-financial contexts. 
According to (Kumar and Goyal, 2016), herding refers to the situation wherein rational 
people start behaving irrationally by imitating the judgements of others while making 
decisions. This means that in Venture Capital, investors tend to follow reputed startup 
ecosystems to invest in regardless if the returns may be lower and riskier than other less-
known locations. 
 
By the start of the twenty-first century, the intellectual dominance of the efficient market 
hypothesis had become far less universal (Burton G., 2003), moreover, standard finance 
theory assumes that investors are rational whereas the behavioral finance assumes that 
the investors all the time deviate from rational decision making (Sewwandi, 2016). In this 
thesis, our focus will be towards the Venture Capital industry from a behavioral finance 
approach, following Lerner, Hardymon and Leamon (2012) argument that VC is an 
inefficient market and quite different in several aspects from the public Capital market. 
 
If it is possible to claim that the global startup ecosystem landscape is positively evolving 
with non-Silicon Valley ecosystems, such as Stockholm; is the global Venture Capital 
investment evolving at the same pace in terms of proportional volume? From a market 
efficiency perspective, for every new investment opportunity derived from information 
asymmetry there’s a temporary potential advantage for an investor to take in order to 
obtain extraordinary results, however the market inefficiency concept related to Venture 
Capital that Lerner, Hardymon and Leamon (2012) are addressing, is related to the small 
number bargain situation that occurs in the negotiation process of the startup pre-money 
valuation from both parties, the investor and the entrepreneur. This level of the market 
efficiency theory will be addressed later in this thesis. 
 
Our hypothesis argues that the international Venture Capital investment flows are biased 
from the investor’s perspective. A recent report from The Nordic Web (Murray, 2017) 
argues that the number of investments in the United States has been decreasing 24.8% 
since the second quarter of 2015 until the first quarter of 2017, whereas in the Nordic 
Countries it has increased in 167% in the same period. However, in terms of number of 
investments per capita, the Nordic countries report almost twice VC investment than the 



5 
 

U.S. This means that there might be a possible correction of the investment flows towards 
Silicon Valley and a new trend of globalized Venture Capital investments shifting 
towards different reputed startup ecosystems.  
 
Venture Capital firms dedicate significant amounts of resources on understanding new 
technologies and markets, and on finding investment opportunities within those sectors 
(Davila, Foster and Gupta, 2003). Their screening and selection processes are considered 
to be intensive and often lengthy, where variables such as market size, strategy, 
technology, customer adoption and competition are exhaustively analyzed (Kaplan and 
Lerner, 2010a). In our study, we will take a broader and holistic approach taking in 
consideration variables related to the overall financial performance of startup ecosystems 
per se, and considering as constants the criteria inherent to the startup and its founders 
such as management skill and experience, Venture team, product attributes, market 
growth and size, and expected returns. These criteria are commonly studied regardless of 
where the startup is located. However, our interest is to analyze if the setting influence 
the investment decision-making process regardless of the nature of the startup arguing 
that the quality of the criteria previously mentioned can be equally achieved in 
comparable startup ecosystems such as Stockholm and Silicon Valley. 
 
As mentioned previously, the focus of this study will remain in Silicon Valley and 
Stockholm as entrepreneurial ecosystems in relation with Venture Capital investments. 
It's noteworthy seeing Stockholm as one of the most booming entrepreneurial cities in 
Europe, and the tech industry finds it easy to find talent and potential in Sweden’s Capital. 
Stockholm’s second rank in Europe when it comes to producing unicorns1 outpaced only 
by London. The city is home to Spotify, the most highly valued unicorn in Europe at $8.6 
billion, as well as the successful FinTech2 startup, Klarna3, valued at $2.2 billion (Startup 
Genome, 2017). 
 
The Venture Capital industry has evolved operating procedures and contracting practices 
that are well adapted to environments characterized by uncertainty and information 
asymmetries (Sahlman, 1990). This adaptation can develop an over-localized investment 
flows in specific startup ecosystems increasing the market inefficiency imbalance towards 
more reputed hubs such as Silicon Valley, meaning that the investment opportunity in 
startup ecosystems such as Stockholm can be easily underrated, turning into a missing 
opportunity for international Venture Capitalist firms to obtain systematically higher 
returns on investment over time.  

                                                
1 private companies valued at $1 billion or more (Hathaway, 2016). 
2

 Abbreviation for Financial Technological Startup 
3 Klarna is a Swedish e-commerce company that provides payment services for online storefronts 
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1.3 Theoretical Background and Knowledge Gap 
 
Historically "Europe lags far behind the United States in the size and depth of its Venture 
Capital markets" (De La Dehesa, 2002). This difference led to the formation of a 
considerable cleavage in a total volume of investment. Investments in the United States 
represented 12.2 billion dollars in 2016 and 3 billion in Europe (PricewaterhouseCoopers, 
2016). Furthermore, European countries invest in 2009 on average four times less in 
percentage of their GDP (0.035% against 0.13%) than the United States in Venture 
Capital (Kelly, 2011). 
 
U.S. early development can be explained by the fact that the foundation of the United 
States were immigrants. Early U.S. citizens emigrated there to achieve a better situation 
and therefore could be considered as early entrepreneurs (De La Dehesa, 2002). This 
historical explanation is undoubtedly a foundation of a highly entrepreneurial culture that 
outpaced Europe from the start. From this point, entrepreneurship culture grew before in 
the United States, leading to more numerous startups’ creation and therefore structures 
financing it. 
 
The difference of volume of investment between Europe and the United States finds then 
its explanation in the maturity of Venture Capital markets and number of existing 
investment companies. In 1999, the United States gathered a total of 620 VC firms 
whereas Europe only had 333 (De La Dehesa, 2002). Venture Capital firms are crucial 
actors in startup investment (cf 2.1 Venture Capital and Investment Flows) as they are 
making the link between entrepreneurs and investment bankers. This last fact enhanced 
the development of the U.S. startup ecosystem as Venture Capital-backed companies tend 
to grow faster (Davila, Foster and Gupta, 2003) than regular companies. Meanwhile, in 
Europe, Germanic and Scandinavian countries have very low levels of Venture Capital 
and private equity investments (Jeng and Wells, 2000).  
 
However, more than entrepreneurial history and number of Venture Capital firms, 
European countries suffer from a deficit in many different aspects of their environments 
which lead to less attractive startup ecosystems. 
 
U.S. and European Venture Capital markets have both known a tremendous growth in the 
late nineties (Gompers et al., 1998) but they are still not equals. From 1995 to 1999. 
European and U.S. total funds value has been multiplied more than five (De La Dehesa, 
2002). However, the previous domination of the United States has been confirmed during 
this period and despite the same growth in percentages, the absolute value of investment 
generated dug the gap between both locations. From 4.4 billion euros and 7.9 billion 
dollars in 1995 to 25.4 billion euros and 46.5 billion dollars in 1999 (De La Dehesa, 
2002). 
 
Concerning the labor market rigidity, workers from the United States tend to have a 
shorter job tenure in average than Europe: 7.4 years on average compared to 10.5 for 
Germany (Jeng and Wells, 2000). This less flexible job market confers a net advantage 
to U.S. startups. Indeed, a more rigid labor market leads to less risk-taking which impact 
negatively entrepreneurship.  
 
Also, European Venture Capital funds confer on average a higher proportion of their 
funding in the early stages, unconditionally, with less control on achieved milestones 



7 
 

(Hege, Palomino and Schwienbacher, 2008). This poor level of control possessed by 
European investors over the early stages explains a lower return on investment. On the 
seed and development stages over a period of five years (from 1999 to 2005), European 
startups indeed achieved an Internal Return Rate (IRR)4 of -1.8% and 4.6% whereas U.S. 
startups achieved respectively 54.9% and 19.4% IRR (Rosa Machado and Reede, 2006). 
Furthermore, investor status in the U.S. historically conferred more control rights to the 
Venture Capitalist. Depending on the startup’s performance, the entrepreneur has a 
variable access to Capital, which avoids management mistakes to the minimum and 
therefore increases the overall performance of the VC-backed startups (Hege, 
Schwienbacher and Palomino, 2003). 
 
Perception of entrepreneurs by tierce people also interferes with the development of the 
European startup ecosystems. While Europeans tend to have a negative perception of 
entrepreneurial failure (Chapter eleven), it is considered as a milestone by many U.S. 
entrepreneurs (Kelly, 2011). 
 
Cultural barriers and entrepreneurial burdens, fixed costs and taxation tend to limit 
opportunities. Indeed European countries suffer on average from more restrictive 
legislation rules towards taxes on Capital gains and value of shares (De La Dehesa, 2002). 
Europe also has more complex administrative requirements to create a company as well 
as language and cultural barrier between its own members. 
 
Despite all these mentioned facts, some European countries are now bringing back the 
gap. Sweden invested in 2009 the equivalent of 0.07% of its GDP in value in Venture 
Capital (Kelly, 2011). Considering the average of European countries, Sweden performed 
twice as good in 2009. Stockholm has been considered for the last decade as one of the 
most promising European startup hub by its concentration of investments (330 million 
$ invested in startups in 2013) and talents (Abreu Gonçalves, 2016). 
 
Venture Capital is a major and vital source of funding for startups in innovative industries 
(Block and Sandner, 2009). It is a source of investment for startups that has been very 
active for the past 25 years. In the two-year period from early 1998 through February 
2000, the Internet sector earned over 1000 percent returns on its public equity. In fact, by 
this date, the Internet sector equaled 6 percent of the market Capitalization of all U.S. 
public companies and 20 percent of all publicly traded equity volume. However, in 2002 
the Internet Bubble burst due to an overvaluation of startups ending up in an industry re-
thinking towards risk. 
 
Even though European startup ecosystems’ actors were far less aggressive regarding 
creation of new Ventures and investment volumes, the effects of this financial crisis 
reached them, through cities like: London, Berlin, Paris, Stockholm, etc. Hence, for the 
past 20 years. Europe has been then promoting entrepreneurship in a more active way 
consolidating more and more its entrepreneurial ecosystems obtaining, as a result, a 
promotion of Venture Capital in the region. In Europe, at the Nice European Council in 
December 2000, the Heads of State and Government of the 15 member countries 
described entrepreneurship as the central component of EU employment policy, with the 
development of a Venture Capital industry as a key element of that policy (De La Dehesa, 
2002). Despite of being the main actors of Venture Capital investment, political 

                                                
4

 IRR is a metric measuring the potential profitability of an investment. 
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institutions play a crucial role in fostering economic growth within the ecosystem, which 
lead to higher attractiveness. 
 
In the last few years, EU has been showing considerable commitment to promoting 
innovation and sustainable growth within its region. Furthermore, countries have 
implemented local initiatives toward economic development to support the growth of 
entrepreneurship. Europe has been putting significant efforts in developing supportive 
startup ecosystems that encourage innovation, research and development, and 
entrepreneurship. This commitment was further stressed out by the implementation of the 
program Horizon 2020, the biggest EU funding program for research and innovation ever, 
with nearly €80 billions of funding available over the period of 7 years, from 2014 to 
2020. Through this program, the EU aims to allocate funds to drive economic growth and 
create jobs in all Europe, by promoting the production of world-class science, removing 
barriers to innovation and by facilitating the cooperation between public and private 
sectors in the delivery of innovation (Pelicano Agueda, 2016). From 1994 to 1998, 
Venture Capital-backed startups hiring growth was 24% a year versus 1.3% on average 
on the UK market (The British Venture Capital Association, 1999). This example 
emphasizes the key role played by Venture Capitalist on hiring growth within a country 
economy. 
 
The research gap appears to be a more targeted study of specific startup ecosystems. 
Indeed, in most of the previous researches, focus has been made over entire regions 
(Europe) or more specifically per countries (the U.S. vs. Germany, UK, …). Nonetheless, 
each country possesses multiples ecosystems with it and each, despite of having common 
characteristics (laws and public policies), are independents from one to another (specific 
investors and startups). Previous researches could then be considered as meaningful for 
global trending, but more focus should be made. Startup ecosystems should be considered 
independently from the country they are issued from as they are mainly independent from 
one another. Therefore, questioning advantages or disadvantages of specific ecosystems 
is relevant, and a narrower focus deserves to be made.  
 
Also, another research gap in the previous literature is the relative importance played by 
ecosystem’s attractiveness factors for Venture Capitalist to invest in. While researches 
has been focusing on startup factor, only few information is available on attractiveness 
when evaluating a startup ecosystem. 
 
Furthermore, studies focusing on attractiveness of startup ecosystem also do not make a 
parallel with the allocation of investment from VC firms within it. Indeed, indexes 
assessing the attractiveness of an entire country are available but no study couples it with 
investment flows within these. We believe investment flows is a key indicator to assess 
the efficiency of an ecosystem. Indeed, following an efficient market perspective, volume 
of investment & number of deal closed should correlate exactly the attractiveness of a 
specific ecosystem. However, investment in Silicon Valley are incredibly higher than in 
Stockholm while country indexed scores are not. This suggest a non-efficient relation 
between relative attractiveness and investment flows. 
 
Moreover, in behavioral finance, most of the researches on efficient market are focused 
only on stocks and Private Equity deals. Thus, only few mentions are made toward 
Venture Capital industry. Therefore, we will test if Venture Capital investors follow a 
herding behavior while investing in startup ecosystems. 
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In this study, we will observe if there is a bias of Venture Capital investors toward their 
respective ecosystems. This research could then be applied to different settings and 
eventually become a reference to VC investors regarding their investment portfolio 
screening and due diligence5 process.  

                                                
5 Access to internal information of a company to assess its quality (Silva, 2004). 
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1.4 Research Question 
 
On a general perspective, this study aims to make empirical evidence that Venture 
Capitalist follow a herding behavior in their investment decision towards startup 
ecosystems. Indeed, we believe that investment decisions are based partly on non-rational 
factors (reputation, personal experience, suggestions from tierce) which lead to a non-
efficient relation between relative attractiveness and investment flows. 
 
To do so, we decided to pick two major startup ecosystems: Stockholm and Silicon Valley 
to empirically verify our thoughts. Hence, we will analyze several startup ecosystem’s 
indicators issued from the Venture Capitalist and Private Equity Country Index (2011). 
We decided to pick up these attractiveness variables as they exclude company-centered 
factors and focus only on assessing ecosystem factors. We went for this index as it is to 
be considered as a reference in this field of study. Also, both universities (IESE Business 
School & EM Lyon Business School) redacting it are known and recognized for their 
academic excellence. Also, the index is sponsored by the audit company Ernest & Young, 
which is also considered as a reference in its field of expertise. 
 
Then, we will analyze the relative importance of VC investment variables gathered per 
startup ecosystem in a conducted survey. This survey will enable us to draw the 
importance of each variable for respective investors in their ecosystem. Thus, we will 
apply obtained importance to respective raw scores of both ecosystems. Thus, the 
combination of both raw scores and weights will give us a weighted attractiveness score 
per ecosystem. We will then analyze if the VC investment flows in both ecosystem 
correlate respective weighted attractiveness scores and therefore if these flows follow a 
rational behavior or not based on the answers of the VC investors and the relative 
attractiveness score for each ecosystem. 
 
Therefore, our research question for this master’s thesis is:  
 
Is there a behavioral bias in the investment decision processes of Venture Capital 
regarding startup ecosystems? 
  

1.5 Purpose 
 
The purpose of this thesis collaboration is to analyze if there is a bias of Venture Capital 
investors between the relative attractiveness of Silicon Valley and Stockholm as startup 
ecosystems, in relationship to the Venture Capital investment flows regarding volumes 
of investments and the number of closed deals per capita in 2016. 
 
Thus, this study aims to make an empirical contribution to research conducted within the 
field of Venture Capital investments. It intends to enhance the knowledge of behavioral 
finance on Venture Capital from a holistic approach. Hence, our focus will be towards 
the ecosystem selection as a key element to consider increasing the VC investment returns 
over time systematically. This study will be achieved by the development and testing of 
a conceptual model using a statistical analysis of data collected by an online survey. 
 
To fulfill the purpose of this study, we are going to evaluate Silicon Valley and Stockholm 
as startup ecosystems with an attractiveness score, gathered from primary and secondary 
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data, based on six different variables previously defined by Groh, Liechtenstein and 
Lieser in 2011: (Groh, Liechtenstein and Lieser, 2011) 
 
(1) Economic activity 
(2) Depth of Capital markets 
(3) Entrepreneurial culture and deal opportunities 
(4) Human and social environment 
(5) Investor protection and corporate governance 
(6) Taxation 
 
Furthermore, we will analyze the differences between the ecosystem score from a holistic 
approach and compare it with the subjective scores collected from surveys conducted 
with Venture Capital investors from both ecosystems.  
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2  Theoretical Framework 
 

2.1   Venture Capital and Investment Flows 
 
Innovation is considered since a long time as a critical driver of economic growth and 
value creation (Abreu Gonçalves, 2016). An important channel through which innovation 
is in developed economies is Venture Capital funds (Kortum and Lerner, 1998). These 
are specialized in innovative, high-growth ventures, and contributed to the success of 
many of the most successful new firms of the last few decades such as Microsoft, Google, 
Facebook and Apple, among many others. The demand for Venture Capital arises from 
small, newly created companies with high growth potential. Some are in fast growing 
sectors of the so-called “new economy” (De La Dehesa, 2002), such as information 
technology, biotechnology and health care. Others are involved in new product areas in 
traditional business sectors, the “old economy” (De La Dehesa, 2002). 
 
Venture Capital, refers to one type of Private Equity investing. Private Equity investments 
are investments by institutions or wealthy individuals in both publicly quoted and 
privately held companies. Private Equity investors are more actively involved in 
managing their portfolio companies than regular, passive retail investors. The main types 
of financing included in private equity investing are Venture Capital and management 
and leveraged buyouts. The main types of financing included in Private Equity investing 
are Venture Capital and management and leveraged buyouts. Outside of the U.S., the term 
Venture Capital is frequently used to describe what we have just referred to as private 
equity (Jeng and Wells, 2000). Thus, we are going to study Venture Capital through the 
U.S. lens and exclude leveraged buyouts from our research. 
 
The Venture Capital industry has four main players: entrepreneurs who need funding; 
investors (Limited Partners) who want high returns; investment bankers who need 
companies to sell; and the Venture Capitalists (General Partners) who make money for 
themselves by making a market for the other three (Zider, 1998). Investors in Venture 
Capital funds (Limited Partners) are typically very large institutions such as pension 
funds, financial firms, insurance companies, and university endowments—all of which 
put a small percentage of their total funds into high-risk investments. What leads these 
institutions to invest in a fund is not the specific investments but the firm’s overall track 
record, the fund’s “story,” and their confidence in the partners themselves (Zider, 1998). 
For this study, we will focus exclusively on the Venture Capitalists firms, also addressed 
as General Partners (GP). 
 
General Partners (GP) are backed-up by a limited number of private investors (Limited 
Partners) who invest money with the promise of a defined interest rate on their investment 
over the fund’s lifetime. To achieve this, General Partners oversee screening companies 
and making investment in high-potential startups. Their role also includes managing these 
backed companies by providing strategic advices to further develop these structures. To 
do so, General Partners often have one or several seats on the board of directors, which 
are negotiated while acquiring stakes in the company. Then, with growth of these 
portfolio companies comes an increased valuation of their stakes. To achieve the final 
return on investment, Venture Capital investors must exit their investment through selling 
their stakes. This can either be from a trade sale or Initial Public Offering (IPO). 
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Figure 1 Adaptation from: How Venture Capital Works (Zider, 1998). 

 
Venture Capital funds invest in startup companies with the clear desire of exiting after 4-
7 years. Since most high-tech startups initially do not generate profits to pay dividends or 
buy back shares, the exit route is the primary way the Venture Capitalist can realize a 
positive return on the investment. Exit conditions are therefore crucial for financing 
(Abreu Gonçalves, 2016). 
 
The following figure illustrates the investment process for VCs, from screening to exit: 
 

 
Figure 2 A Venture Fund's Investment Process (Ramsinghani, 2011) 

 
To make money on their investments, Venture Capitalists need to turn illiquid stakes in 
private companies into realized return. Typically, the most profitable exit opportunity is 
an Initial Public Offering (IPO), in which the company issues shares to the public 
(Gompers and Lerner, 2001). The type of exit is an important issue not only for the 
Venture Capitalist, but also for the entrepreneur. The latter must understand that the 
Venture Capitalist will eventually want to exit the Venture, and that very often this means 
the venture will be sold to another company. An entrepreneur who wants to retain control 
of the company afterward will need to find the funds required to buy out the Venture 
Capitalist or bring the company public (Black and Gilson, 1998). Otherwise, the venture 
will be sold after a few years to another firm. The two main exit routes are a trade sale 
(or “acquisition”) and an Initial Public Offering (IPO). In contrast to a trade sale, an IPO 
keeps the firm independent, and allows entrepreneurs to remain in control of their 
company after the Venture Capitalists exit. Many entrepreneurs therefore prefer an IPO 
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over a trade sale, as they tend to enjoy staying at the company in a management role 
(Dyck and Zingales, 2004). 
 
The startup financing process generally follows the same pattern: it starts with basic funds 
from personal saving, friends and family investors or “fools” –people with very low risk 
aversion willing to get extraordinary returns from ideas-, then angel investors and angel 
funds, followed by Venture Capital. Venture Capital firms invest from early up to later 
stages, but generally after the startup gained some traction6 in the market. 
 
The diagram below is a typical financing cycle for a startup company: 
 

 
Figure 3 Startup Financing Cycle (Rhodes-kropf and Nanda, 2012) 

In the race of Venture Capitalists to find the best deal sources, increase potential profit 
and reduce risk, some decide to invest in international markets instead of staying local. 
Cross-border Venture Capital investments are increasing manifold in terms of number of 
deals and capital involved. This trend raises several practical challenges for both investors 
and entrepreneurs (Dai, Jo and Kassicieh, 2012a). 
 
In Figure 1 we can appreciate how the bilateral relationship between entrepreneurs and 
VCs is built. The entrepreneur pitch ideas to VCs, and VCs provide resources to the 
entrepreneurs. Following the investment consummation, Venture Capitalists look to 
proactively support the development of their portfolio companies, particularly throughout 
their early stages of growth, by coaching them and providing financial resources and 
expertise, access to contacts and help in the recruitment of senior management (Davila, 
Foster and Gupta, 2003). Typically, Venture Capitalists also undertake an active board 
role in their portfolio companies (Preston, 2007), with Venture Capitalists exerting 
control in their companies if the results are not according to the investor’s (Limited 
Partners) expectation (Kaplan and Lerner, 2010b). 
 
                                                
6 Traction refers to the quantitative evidence of customer demand (Weinberg and Mares, 2015). 
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VCs from the U.S. and other developed economies, have relatively rich experience 
developed in their home countries and are more resourceful in terms of amount of capital 
and networks they possess (Dai, Jo and Kassicieh, 2012a). Albeit foreign VCs may have 
relative advantage in experience and resource, they are often constrained by the 
information friction due to the geographic distance (Deloitte, 2010). Syndication7 
between foreign and local VCs potentially will expand the pool of investment 
opportunity. Venture Capitalists form syndications primarily for the purpose of better 
investment selection (Lerner, 1994). In U.S. Venture Capital investments, syndication 
between distant VCs and local VCs helps overcome information asymmetry and agency 
problems (Sorenson and Stuart, 2001). 
 

2.2   Startup ecosystem 
 
Throughout recent history, entrepreneurship has gradually become a vital element of 
modern societies (Peng and Shekshnia, 1993), Small and medium-sized enterprises 
(SMEs) and entrepreneurs play a crucial role in all economies, being inclusively hailed 
as the sole source of new net job growth over the last 28 years in the U.S. (Startup 
Genome, 2017). This escalation in the importance of entrepreneurship in the world 
economies has led governments to start shifting from traditional enterprise policies to 
growth-oriented company policies, to promote the creation of favorable environments for 
business startups to thrive (Mason and Brown, 2014). 
 
Ecosystems are the union of localized cultural outlooks, social networks, investment 
capital, universities, and active economic policies that create environments supportive of 
innovation-based ventures (Spigel, 2015). Mason and Brown (2014) define 
entrepreneurial ecosystems as “a set of interconnected entrepreneurial actors (both 
potential and existing), entrepreneurial organizations (e.g. firms, Venture Capitalists, 
business angels, banks), institutions (universities, public sector agencies, financial 
structures) and entrepreneurial processes (e.g. the business birth rate, numbers of high 
growth firms, levels of ‘blockbuster entrepreneurship’, number of serial entrepreneurs, 
degree of sell-out mentality within firms and levels of entrepreneurial ambition) which 
formally and informally coalesce to connect, mediate and govern the performance within 
the local entrepreneurial environment”. 

 
Figure 4 The Eight Pillars of an Entrepreneurial Ecosystem (World Economic Forum, 2013) 

Throughout the world, there are several major startup ecosystems, but a specific 
ecosystem stands apart from all others: Silicon Valley. Silicon Valley is one 
entrepreneurial ecosystem of those few places in the world whose name has become 

                                                
7 Synergy that partnership produces in cross-border Venture Capital investments by reducing frictions associated with both 
geographical and cultural distance (Dai, Jo and Kassicieh, 2012b) 
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shorthand for entire industries. For half-a-century, this cluster of suburban communities 
in Northern California has produced successive waves of globally significant innovations 
in electronics and computer technology, and been an incubator for countless 
entrepreneurial successes and a generator of astounding levels of wealth (O’Mara, 2006). 
 
The development of the startup ecosystems in the United States and Europe has 
consistently been growing at an exponential rate. This development is even more 
perceptible when analyzing the total exit volume in 2013 & 2014. Silicon Valley 
dominates the global scene with an astonishing 47.3% of the value of all startup exits in 
the top 20, while the Northern American ecosystems total 72% of the total exit volume, 
against the more modest 26.6% registered by European ecosystems. However, by 
analyzing the evolution over the last three years, it is possible to claim that the global 
ecosystem landscape is maturing, with non-Silicon Valley ecosystems of the top 20 
capturing 14% more of the exit value volume (Abreu Gonçalves, 2016). 
 
Over the next 15 years, global economic value from technological change will double. 
But, because it takes roughly 20 years for a thriving startup ecosystems to develop, 
aggressive investments are needed urgently, or else more places will miss out on that 
wealth creation. The world needs more vibrant startup ecosystems to be part of the global 
circulation of innovation (Startup Genome, 2017). 
 
Policymakers at all levels can help create an environment more conducive to business 
formation (Kauffman, 2015). As a rule of thumb, investors look at 1,000 investment 
opportunities before they invest in any one (Ramsinghani, 2011). And as you can see in 
the following figure near to only 1% of the investment opportunities get funded by VCs. 
 

 
Figure 5 Typical Sourcing, Screening, and Investment Ratios (Ramsinghani, 2011) 

In this sense when the environment is prosperous for entrepreneurs to start a business, the 
deal flow for Venture Capitalist investments increases proportionally, consequently, 
individuals are incentivized to start new companies and entrepreneurs find easily external 
support to finance new ideas, ending up in “virtuous circles” that turn up into highly 
efficient entrepreneurial ecosystems. 
 
The implementation of supportive programs like Horizon 2020 are of great importance in 
the promotion entrepreneurship and innovation, as funding is a rather critical element in 
the development of new ideas and businesses. Similarly, to the funding, many other 
variables within an entrepreneurial ecosystem play equally crucial roles to the 
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entrepreneurial success of a region. Being composed by a diversity of actors, roles, and 
environmental factors that interact to determine the entrepreneurial performance of a 
region (Spilling, 1996), entrepreneurial ecosystems are dynamic, and complex systems 
that need careful assessment by policy-makers, both at a micro and at a macro level, when 
developing regional initiatives dedicated to foster entrepreneurship. 
 
Over the last 15 years, a significant portion of job and economic growth in the U.S. has 
come from high-growth technology companies such as Apple, Amazon, Google, 
Salesforce, VMware, Facebook, Twitter, Groupon, and Zynga. The entire U.S. GDP is 
$17 trillion (2016). Collectively, these nine big-hitters of the tech world that barely 
existed a decade and a half ago have created almost a trillion dollars in new wealth. Will 
the trend of multi-billion dollar tech startups that have a disproportionate effect on the 
needle of the global economy continue? (Startup Genome, 2017). 
 

2.3   Investment drivers 
 
“One myth is that Venture Capitalists invest in good people and good ideas” (Zider, 
1998). Surveys showed that over the last decades, investments are shifting from industries 
to another based on the growth potential of it (Zider, 1998). The potential of a specific 
industry in a designated market is directly shaped by its environment. Indeed, public 
policies, economic factors and cultural specificities are the fundamental components of a 
market. Thus, a favorable environment will result in interesting market, growing 
industries, more startup creation and therefore raised attractiveness for VC investments. 
 
To do so, Venture Capitalist must assess multiple factors that picture the environment and 
evaluate the ease of entrepreneurship. Following the Venture Capital and Private Equity 
Country Attractiveness Index method from Groh and Liechtenstein (2011), we decided 
to go for six main variables and a multiplicity of sub variables described below. The role 
of this index is to give a common grading system based on objective environmental 
factors for all countries. To adapt it to our ecosystem perspective, we are going to adapt 
scores to localized information and use weights obtained thanks to our online survey 
conducted with VC investors. It will give us a relative importance to each of the six 
variables when calculating the attractiveness score. 
 
These factors influence directly the likelihood of entrepreneurship, which directly 
motivates Venture Capital investment. Indeed, the more startup creation you have, the 
more VC investors. Here we are going to review how these factors are to be considered 
as investment drivers by Venture Capitalists. 
 

2.3.1   Economic activity 
 
Gross Domestic Product 
GDP (Gross Domestic Product) is a key macroeconomic indicator to consider when 
assessing a Venture Capital market. As the production of wealth grow in a defined market, 
startup activity tends to follow the same patterns (Jeng and Wells, 2000). As stated by 
(Audretsch and Acs, 1994), the overall health of an economy directly influence its startup 
activity and therefore its Venture Capital market. Capital produced in a market are then 
to be reinvested within it through pension funds or banking institutions. In other terms, 
wealth accumulated by workers is partially saved on pension funds or bank accounts 
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which are essential fund providers of Venture Capital firms (Black and Gilson, 1999). 
Nonetheless, GDP by itself is not an exact transcript of a country Venture Capital market. 
Indeed, despite of having a GDP higher by 50%, Germany has a way weaker Venture 
Capital market than the UK (Black and Gilson, 1999). This can be explained by the 
multiplicity of factors influencing a country Venture Capital market. Nonetheless, a high 
GDP is to be considered as a threshold requirement to hold a significant VC market. To 
calculate its importance, Venture Capital production in term of GDP percentage appear 
to be a relevant metric to establish comparisons between countries.  
 
Employment rate 
Evidences across empirical studies (Paglia and Harjoto, 2014; Jin et al., 2015) showed 
that Venture Capital firms have a positive influence on employment rate of portfolio 
companies. Indeed, as VC-backed startups grow faster with external funds than their 
counterparts which focus on organic growth. Nonetheless, a lack of activity in term of 
public introduction of companies through IPO can have a negative impact on employment 
growth (Gao, Ritter and Zhu, 2014) in concerned economy. Therefore, ecosystems with 
low levels of unemployment are likely to be attractive for VC firms. A situation of full 
employment is also not ideal for a startup ecosystem. Indeed, large firms providing all 
recent graduates with job promises before the end of studies tend to rigidify the labor 
market (Black and Gilson, 1999). Also, a rather high unemployment rate enable the newly 
created startup to find relatively cheap workforce and moderate its costs. 
 
Foreign Direct Investment 
FDI (Foreign Direct Investments) can be a strong support to a specific country’ economy 
but only if this one respects several threshold requirements. While FDI investments have 
a positive effect in developed economy with a rather high level of work-force 
qualification (Carkovic and Levine, 2002), FDI affect economic growth negatively in a 
under-developed economy. Indeed, FDI spillovers can only be exploited under a 
threshold level of development (Baumol, Nelson and Wolff, 1994). This means that 
under-developed economies are not able to capture the value generated by foreign direct 
investment. FDI could then be considered in this research as both selected ecosystems are 
issued from highly developed countries.  
 

2.3.2   Depth of Capital Market 
 
Stock Market 
Capital market health and activities are critical determinants of Venture Capital 
investments. As explained above (cf 2.1 Venture Capital and Investment flows), Venture 
Capital firms are bringing the gap between entrepreneurs and investment bankers. 
Furthermore, their interest is either that the Venture they invested equities in get acquired 
in a trade sale or that this company becomes public, which leads to drastically increased 
valuation of their equities. The type of market also highly influence the development of 
Venture Capital activity. Depending on regulations, markets could either be bank or 
stock-centered. Europe is good example of the first case whereas the U.S. are representing 
the second option  (Black and Gilson, 1999). The main difference between these is the 
role played by banking institutions and large companies within the country’ Capital 
market. While European banks are larger in size compared to Europe’s main firms (Black 
and Gilson, 1999), the opposite is observable in the U.S. This difference in structure also 
influence the investment vision that dominate in each type of market. Where stock-
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centered markets emphasize on short-term, high-risk/reward investments, bank-centered 
market concentrate on longer-term and less risky investments.  
 
IPO and Merger & Acquisitions 
A healthy Stock Market is a key determinant of investment for Venture Capitalists as it 
influences directly exit opportunities for portfolio companies. On the one hand, Capital 
market essentially oriented toward stocks and big firms have an active IPO market. On 
the other hand, European Capital markets which are ruled by financial institutions such 
as banks have a lower tendency toward IPO (Black and Gilson, 1999). Despite of this, 
stock-centered markets have seen an important decrease of their IPO percentage to sale-
trades acquisitions from the early 2000 (Gao, Ritter and Zhu, 2014). Indeed, since the 
burst of the 2000 internet bubble, Europe and the United States have observed a major 
decrease in number of company going public through IPOs. However, this tendency has 
seen the raise of sales trades of newly created startups by bigger companies. 

 
Figure 6 General Number and Aggregate Value of Venture Capital Exits by Type and Aggregate Exit Value, 2007-
2015YTD U.S.A. (Mark et al., 2016) 

This major change in exit form chosen by startup companies can be explain by the 
“economies of scope” generated by bigger firms acquiring smaller startups (Ritter, 
Signori and Vismara, 2012; Gao, Ritter and Zhu, 2014). This means that larger groups 
can compensate certain type of costs (such as marketing, commercial or internal control 
functions) thanks to their size and so generate significant economies that the startup could 
not have achieved by itself. Also, small firms gone public have seen a decrease of their 
overall profitability after a three-year time span of existence in the last 20 years. These 
are also clearly underperforming compared to bigger companies (Ritter, Signori and 
Vismara, 2012). This poor performance of small companies over the last decades have 
multiple explanations. For instance, the raise of threshold standards companies must 
fulfill before going public. Indeed, after the 2000 Internet bubble burst, market have 
raised their standards and the birth of the SOX act (2002)8 regulation which limited the 
ability of small firms to go public. As a consequence, as large firms have a lower failure 
                                                
Sarbannes-Oxley Act (2002) is a reform on disclosure of information from publicly traded companies

8
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rate than young startups (Cumming, 2014), many entrepreneurs and Venture Capital firms 
decided to go for an acquisition rather than going public. 
 

2.3.3   Entrepreneurial Culture and Deal Opportunities 
 
Innovativeness 
Innovation capabilities of small startup firms is known for decades being an essential 
driver of an economy’ innovativeness. To maximize it, several public organizations such 
as state-funded “Small Business Innovation Research” (SBIR) work on rewarding 
innovative small companies with grants or contracts (Cumming and Li, 2013). These 
companies which contribute disproportionally to innovation and economic growth in 
modern economies (Cumming and Li, 2013). Another vector of innovation is the 
development of publically sponsored agreements between incubators, startups and 
governments to finance innovation and foster the development of new business concepts 
(Beate Pettersen et al., 2016). 
 
R&D expenses 
Another driver for investment from Venture Capital firms is the amount of R&D expenses 
generated in a specific economy. Where research and development levels in an industry 
used to be a brake to the emergence of startups (Audretsch and Acs, 1994), “New 
Economy” startups are a noticeable outlier of this tendency. This can be explained by the 
increased velocity of high tech markets (Eisenhardt, 1989) where flexibility and 
adaptability toward changing environments play an essential role. Thus, startups which 
have less structural constraints can efficiently organize their R&D efforts and be more 
reactive to market changes. Also, R&D structures of multinational firms do not only focus 
on internal development anymore. More and more joint Ventures are then established 
between firms and startups (Kortum and Lerner, 1998). 
 
Foundation, restructuring and number of enterprise 
The likelihood of starting new businesses directly impact Venture Capital investments. 
As well as regulation on taxes and labor, ease of starting a business is increased in a 
market regulated by stocks. When, bank approach foster less risky and long-term 
investment, Venture Capitalist often bet on high-risk and potentially high-reward 
companies (Gompers and Lerner, 1998) to invest in. Keuschnigg and Nielsen (2003a), 
established a direct relation between number of companies and profitability for Venture 
Capital firms. A high number of newly created firms result in a favorable environment 
and low corporate taxes foster it. Therefore, a high number of startups is a good indicator 
for Venture Capital firms to invest in a designated market.  
 
Burden starting a business 
Barriers to entrepreneurship are multiple in the process of business creation but can be 
categorized in two different categories: complexity of establishment (number of 
procedures, different associated costs) and level of corruption. Here we are focusing on 
administrative barriers (cf 2.3.4 Human and Social Environment for corruption burden). 
Countries with longer processes, multiples and costly procedures to create a business are 
linked to lower levels of entrepreneurship (Djankov et al., 2002). 
 

2.3.4   Human and Social Environment 
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Education  
Education can be distinguished in two different types. On the one hand, educational 
relation toward entrepreneurship plays a critical role in the development of innovation in 
a specific environment (Abreu Gonçalves, 2016). On the other hand, education is also 
related to the scholar background hold by individuals within the market, Venture 
Capitalist as well as entrepreneurs. Kortum and Lerner (1998), emphasized on the 
importance of educational background of Venture Capitalists that play an essential role 
in their expertise.  
 
Labor regulation 
Labor regulation plays an essential part in establishing the attractiveness of a market on 
a Venture Capitalist perspective. While a flexible labor market encourages 
entrepreneurship, startup creation, and therefore, Venture Capital activity, a more rigid 
market will have a negative effect on Startup creation (Black and Gilson, 1998, 1999; 
Cumming and Li, 2013). Also, economies where job tenure are the longest on average 
have a weaker relation to Venture Capital investment (Jeng and Wells, 2000). Having 
flexible labor policies is then a strength when it comes to develop a Venture Capital 
market and enhance innovation and startup growth. Positive actions towards labor 
regulation can also take several forms. Whether it is through development of public 
policies or attribution of publicly-based funds for employment development.  
 
Bribing and corruption 
In a 64-country wide research on the effects of corruption toward innovation and 
entrepreneurial activity, (Anokhin and Schulze, 2009) demonstrated that high corruption 
environments have a direct negative effect on FDI investments in the market and its 
general economic activity. Indeed, high levels of corruption and crime increase 
uncertainty toward entrepreneurship and therefore have a negative impact on it. Djankov 
et al. (2002) established a direct link between corruption and bureaucratic delays which 
complexify the whole procedure of creating a business. 
 

2.3.5   Investor Protection and Corporate Governance 
 
Levels of disclosure 
After the 2000 internet bubble burst, the U.S. government decided to implement more 
control in publicly-traded companies. As many of U.S. pension funds are invested on 
stock markets (Gao, Ritter and Zhu, 2014), it appeared essential to regulate and control 
information provided by companies to their shareholders. In 2002, the SOX (Sarbanes-
Oxley) regulation was created to certify the financial statements of public companies and 
implement internal audit procedures to assess companies’ possessions. Increased 
transparency is then a key necessity within a market for companies to attract funding from 
Venture Capital firms. Indeed, Venture Capital firms engage their reputational (Kaplan 
and Schoar, 2005; Hege, Palomino and Schwienbacher, 2008) credibility when investing 
in a portfolio company. Despite of not being mandatory for private companies, most of 
SOX internal control practices are observed by Venture Capital backed startups 
(Cumming et al., 2017). Thanks to these measures applied by Venture Capital firm with 
portfolio companies, VC backed startups are less likely to suffer internal control 
weaknesses in the three years following their IPO (Cumming et al., 2017). 
 
Director/personal liability 
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(La Porta et al., 2002) find a correlation between investor and entrepreneur protection and 
size of Capital market. The less investor protection there is on a market, the less likely it 
is to develop. Indeed, as entrepreneurs are taking more personal risks to found a company, 
a premium is often needed. Furthermore, the status of Limited Partner enables the external 
investor to avoid liability in the portfolio company. Indeed, liability cannot exceed their 
participation in the company as they do not perform any managing position within it 
(Gompers et al., 1998). Therefore, only general partners account for the portfolio 
company as they are having a position in the board. 
 
Shareholder suits 
There is a direct relation between shareholder legal protection and financial development 
of a designed market (La Porta et al., 2002). Indeed, Venture Capitalist and other 
investors are more willing to extend their participation in a startup ecosystem when their 
assets are secured.  
 

2.3.6   Taxation 
 
Taxation applied by a country whether it is on Corporations or incomes plays an essential 
role in the development of the entrepreneurial ecosystem. 
 
Corporate taxes 
Corporate taxes applied on Capital gains play an essential role in the profitability of a 
market and therefore the interest in Venture Capital Venture to invest in portfolio 
companies. A low Capital gain tax rate foster advices provided by Venture Capitalist to 
entrepreneurs as it maximizes potential returns. Also, it punishes Venture Capital firms 
that let a portfolio company fail (Keuschnigg and Nielsen, 2003b). However, the higher 
is the Capital gain tax rate, the lower becomes the number of entrepreneurs in a designated 
market (Keuschnigg and Nielsen, 2003a). 
 
Income taxes  
Keuschnigg and Nielsen (2003a) established an opposite relation to involvement of 
Venture Capitalist and number of entrepreneurs with the raise of income taxes. A high- 
income tax rate pushes the working population (company workers and entrepreneurs) to 
orientate toward entrepreneurship. Indeed, while paying a high percentage of taxes on 
their incomes, workers are encouraged to start their own venture as taxes will tend to be 
lower on capital gains and dividends. 
 

2.4   Behavioral Finance and Market Efficiency 
 
The approach we have taken in this chapter is based on the belief that if we can better 
understand the drivers and uncertainties that are involved in and around the Venture 
Capital investment drivers listed at the previous chapter, we will have a better chance of 
understanding the related decision processes and behavior of Venture Capitalists. 
 
In traditional finance theory, the investors are expected to be rational decision-makers 
going along with the expected utility theory. Behavioral finance, in contrary to this, 
criticizes this rational perspective and they argue that the investors tend to deviate from 
rationality whenever making investment decisions. Several behavioral biases that may 
occur in investment decision making have been studied and empirically tested over the 
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history. In the 1980’s, behavioral finance emerged as a new concept combining 
behavioral and psychological aspects in economic and financial decision-making. 
Behavioral finance challenges the efficient market perspective and helps to understand 
why investors behave in a particular manner while investing in financial assets (Kumar 
and Goyal, 2016). 
 
When looking at different empirical studies done in relation to the behavioral biases, most 
of the top researchers in the field have focused on such behavioral biases as 
overconfidence, disposition effect, herd behavior and home bias (Kumar and Goyal, 
2016). In this thesis, our focus will be towards “herd behavior” in Venture Capital 
investment decision-making. According to (Kumar and Goyal, 2016), “herding” refers to 
the situation wherein rational people start behaving irrationally by imitating the 
judgements of others while making decisions. This behavior is considered to be rational 
for less sophisticated investors, who attempt to mimic financial gurus or follow the 
activities of successful investors, since using their own information/knowledge would 
incur a higher cost (Chiang and Zheng, 2010). 
 
Bikhchandani and Sharma (2000) defined herd behavior as everyone doing what 
everyone else is doing even when their private information suggests doing something 
quite different. Herd behavior is affected by different reasons. In Venture Capital markets, 
the information overload and the “fear of missing out” increase the pressure on VC 
investors which pushes them to adopt a herding behavior towards reputed and/or familiar 
ecosystems instead of analyzing the available information to choose other locations that 
could be less risky and get potentially higher returns over time. The fear of missing out 
on continued gains (i.e., regret) outweighs the potential psychic and economic benefit of 
moving against the trend (Wood, Lynne and Zaichkowsky, 2010). 
 
Every financial investment balances risks and returns, and Venture Capital is no 
exception. When herding occurs risk perception is underweighted that results in to low 
abnormal returns (Kumar and Goyal, 2016). Investors who buy an asset –in this case 
Venture Equity– expect to earn returns over the time horizon that they hold the asset. 
Risk, as defined by (Damodaran, 2012), is measured based on deviations of actual returns 
on an investment from its expected returns. There are two types of risk. The first, called 
equity risk –considered in Venture Capital- arises an investment where there are no 
promised cash flows, but there are expected cash flows. The second, default risk, arises 
on investments with promised cash flows (Damodaran, 2012). For this study, we are 
considering the first type which is related to Venture Capital investments. 
 
While these investments are considered as extremely risky, as they are plagued with high 
uncertainty and information asymmetry, the potentially high returns on investment lead 
these firms to purchase equity or equity-linked stakes in such ventures. Venture Capital 
firms dedicate significant amounts of resources on understanding new technologies and 
markets, and on finding investment opportunities within those sectors (Davila, Foster and 
Gupta, 2003). Venture Capital firms typically invest in early-stage and high-technology 
companies where informational asymmetries are high (Chen et al., 2010). If the market 
does not have good information on these companies, investors will demand a high-risk 
premium, resulting in more expensive funding for these companies. This cost of 
asymmetric information can be reduced if the country in which the company operates has 
strict accounting standards. With good accounting regulation, Venture Capitalists need to 
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spend less time gathering information to monitor their investments (Jeng and Wells, 
2000). 
 
To measure the return on investment (ROI) in Venture Capital, the valuation of the startup 
is critical, which may vary considerably at every stage of the Venture. At each stage of 
the startup process, we need to estimate its value. At the idea stage, the value may never 
be put down on paper, but it is potential of this value that induces the entrepreneur to 
invest time and money in developing the idea. At subsequent stages of the capital-raising 
process, valuations become more explicit, because they determine what the entrepreneur 
must give up as a share of ownership in return for external funding. At the time of the 
IPO, the valuation is key to determining the market price (Damodaran, 2010). 
 
The problem for the Venture Capital market to set this “market price” is that the Venture 
Capital market is not efficient and more importantly, the economic valuation is always 
determined in a “small numbers bargaining” situation9 – it does not have the opportunity 
to let the high valuations and low valuations cancel out each other, as in an efficient 
market. The strength of this approach resides critically in “pooling” the individual 
investors across the market, which the Venture Capital market itself could not achieve 
due to illiquidity of ownership and “small number bargaining” situation (Ge, Mahoney 
and Mahoney, 2005).  

                                                
9 Small number bargain refers to those situations in which an organization has a limited number of partners (investors) that can supply 
it with a critical resource (Capital) (Sacks and Uzzi, 2010) 
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3  Scientific Method 
 

3.1   Introduction 
 
This chapter is about understanding the pre-conception and philosophical theories that 
lead us to design a specific strategy to collect information on investment drivers and 
potential behavioral bias influencing investors in both startup ecosystems: Stockholm and 
Silicon Valley. It will also orientate the reader on our approach toward the collection of 
data and their treatment in the following chapters. 
 
Saunders, Lewis and Thornhill (2009) define research as something individuals undertake 
to broaden their knowledge by finding things out in a systematic way. Pervez Ghauri, 
(2010) suggest that the term systematic refers to research being based on logical 
relationships as opposed to the basis of beliefs. Research methodology, therefore, refers 
to the study of methods with the specific aim of gathering knowledge to construct a plan 
of research (Rajesekar, Philominathan and Chinnathambi, 2013). Relating to the research 
at hand, (Saunders, Lewis and Thornhill, 2009) propose a research design model known 
as the research onion, which will be applied below to clarify the nature of the study and 
provide further conciseness. 
 

 
Figure 7. The Research Onion (Sanders et al. 2012) 

Through our research and philosophical approaches, we are going to use a specific 
scientific framework which will lead to acquiring sufficient knowledge to test our 
research question. 
 
To avoid any personal bias in the conduct of the survey, we are going to adopt a scientific 
and traditionalist approach, on the nature of reality as well as on the acquisition of 
knowledge. Also, as the studied phenomena are completely separated from our 
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perspective, we will adopt a value-free perspective and consider all results as objective 
and equal knowledge. 
 
This objective approach would then lead us to criticize both primary and secondary data 
sources used to base our research and point out ethical issues to consider in the conduction 
of our quantitative survey. 
 

3.2 Research philosophies 
 
According to Saunders et al., (2009) research philosophies emphasize on the nature of 
reality, origin of knowledge and relations of the researchers towards values. Furthermore, 
research philosophies stand as a guidance leading to the development of further research 
approaches and strategies followed to conduct the study. These different positions stated 
by the researcher lead knowledge’s acquisition and formulation of hypotheses. A clear 
definition of its philosophical stances is then essential to introduce the researcher’s 
preconceptions and reflections through the conduction of the research. 
 

3.2.1 Ontology 
 
Ontology is about what is constructing the nature of reality. It can either be objective and 
unique or socially-constructed and multiple (Collis and Hussey, 2014). Ontology is also 
about considering the nature of “being” (Carson et al., 2001), in which the nature of the 
world is or not directly accessible for the researcher.  
 
Ontology as a philosophical approach has two main directions: objectivism and 
constructivism. Within these two general philosophies stand four more precise positions: 
Positivism & Realism (Objectivism) and Interpretivism & Pragmatism (Constructivism). 
In this study, our choice went for Realism as this approach considers all social 
phenomenon as external of social actors, and reality as a unique concrete structure but 
interpreted through their social condition.  
 
Opposing a constructed nature of reality, our belief stands that reality is unique and is not 
socially-made. This means that attractiveness of an ecosystem is based on environmental 
factors that are themselves based on objective data which, are not dependent on people’s 
beliefs. Nonetheless, the researchers acknowledge that all indicators are developed 
through human perception and therefore are socially-constructed. This led us to withdraw 
positivism as a potential philosophical stance and chose Realism instead.  
 
Concerning our hypothesis of behavioral bias, we believe that the bias is created by the 
interpretation of this unique reality by investors through their experience and 
environment. However, these choices are not conscious and do not affect the nature of 
reality. 
 

3.2.2 Epistemology 
 
Carson et al., (2001) defined Epistemology as the “grounds” of knowledge, the 
relationship between reality and research. This means that it defines what can be accepted 
as valid knowledge (Collis and Hussey, 2014). 
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Concerning the application of knowledge, realists generalize their findings considering 
the amount of available information.  
 
In our case, our study could be generalizable to another ecosystem, but only in the case 
where, (1) a sufficient amount of data was to be collected, (2) the same principles were 
to be applied. Indeed, both our variables and the relative importance of these are 
dependent to the ecosystem they are applied to. However, we believe that our findings 
should be applicable to other ecosystem’s comparison. 
 

3.2.3 Axiology 
 
Collis and Hussey (2014) defined axiology as the role of values in the perception of 
findings. A realist approach foster the personal influence of the researchers on the 
outcome of the research. Nonetheless, the process of the research is not to be influenced 
by the researchers until its conclusion which will lead to interpretations. 
 
Our approach towards values is going to be influenced by our personal perspective in our 
final findings and interpretation. Indeed, our life experience as well as our professional 
experiences tend to encourage certain thinking patterns in relation with investment flows 
and number of deal in relation with different ecosystems.  
 
Nonetheless, the process leading to the analyze of the efficient market theory and 
behavioral bias is to be realized based on objective data. Furthermore, the finding that the 
Venture Capital market does not behave rationally if it is the case will be made based on 
these observable factors. 
 

3.3  Research Approach 
 
The research approach is commonly referred to two fundamental approaches, inductive 
and deductive approach. Depending on the research question and what is to study, one or 
the other might be best suitable for the study. Based on our epistemological, ontological 
and axiological positions, a deductive research approach has been chosen for this study. 
Collis and Hussey (2014) define deductive research as “a study in which a conceptual and 
theoretical structure is developed which is then tested by empirical observation; thus, 
particular instances are deducted from general inferences”. 
 
The logical steps for this type of research approach are also known as “top-down” 
approach: 
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Figure 8 Deduction Research Approach 

As outlined above, by our ontological and epistemological stances, the deductive research 
approach has been chosen. The phenomenon of behavioral bias in finance has already 
gained considerable attention from research. Hence, different theories about behavioral 
finance have been developed, therefore, our aim is not to contribute to a deeper 
understanding of this phenomenon but to link this phenomenon to Venture Capital and 
previous theory conducted in this field. 
 
In our research approach, we are introducing the following hypotheses: 
 
H0: Venture Capitalist's investment decisions are rational; therefore, they are not 
biased. 
 
H1: Venture Capitalist's investment decisions are irrational; therefore, they are biased. 
 
For the observation, we will analyze the results obtained from the primary and secondary 
data to then be able to arrive at a confirmation of not of these hypotheses and our research 
question. 
 

3.4   Research Strategy 
 
According to what determines the choice of research method is the nature of data and the 
process that are followed in the analysis (Bryman, Bryman and Bell, 2015). The two most 
commonly used methods in business research are quantitative and qualitative. 
“Quantitative research is a research strategy that emphasizes quantification in the 
collection and analysis of data” (Bryman, Bryman and Bell, 2015). 
 
In our research, following objectivist ontology and positivist epistemology and axiology 
lead us to use a quantitative research method. We use quantitative methods based on 
statistical tools and observation methods to find key results empirically. Furthermore, 
qualitative method does not fit into our study since we do not want to emphasize word to 
get a deeper understanding of a subjective phenomenon. 
 
Quantitative strategies are driven by two main approaches: 

-   Quantitative research studies the nature of relationship between variables. 
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-   Quantitative researchers focus on whether their findings are generalizable or not. 
 
In this thesis, we are interested in analyzing the relationship between behavioral bias in 
investment decisions and geographical locations, with a special focus on Stockholm and 
Silicon Valley. 
 
Following these philosophical perspectives, approaches and our methodological choice, 
conducting a survey appears to be the most adapted strategy. Furthermore, considering 
our limited time frame (two months) to conduct this research, we will not be able to 
proceed to a longitudinal study. Therefore, our study is going to be a cross-sectional 
survey focused on the year 2016 precisely. 
 

3.5   Research design and truth criteria  
3.5.1   Reliability 
 
Reliability refers to the necessity that the results obtained from the study should be 
identical if the study were to be repeated several times. To achieve it, we are going to 
allocate the same importance to each variable studied while redacting the survey. Indeed, 
while the Venture Capital and Private Equity Country Index (2011) attributed weight to 
each variable depending on the number of sub-variables included, we made the choice to 
attribute weight based on importance formulated by our survey respondents. We believe 
that this method will enable us to draw a more accurate picture of the factors investors 
consider when investing in an ecosystem. This will lead to include both objective 
attractiveness and VC investors drivers towards their ecosytems. 
 

3.5.2    Replicability 
 
Replicability refers to the possibility of another researcher to arrive at the same conclusion 
through the process followed by the current researchers. Indeed, the research can very be 
the base used for further research in the same field. To make the research replicable, the 
researchers need to precise carefully each step followed which lead to the obtained results. 
This means that processes of collection and treatment for both primary and secondary 
data should be clearly explained. 
 
Primary data should be well-organized to avoid loss of content through the research and 
be re-usable anytime. Thus, we are going to detail the process from the redaction of the 
survey to the method used for data collection and data treatment. All gathered information 
will be available in our appendix section. 
 
Furthermore, we are going to detail the provenance of all secondary data and what 
treatment has been applied on. This means that we are going to cite all sources of each 
sub-variables and explain the weight treatment applied after survey collection. Likewise, 
all secondary data, sources and treatment method will be available in our appendix 
section. 
 

3.5.3    Validity 
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“Validity refers to the extent to which a test measures what the researcher wants to 
measure and the results reflect the phenomena under study” (Collis and Hussey, 2014). It 
is necessary that the data collected while conducting the research are representing closely 
the phenomena under study and must be extendable to a larger scale. Our questions should 
be representative of all variables we want to analyze and no preference should appear, 
whether on how the question is formulated or where in the survey it is located. Therefore, 
we decided to allocate the same number of question (2) per variables to represent as 
closely as possible the phenomena under study. To avoid partially filled surveys leading 
to non-representative data, all survey’ questions are mandatory. 
 

3.5.4 Ethical Issues 
 
Following Bell and Bryman (2007), any research should be articulated around a threshold 
number of ethical considerations. These requirements listed below should provide the 
participant security regardless their opinion expressed during the time of the research. 
 
First, no harm should be made to participants during the research process. It considers 
physical and psychological harm on the same level of importance. In our case, it means 
that participant should not be exposed to any source of danger while answering the survey. 
 
Second, dignity of participants should never be questioned, explaining in detail all terms 
of the research (purpose, process and expected outcome) to avoid discomfort, anxiety or 
potentially shameful situation. This is explained clearly in our survey e-mail (Appendix 
2 & 3) as well as in the first section of the online survey. 
 
Third, the research should only be conducted after obtaining their fully informed consent. 
As mentioned above, the situation in which the research take place should then be 
explained in detail before collecting any information. 
 
Fourth, personal privacy should be respected and the researcher should not invade the 
participant’s personal space without having been explicitly invited. This means that no 
participant should be forced to answer question regarding his personal space, even if these 
questions are legit in the research frame. To respect it, we went only for question directly 
related to our investment topic and no personal information are to be asked (name, 
surname, gender, marital situation, etc.) as they are not needed for our research. 
 
Fifth, confidentiality and anonymity should both be respected regarding all information 
obtained while conducting the research. In our research, this means that no companies 
should be mentioned explicitly and that a coding system should be used to categorize 
participant and therefore avoid leaks of information. 
 
Sixth, no deceptive promises should be made during the research conduct. Its means that 
researchers must avoid promising outcome that exceed the research’s scope to foster 
potential answers. Concerning our research, no consideration is made of ROI of 
companies or success rate of startups, therefore, no promises should include the share of 
this kind of information. 
 
Seventh, Affiliation, honesty and transparency refer to potential sponsorships and 
communication between actors. Any type of partnership (private as well as public 
organizations) should be mentioned to all research participants. Also, a relation of honesty 
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should be observed between parties. To respect it, we mentioned the academic nature of 
our research and the absence of any private sponsorship. 
 
Eighth, reciprocity of interest should be one of the researcher’s objective. The researched 
purpose should beneficiate both parties if possible. This will be observed in our case as 
all respondent of the survey will be forwarded the research which will provide them a 
highly relevant insight of the importance of emotional factor in their industry. 
 
To conclude, all elements cited above should be respected for this study to be considered 
as valid and receivable in front of an evaluation jury.   
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4.Practical Method 
 

4.1  Primary data 
 

4.1.1 Selection of respondents 
 
Type of investment structure 
Our study is focused on Venture Capital, we decided to exclude other types of investors 
that are investing in early-stage companies. First, Angel investors that invest their private 
funds into startups are not taken in account in our study as they are partially driven by 
personal motivations. Second, banking institutions are also excluded from the study as 
their orientation toward investment is different. On the one hand, they avoid taking risks 
and their time-frame orientation is oriented toward long-term investment rather than short 
term. Third, Private Equity firms will also be excluded from this research as they invest 
in more established companies. 
 
Geographical selection 
As we decided to pick Venture Capital firms located in two specific ecosystems to analyze 
in this research, only investors located either in Silicon Valley or Stockholm appear to be 
relevant. Therefore, we are excluding all other locations. Also, we do not consider foreign 
investments coming from other either national or international startup ecosystems. 
Indeed, our study focus on investment flows generated by local actors (or VCs located 
elsewhere with offices in our selected ecosystems) in comparison with the relative 
investment drivers indexed on environmental factors. 
 
Type of Venture Capital firms  
Concerning the type of Venture Capitalist chosen to conduct our survey, we decided to 
pick Privately funded VC firms. Indeed, Publically funded VC firms have different 
investment incentives that are impulse by government’s held organizations (social or 
sustainable motivations for example). As regard to privately backed Venture Capital 
firms, their motivations are purely economic and as an effect to invest rationally funds 
provided to insure the best return on investment possible for their Limited Partners (LP). 
Thus, Privately-backed VCs are institutions with the strongest consideration of 
ecosystems’ interest whether to invest. 

 
Investments in 2016 
For our selected ecosystems’ factors to be receivable, we decided to focus our survey only 
on Venture Capitalist firms that had realized investments in 2016. Indeed, despite of being 
closely related, investments realized in 2015 are only considerable through the lens of 
2015 factors, which are directly indexed on economic factors that are evolving from a 
year to another.  
 
Investor profile 
To narrow our group of respondents to individuals with a direct relation to the 
investments, we decided to exclude all functions with no direct relation to investment. 
Therefore, only main partners, regular partners, investment managers and associates (plus 
similar investment roles which are sometime called differently) are to be considered as 
respondents. 



33 
 

 
 

 
Figure 9 VC Investment Funnel 

 
 
In conclusion, to be considered in our survey, respondents must be direct investors, 
employed by a privately-backed Venture Capital firm localized in Stockholm or Silicon 
Valley that made at least one investment in 2016. 
 
Creation of Listing for e-mail & survey 
To target our potential respondents, we applied all criterions listed above to narrow our 
scope of research. Then we decided to select firms based on the investment in volume on 
each location. To base our contact research, we used the top 30 ranking of firms in volume 
of investment in 2016, published by CB insight in Stockholm and Silicon Valley. Then 
we proceed to an e-mail mining using Clearbit10 software to access e-mail addresses of 
employees within these firms. As mentioned above, we reduced the list of respondents to 
people directly involved in investment activities (partners and associates). Once, these 
contacts and information collected, we created an excel sheet to be used for mass-sending 
our survey. However, due to the confidentiality of data obtained for our research, neither 
companies nor employees are to be mentioned personally.  
 

4.1.2 Sampling Method 
 
To draw our sample accurately from the original population (390 VC firms located in 
both ecosystems: 264 in Silicon Valley and 126 in Stockholm), we picked a mix of expert 
and convenience sampling method (non-probability sampling). Indeed, our chosen target 
respondents are all members of the Top 30 Venture Capital firms within their ecosystems, 
making them references in the field of Venture Capital investment. Nonetheless, due to 
the complexity to obtain a feedback from this population, all respondents’ answers were 

                                                
Clearbit is an email-mining widget available on Gmail

10
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taken in consideration in our analysis. We believe this method ensured us to collect 
representative data as these 60 pre-selected VC companies gather the maximum amount 
of deals possible for a sample of this size.  
 
Then we picked the first five individuals available in our email mining tool to send out 
our survey to. We did this selection regardless to all factors except their job title. Indeed, 
only partners and investors could be considered as they are the only members of VC firms 
involved in the investment process. 
 
The final number of 271 contacts (where our final number should have been 300: 60x5) 
is explained by the fact that some VC companies have less than five investors operating 
within our selected ecosystems. Indeed, most of the 60 VC firms selected possess multiple 
worldwide implantations. Nonetheless, as our study focuses on Stockholm and Silicon 
Valley, investors working elsewhere could not be considered as receivable answers.  
 

4.1.3 Design of Survey 
 
Construction of the survey 
To design our survey, we decided to separate information in three distinct parts. First, 
introductive questions to categorize our respondents depending on their geographical 
location. Also, this introductive part assesses the importance attributed by respondents 
towards company and environment-related factors composing their ecosystem. Indeed, 
our study focus on assessing a potential behavioral bias affecting investors toward their 
investment in a specific ecosystem based on irrational factors.  
 
Second, considering company-related factors as not relevant in defining the relative 
interest of an ecosystem, we want to weight the relative importance of the environment 
factors within the ecosystem. Indeed, this weight will help us understand what relative 
weight should be allocated to the environment factors and help us investigate if there is 
or not a behavioral bias in the investment motivation. 
 
Concerning the second part of the survey, the objective is to weight on an equal basis all 
environmental factors within both ecosystems. Therefore, as there are 6 main variables 
listed, we decided to attribute two questions per variable. Indeed, we considered each one 
with the same importance and only the grading from the respondents is to be considered 
to attribute the relative weight for both locations. Furthermore, we decided to mix these 
questions together for the respondent not to be tempted to answer the second question of 
each category with the same answer given for the first one. We believe that this method 
will lead to extended attention on each single question.  
 
Regarding the third part, we introduced two questions in relation with the relative interest 
of both ecosystem. We decided to put these questions after the environmental factors ones 
to avoid creating a bias which could lead to influenced answers in section 2. Answers 
collected from these questions will then highlight or not differences between both 
ecosystems.  
 
For more information regarding the survey, please refer to Appendix 1. 
 
Codes 
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Within the first part, respondents are to be categorized only on their localization. 
Therefore, neither information regarding their personal information (name, gender, age) 
nor their professional information (name of the first and job title) will be kept as a filter 
for later analysis. Indeed, information are either not relevant (personal information) or 
already used to sample the original population (specific positions in private VC firms). 
 
Regarding the second section, codes from 1 to 6 are attributed to the questions depending 
on which of the variables they assess. The coding system is the following:  
 

Table 1 Variables Codification 

 
 
This coding system will enable us to collect scores per variable then calculate weights to 
allocate to each variable. Indeed, answers are going to be analyzed by pair as components 
of respective variables. 
 
For all other question (1 & 2 of section 1 and 1 & 2 of section 3), no coding system will 
be applied. 
 
Survey “fatigue” 
We decided to minimize the size of our survey to avoid any survey “fatigue” to happen 
during the answering process. Therefore, we chose to remove all non-relevant personal 
question. As a side advantage, we think that removing these questions will lead to a higher 
level of honesty from respondents thanks to this confidentiality characteristic. Also, to 
respect our will of having the same number of question for each variable, we made the 
arbitrary choice of limiting the number of questions to two per variable. Indeed, one 
question (6 in total) could lead to misleading answers and three (with a total of 18 only 
on the second part) could lead to boredom. 
 

4.1.4 Data Collection 
 
E-mail redaction 
To gather the primary data from VC investors from Silicon Valley and Stockholm, a 
sender list of 271 entries was created sending out personalized e-mails to each contact 
using MailChimp11 platform. The platform allows to create a generic template with open 
fields to be personalized for each respondent increasing the open rate considerably 
according to the platform. We used a personalized title using the following structure: 
Venture Capital Study in << City >> regarding << VC Firm >>. Furthermore, in the 
heading we used a “hook phrase” to try to attract their attention and increase the rate for 
reading the e-mail. Moreover, in the body of the e-mail we personalized the salutation 

                                                
11 MailChimp is an e-mail marketing platform for small business created in 2001 in the United States of America 

Variables Code
Economic'Activity 1
Depth'of'Capital'market 2
Entrepreneurial'Culture'and'deals 3
Human'and'social'environment' 4
Investor'protection 5
Taxation 6
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and other key content with their own values, such as first name, name of the firm and city 
where they are located. 
 
At the bottom of the e-mail, we included a button linked to the survey with the phrase 
“Yes, I have 1 minute, take me to the survey”, followed by a picture of both of us to try 
to increase the empathy of the respondents. 
 
Please see Appendix 2 & 3 to see the e-mail & the reminder. 
 
Follow up process 
The MailChimp platform, allowed us to track the performance of the e-mail with different 
metrics such as: number of recipients, successful deliveries, unsubscriptions, number of 
e-mail accounts that bounced, total opened and open rate, total clicks and click rate, top 
locations by opens, and a few more irrelevant for this study. 
 
With this platform features we could evaluate the specific and overall performance of the 
e-mail and compare it with the amount of answered surveys we have got. According to 
MailChimp, the average percentage of open rate of the Business and Finance industry is 
14%, whereas average click rate is of 1.4%.  
 
Survey data collection 
Regarding the data collection, we used a button linked to a unique website with the survey 
online created with specialized platform called SurveyMonkey12 which allow us to not 
only gather but also to visually analyze the results as soon as the survey was sent by the 
respondent. To reach as many respondents as possible we sent a first survey on 
Wednesday, May 10th, 2017 followed by a reminder on Monday, May 15th, 2017 
excluding those who answered the survey or unsubscribed and focused to recipients 
located in Silicon Valley to improve the balance between both settings in terms of number 
of respondents. Sending’s were also made at two different times to increase our chances, 
11 a.m. for Stockholm & 8 p.m. for Silicon Valley (11 a.m. in Californian time zone). 
The results from the first e-mail are the following:  
 
It included 271 recipients from Silicon Valley and Stockholm from which 10 e-mail 
accounts bounced and 7 unsubscribed, the open rate was of 49% (128 recipients) being 
242.6% higher than the Business and Financial industry average open rate according to 
MailChimp of 14.3%. The click rate (recipients that clicked the link and opened the 
survey) was of 9.6% (25 recipients), compared to industry average of 1.5%, we obtained 
540% more clicks. In Figure 9, the green line represents the open rate and the blue line 
represents the click rate. 
 
Regarding the top locations by open 52.5% was in the United States, 37.3% in Sweden, 
4.2% in the United Kingdom, 3.9% in Norway and 1.1% in China. The opened e-mails 
outside the targeted countries might be due to respondents traveling. Indeed, all 
considered firms have their offices either in Stockholm or Silicon Valley (cf 4.1.1 
Selection of respondents). 
 

                                                
12 SurveyMonkey is an online survey development cloud-based software as a service company, founded in 1999 by Ryan Finley. 
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Table 2 Top locations by open 

 
 
In this first e-mail, even though the 25 respondents clicked only 17 answered the survey. 
 
The reminder e-mail was sent to 171 recipients where 7 e-mail addresses bounced, 
successfully reaching 164 respondents. For this second e-mail the open rate decreased to 
a 40.9% (67 recipients) and 5 clicked on the survey link (3%). Out of 5 recipients that 
opened the survey 4 answered it, in this case 100% were in the United States. 
 

 
Figure 10 Respondents from Stockholm vs. Silicon Valley 

 
At the end of the data collection, we gathered a total of 21 completed surveys. From 
selected top 30 companies within Stockholm and Silicon Valley, our final population was 
composed of employees from 10 different VC firms in Stockholm and 9 VC firms in 
Silicon Valley. However, the total amount of investment realized by their respective firms 
in 2016 was $550.2 million for Stockholm’s respondents and $6,856 million for Silicon 
Valley’s. These considerable investment volumes represent more than 25% of 2016 
investment in Stockholm region (out of 2.1 Billion) and 18% of Silicon Valley’s (out of 
38,189 Billion). 
 
Therefore, despite of being relatively small, our sample is representative of well-
established Venture Capital firms in both ecosystems which have a considerable decision 
power and are considered as references in both ecosystems.  
 

4.1.5 Variables grading  
 
After collecting all secondary data and calculated the raw scores per variable for each 
ecosystem, we used answers obtained from the survey to give a weight to each of the 6 
variables. To proceed to it, we are going to follow key steps in the weight calculation.  
 
Step 1: raw score Variable x (𝑅"($)) 

Country Opens %
USA 149 52.5%
Sweden 106 37.3%
United5Kingdom 12 4.2%
Norway 1 3.9%
China 3 1.1%
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Raw score per variable are to be obtained by comparing all sub variable scores from both 
ecosystems between each other’s. Then sub variable scores are added to compose the Raw 
Score per variable. These scores are going to be different per ecosystems.  
 

𝑅"($) = 𝑠𝑢𝑏	  𝑣𝑎𝑟𝑖𝑎𝑏𝑙𝑒	  𝑥𝑖 
 
Step 2: weight Variable (𝑊" $ ) 
These weights per variables are to be obtained by combining scores per questions related 
to that variable divided by the sum of all given answers for all question 1 to 12. As we 
decided to go for two question per variable in our survey 
 

𝑊" $ =
𝑆𝑐𝑜𝑟𝑒	  𝑄1 + 𝑆𝑐𝑜𝑟𝑒	  𝑄2

𝑄𝑖  

 

4.2   Secondary data 
4.2.1 Collection of secondary data 
 
Investment factors 
For all investment factors, we decided to pick localized figures as far as these were 
available. Indeed, the Venture Capital & Private Equity country index uses country-
related information to define the attractiveness but our study focuses on specific 
entrepreneurial ecosystems within Sweden and the United States. Therefore, it is 
important to calculate both relative attractiveness referring to a maximum number of 
ecosystems-related figures. Nonetheless, some information remains available from a 
country-level only (disclosure index, bribery index…). 
 
To gather our data, we went for known sources (World Bank, World Economic Forum) 
that provide reliable information. Nonetheless, these data bases provide information from 
a country-level only, therefore all ecosystem-specific data must be sourced 
independently. To obtain more precise indicators on specific ecosystems, we used CB 
Insight13 which provide city-focused data. 

 
Economic activity 
Concerning the economic activity, we went for 3 different sub variables. In the first place, 
the size of the local economy appears to be essential to assess the attractiveness of an 
ecosystem. Then we also compared the employment rate and the amount of Foreign 
Direct Investment within both ecosystems.  
 
Depth of Capital market 
Regarding the depth of Capital markets, we first analyzed the overall size of the stock 
market considering both market capitalization total value of listed companies and number 
of these companies. Second, we analyzed the volume of trading within both ecosystem. 
Third, we gathered information about the IPO activity by measuring the volume of deals 
effectuated and the total value of these. Fourth, the same calculation was made for the 
Merger and Acquisition markets in both ecosystems. 
 
                                                
13

 CB Insights is a Venture Capital database gathering all private investments. 
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Entrepreneurial Culture and Deal Opportunities 
Considering the culture toward entrepreneurship and deal opportunities, we decided to 
first assess the overall innovation levels of both ecosystems, using the city innovativeness 
index and capacity for innovation ranking. Then we considered all factors influencing 
business creation (number of procedures, time needed, cost of procedures and minimum 
Capital requirements). Thirdly, we considered the importance of corporate R&D thanks 
to total spending and number of patents issued from both ecosystems. 
 
Human and Social Environment 
To assess the attractiveness in term of human and social environment factors within both 
ecosystems, we first analyzed the quality of the educational system. Then assessed the 
rigidity of labor market through hiring/firing practices and flexibility of wages. 
Furthermore, we also took in consideration the importance of bribery and corruption 
using the bribery and corruption index. 
 
Investor Protection and Corporate Governance 
Concerning the investor protection and corporate governance, we decided to analyze first, 
the availability of public information through the disclosure index. Second, we also 
considered the director liability index, which assess the ability of minor shareholder to 
sue interested directors. Third, we used the shareholder suit index which assess 
accessibility and usability of corporate documents during a trial. 

 
Taxation 
Regarding taxation, we considered both amount of corporate taxes and personal taxes. 
Indeed, both types of taxes are key indicators and must be considered by pair, as their 
ratio influences the likelihood of entrepreneurship. Furthermore, we used the average 
time spent on taxes a year, to picture the complexity of both tax processes. 
 
Populations 
 
 Countries 

Table 3 Population of Sweden14 and U.S.A.15 (2016) 

 
 

Ecosystems 
 
Silicon Valley 
Concerning the population to consider when calculating different indicators per capita, 
we went for information provided for year 2016 on the suburbanstats.org website. Silicon 
Valley as a startup ecosystem is composed by multiples cities: San Francisco, Sunnyvale, 
Palo Alto, Santa Clara, Redwood City, Mountain View, Cupertino, San José, San Mateo, 
Oakland, Menlo Park, Los Altos, Campbell and San Carlos. The repartition of population 
within these cities follow the below table.  
 

                                                
14 Statistiska Centralbyrån (National Statistics of Sweden, www.scb.se) 
15 United States Census Bureau (www.census.gov) 

Country Population-2016
Sweden 9,995,153
USA 323,127,513
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Table 4 2016 population of Silicon Valley 

 
 

Stockholm 
Concerning Stockholm area, we picked the city itself and all municipalities closely 
surrounding it, composing Stockholm urban area. To gather all data, we used 
worldpopulationreview.com which provided us the latest figures from 2016.  
 

Table 5 2016 population of Stockholm 

 
 
Investment flow & number of deals 
Following CB Insight and dealroom.co websites, which reference all deals including 
Venture Capital firms, we could extract information about the total number of deals and 
the investment flow in value for the 2016 period for both ecosystems. 
 
Number of deals and investment flows per ecosystem are:  
 

Table 6 2016 Investment flows & number of deals in Stockholm & Silicon Valley 

 
 

4.2.2 Normalization and aggregation of data 
 
Normalization 
For us, to be able to compare data obtained for each sub-variable between each other, we 
needed to normalize the whole set of data to the same range. Therefore, a normalization 

Cities Population
San$Francisco 846,816
Sunnyvale 140,081
Palo$Alto 1,032
Santa$Clara 113,272
Redwood$City 75,268
Mountain$View 2,598
Cupertino 57,965
San$José 932,620
San$Mateo 709,598
Oakland 390,724
Menlo$Park 31,181
Los$Altos 28,749
Campbell 39,349
San$Carlos 28,315
TOTAL 3,397,568

Cities Population
Stockholm 910,000
Huddinge 105,311
Nacka 97,986
Sodertalje 93,202
Botkyrka 89,425
Haninge 83,866
TOTAL 1,379,790

Investment(Flow Stockholm Silicon(Valley
Investment(volume((M$) 2,100 38,189
Number(of(deals 156 2,388
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calculation is going to be applied to each sub-variable. This method is enables us to 
attribute a score between 0 and a 100 for both ecosystems combined. 
 

𝑋;<=> = 100 ∗
𝑋A

𝑋A + 𝑋B
 

 
Also, some data are positively related (GDP, innovation score) which means that the 
highest score is positive whereas others are negatively (unemployment rate, 
administrative burdens in days spend on taxes per year). Therefore, a conversion should 
be made to convert negatively related data on the same scale than the positive. To do so, 
negatively related data are going to be subtracted from 1 to invert both ecosystem’s 
values.  
 
 

𝑌;<=> = 1 − (100 ∗
𝑋A

𝑋A + 𝑋B
) 

 
Y norm = Normalized negative related values  
 
Further on, to obtain the overall normalized value per variable for each ecosystem, we are 
going to sum all obtained normalized value per sub-variable: 
 

𝑉(FG) = 𝑋;<=> + 𝑌;<=> 
 
V(x): sum of normalized values of sub-variables = normalized variable value for 
ecosystem x. 
 
Aggregation 
To calculate the weighted score per variable, combination of normalized variable value 
of ecosystems are going to be the weighted using the weight obtained per variable per 
ecosystem (cf 4.1.4 variable grading). These final scores per variable are to be obtained 
by multiplying the normalized variable value V(Xi) of each variable by the weight given 
by survey results for each variable in both ecosystems W(Xi).  
 

𝑍(FG) = 𝑉(FG) ∗ 𝑊(FG) 
(Variable 1 weighted score for ecosystem x) 

 
Then, the total weighted score T(x) represents the sum of 6 variables weighed scores for 
ecosystem x. This score give each ecosystem’s total score.  
 

𝑇(FG) = 𝑍(FG) 
(total weighted score of ecosystem x)  
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5 Empirical Findings  
 

5.1 Primary Data 
5.1.1 Pearson Correlation 
 
For this thesis, we considered interesting to analyze the relationship between the variables 
studied in order to understand in a deeper level the individuality or not of the perceptive 
importance from the point of view of the respondents. A commonly used technique to 
quantitatively measure the covariation between two ratio variables is the Pearson 
correlation coefficient (Bryman and Bell, 2007). The range of the Pearson Correlation 
coefficient goes from -1 to 1, being -1 perfectly uncorrelated, 1 perfectly correlated and 
“0” perfectly uncorrelated. Therefore, the higher the coefficient, the stronger are the two 
constructs related (Bryman and Bell, 2007). 
 
Table 1 shows that most (10 out of 15) of the correlations were significant with a moderate 
to very strong correlation, and 5 out of 10 correlations were not significant. 
 
All significant relationships were positive. One third of the constructs showed weak 
relationships. However, attitudes towards Economic Activity showed the only two 
negative but also weak correlations. The strongest correlation was observed between 
Taxation and Depth of Capital Markets. 
 
Table 7 Pearson Correlation 

 
 

5.1.2 Chronbach’s Alpha 
 
Cronbach’s alpha is a measure used to assess the reliability, or internal consistency, of a 
set of scale or test items (Goforth, 2015). Cronbach’s alpha is computed by correlating 
the score for each scale item with the total score for each observation (usually individual 
survey respondents or test takers), and then comparing that to the variance for all 
individual item scores: 
 

𝛼 =
𝐾

𝐾 − 1 1 −
𝑆GB

𝑆=B
 

 

Pearson(Correlation (1) (2) (3) (4) (5) (6)
Economic/Activity/(1) 1.00
Depth/of/Capital/market/(2) 0.57 1.00
Entrepreneurial/Culture/and/deals/(3) &0.04 0.24 1.00
Human/and/social/environment/(4) &0.07 0.17 0.57 1.00
Investor/protection/(5) 0.08 0.38 0.50 0.52 1.00
Taxation(6) 0.52 0.67 0.24 0.20 0.25 1.00
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Table 8 Primary Data Results - Second part of Survey 

 
 
 

Number of Observations:  
 

K=21 
 

Sum of individual Variances: 
 

 𝑆GB =	  0.3314 
 

Total Variance: 
 

𝑆=B=0.8533 
 

𝐾
𝐾 − 1 = 1.05 

 

1 −
𝑆GB

𝑆=B
= 0.695 

 

𝛼 =
𝐾

𝐾 − 1 1 −
𝑆GB

𝑆=B
= 0.73 

 

5.1.3 Descriptive Statistics 
 
For this study, descriptive statistics were calculated to get an overview of the results of 
the data collection. Descriptive statistics is the term given to the analysis of data that helps 
describe, show or summarize data in a meaningful way such that, for example, patterns 
might emerge from the data. Descriptive statistics do not, however, allow us to make 

Respondents
Economic-
Activity

Depth-of-Capital-
Market

Entrepreneurial-
Culture-&-Deals

Human-&-Social-
Environment

Investor-
Protection Taxation Total

1 0.25 0.25 0.88 0.75 0.13 0.63 2.8750
2 0.25 0.38 0.75 0.75 0.38 0.38 2.8750
3 0.38 0.25 0.63 0.75 0.25 0.38 2.6250
4 0.00 0.38 0.88 0.88 0.63 0.25 3.0000
5 0.50 0.50 0.63 0.25 0.25 0.25 2.3750
6 0.63 0.75 1.00 0.63 0.38 0.75 4.1250
7 0.13 0.25 1.00 0.63 0.75 0.50 3.2500
8 0.13 0.38 0.88 0.63 0.38 0.13 2.5000
9 0.75 0.88 0.88 0.75 1.00 1.00 5.2500
10 0.50 0.75 0.75 0.75 0.63 1.00 4.3750
11 0.25 0.63 0.75 0.88 0.63 0.75 3.8750
12 0.38 0.38 0.75 0.88 0.25 0.13 2.7500
13 0.38 0.00 0.38 0.25 0.00 0.00 1.0000
14 0.13 0.38 0.88 0.75 0.38 0.13 2.6250
15 0.00 0.13 0.88 0.63 0.50 0.00 2.1250
16 0.63 0.75 0.88 0.75 0.38 0.50 3.8750
17 0.50 0.88 0.75 0.63 0.75 0.38 3.8750
18 0.13 0.50 0.88 0.88 1.00 0.13 3.5000
19 0.25 0.38 0.75 0.75 0.75 0.25 3.1250
20 0.50 0.50 0.88 0.75 0.38 0.38 3.3750
21 0.63 0.25 1.00 1.00 1.00 0.25 4.1250

VAR 0.0483 0.0586 0.0213 0.0333 0.0827 0.0874 0.8533
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conclusions beyond the data we have analyzed or reach conclusions regarding any 
hypotheses we have made. They are simply a way to describe our data (Lund Research, 
2013). 
 
Descriptive statistics are going to be used at two different levels: an overall level where 
we will analyze respondents from Stockholm and Silicon Valley together, and then on a 
setting specific level to analyze each group independently and evaluate what kind of 
differences they have. To assess the central tendency of each construct, their means were 
calculated, and to evaluate the dispersion of the constructs -meaning how much the 
opinions of the respondents regarding that construct varied- their standard deviations 
were included. 
 
Part I - Question 1 
As mentioned earlier in the Chapter 2.4.1, the first question of the survey relates to the 
location where the VC is settled; it is a binary answer that doesn’t give much insight just 
if they are base in Stockholm or Silicon Valley. Out of 21 answers, 12 were in Stockholm 
and 9 in Silicon Valley. 
 
Part I - Question 2 
The second question of the survey is related to the importance of the environment (startup 
ecosystem) in relationship to the startup itself (idea, team, etc.,). In Table 9, is possible to 
observe that the importance given to the startup answer (90.62) exceeds the importance 
of the environment (61.10) by 48%. However, the standard deviation in both constructs 
is very different. In one hand the answers to the startup question had a relatively small 
variance meaning that the answers were very like each other, on the contrary, the answers 
of the environment had a large standard deviation meaning that the answers had a bigger 
dispersion. 

Table 9 Overall Importance of Environment vs. Startup 

 
 
To analyze this on a deeper level we separated both group of respondents (Stockholm vs. 
Silicon Valley) and analyzed the groups individually to see how their own perspective 
affects the overall answers. In Table 11, it is possible to appreciate clear differences 
between both group of respondents. Both agree that the startup itself is more important 
than the environment, however both groups answered higher than 50 out of 100, meaning 
that they consider that the importance of the environment (startup ecosystem) has a 
relatively high importance in their drivers as Venture Capitalist investors. One interesting 
factor is that the standard deviation of Stockholm’s respondents to the environment 

All
Stockholm))))))))))))))))))))))))))

&)Silicon)Valley Startup Environment

Mean 90.62 61.10
Standard1Error 2.77 5.85
Median 95 65
Mode 100 80
Standard1Deviation 12.68 26.82
Sample1Variance 160.85 719.29
Kurtosis 3.67 B0.32
Skewness B1.81 B0.56
Range 49 90
Minimum 51 10
Maximum 100 100
Sum 1903 1283
Count 21 21
Confidence1Level(95.0%) 5.77 12.21
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question is higher than the 50% of the mean, which means that the distribution of the 
answers for this question is very high, with a sample variance of 1072.45. 
 

Table 10 Relative Importance Startup vs. Environment (Stockholm vs. Silicon Valley) 

 
 
Part II  
Regarding the second part of the survey, we analyzed the answers related to the six drivers 
from an overall perspective. The means of the different constructs ranged from 34.52% 
(Economic Activities) to 80.95% (Entrepreneurial Culture & Deals). Standard deviations 
showed values ranging from 14.59% (Entrepreneurial Culture & Deals) to 29.56% 
(Taxation). It is noteworthy that in average attitudes towards Entrepreneurial Culture & 
Deals, Human Social & Environment and Investor Protection are over 50%. On the other 
hand, the means of Economic Activity, Depth of Capital Market and Taxation are below 
50% with relatively high standard deviations meaning that there is a high level of 
disagreement on this construct. It is also striking that Taxation shows the highest variance 
and standard deviation with the second lowest mean of 38.69%. 
 
Table 11 Overall Results per Variable (Stockholm and Silicon Valley) 

 
 
In the following tables, we analyze in a deeper level the answers from each specific group 
regarding the variables studied (Economic Activity, Depth of Capital Markets, 
Entrepreneurial Culture & Deals, Human & Social Environment, Investor Protection, 
and Taxation). 
 
Economic Activity 

Descrptive*Statistics Startup Environment Startup Environment

Mean 94.92 57.58 84.89 65.78
Standard1Error 1.99 9.45 5.50 5.58
Median 99.5 65 90 70
Mode 100 10 80 #N/A
Standard1Deviation 6.91 32.75 16.49 16.75
Sample1Variance 47.72 1072.45 271.86 280.44
Kurtosis F0.10 F1.17 0.92 F1.19
Skewness F1.10 F0.31 F1.15 F0.13
Range 19 90 49 50
Minimum 81 10 51 40
Maximum 100 100 100 90
Sum 1139 691 764 592
Count 12 12 9 9
Confidence1Level(95.0%) 4.39 20.81 12.67 12.87

Stockholm Silicon*Valley

All
Stockholm)&)Silicon)

Valley Economic)Activity
Depth)of)Capital)

Market
Entrepreneurial)
Culture)&)Deals

Human)&)Social)
Environment Investor)Protection Taxation

Mean 34.52% 45.24% 80.95% 70.83% 51.19% 38.69%
Standard7Error 4.80% 5.28% 3.18% 3.98% 6.27% 6.45%
Median 37.50% 37.50% 87.50% 75.00% 37.50% 37.50%
Mode 25.00% 37.50% 87.50% 75.00% 37.50% 37.50%
Standard7Deviation 21.97% 24.20% 14.59% 18.26% 28.75% 29.56%
Sample7Variance 4.83% 5.86% 2.13% 3.33% 8.27% 8.74%
Kurtosis D1.03 D0.58 2.78 2.50 D0.66 D0.09
Skewness 0.10 0.28 D1.29 D1.38 0.31 0.80
Range 75.00% 87.50% 62.50% 75.00% 100.00% 100.00%
Minimum 0.00% 0.00% 37.50% 25.00% 0.00% 0.00%
Maximum 75.00% 87.50% 100.00% 100.00% 100.00% 100.00%
Sum 725.00% 950.00% 1700.00% 1487.50% 1075.00% 812.50%
Count 21.00 21.00 21.00 21.00 21.00 21.00
Confidence7Level(95.0%) 10.00% 11.02% 6.64% 8.31% 13.09% 13.45%
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In relationship with the Economic Activity, the answers of both groups (Silicon Valley 
and Stockholm) are very like each other with an average value of 34%, however, the 
standard deviation is relatively high showing a platykurtic shape (widely distributed with 
negative values). Their answers show that both groups assign a relatively low importance 
to the economic activity. 
 

Table 12 Comparative Table - Economic Activity (Stockholm vs. Silicon Valley) 

 
 
Depth of Capital Markets 
Regarding the Depth of Capital Markets, Stockholm’s respondents assigned a higher 
importance than Silicon Valley’s group (47.92% vs. 41.67% respectively). Even though 
both group’s answers towards Economic Activity is higher than Depth of Capital Markets, 
still in the 40% to 50% range, meaning that the importance still relatively low between 
slightly important and moderately important. 

Table 13 Comparative Table - Depth of Capital Markets (Stockholm vs. Silicon Valley) 

 
 
Entrepreneurial Culture & Deals 
As shown in Table 12, the importance assigned by both groups of respondents is relatively 
high: 81.25% for Stockholm and 80.56% for Silicon Valley both in the range between 
important and very important. Their answers showed that, compared to the other variables 
studied Entrepreneurial Culture & Deals, it is the most rated. The answers showed that 
even though the standard deviation is low in both cases, the standard deviation of Silicon 
Valley’s answers is 42% higher than in Stockholm showing that the answers from the 
respondents from Stockholm is more similar than in Silicon Valley. 
 

Economic'Activity Stockholm Silicon'Valley

Mean 34.38% 34.72%
Standard0Error 6.37% 7.73%
Median 31.25% 37.50%
Mode 25.00% 12.50%
Standard0Deviation 22.06% 23.20%
Sample0Variance 4.87% 5.38%
Kurtosis B0.47 B1.57
Skewness 0.34 B0.19
Range 75.00% 62.50%
Minimum 0.00% 0.00%
Maximum 75.00% 62.50%
Sum 412.50% 312.50%
Count 12.00 9.00
Confidence0Level(95.0%) 14.01% 17.83%

Depth&of&Capital&Market Stockholm Silicon&Valley

Mean 47.92% 41.67%
Standard1Error 6.31% 9.32%
Median 37.50% 37.50%
Mode 37.50% 37.50%
Standard1Deviation 21.87% 27.95%
Sample1Variance 4.78% 7.81%
Kurtosis C0.97 C0.41
Skewness 0.67 0.24
Range 62.50% 87.50%
Minimum 25.00% 0.00%
Maximum 87.50% 87.50%
Sum 575.00% 375.00%
Count 12.00 9.00
Confidence1Level(95.0%) 13.89% 21.48%
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Table 14 Comparative Table - Entrepreneurial Culture & Deals (Stockholm vs. Silicon Valley) 

 
 

Human & Social Environment 
Regarding Human and Social Environment, both groups answered in a very similar way 
showing an average result for each group of 70.83%. The distribution is also similar 
showing a standard deviation of 17.13% for Stockholm and 20.73% for Silicon Valley. 
When comparing the results with the other variables it shows that it is the second most 
important constructs for the respondents. 
 

Table 15 Comparative Table - Human & Social Environment (Stockholm vs. Silicon Valley) 

 
Investor Protection 
In Table 14 regarding Investor Protection, we can appreciate the first significant 
difference between both groups. The mean of their answers exceeds 10%. The answers 
form Stockholm investors fell in the range between slightly important to moderately 
important, whereas the average of the answers of Silicon Valley respondents are in the 
range of moderately important to important. However, the standard deviation in both 
group of answers is very high, exceeding in both cases the 50% of the mean, showing that 
the mean is not representative from the sample. The information that this distribution 
gives us is that the perception of importance of this specific construct varies very much 
among the respondents. 
 

Entrepreneurial+Culture+
&+Deals Stockholm Silicon+Valley

Mean 81.25% 80.56%
Standard1Error 3.61% 5.93%
Median 81.25% 87.50%
Mode 87.50% 87.50%
Standard1Deviation 12.50% 17.80%
Sample1Variance 1.56% 3.17%
Kurtosis B0.76 5.02
Skewness 0.00 B2.03
Range 37.50% 62.50%
Minimum 62.50% 37.50%
Maximum 100.00% 100.00%
Sum 975.00% 725.00%
Count 12.00 9.00
Confidence1Level(95.0%) 7.94% 13.68%

Human&&&Social&
Environment Stockholm Silicon&Valley

Mean 70.83% 70.83%
Standard/Error 4.95% 6.91%
Median 75.00% 75.00%
Mode 75.00% 75.00%
Standard/Deviation 17.13% 20.73%
Sample/Variance 2.94% 4.30%
Kurtosis 4.49 3.01
Skewness E1.82 E1.22
Range 62.50% 75.00%
Minimum 25.00% 25.00%
Maximum 87.50% 100.00%
Sum 850.00% 637.50%
Count 12.00 9.00
Confidence/Level(95.0%) 10.89% 15.93%
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Table 16 Comparative Table - Investor Protection (Stockholm vs. Silicon Valley) 

 
 
Taxation 
The Taxation variable showed different answers from both groups, 51.04% for Stockholm 
and 22.22% for Silicon Valley, which means that on average Stockholm considers 
taxation 130% more important that Silicon Valley. Regarding the standard deviation, it 
shows that it is relatively high in both cases, exceeding 50% of the mean, in the case of 
Stockholm it represents 61.3% of the mean and for Silicon Valley 78.44% of the mean. 
In both cases the kurtosis is negative. As the data shows, the perception from both groups 
and individuals is very different from each other, this phenomenon will be addressed in 
Chapter 6. 
 

Table 17 Comparative Table – Taxation (Stockholm vs. Silicon Valley) 

 
 
Part III 
In part III we ask the question: How would you value the attractiveness of (Silicon Valley 
or Stockholm) as an entrepreneurial ecosystem to invest in? As explained previously in 
Chapter 4.1.3 (Survey Design), we introduced these questions to evaluate the relative 
interest of Venture Capital investors located in theses settings towards its own ecosystem 
and the reference ecosystem i.e. for investors located in Silicon Valley the reference 
ecosystem will be Stockholm and the contrary for Stockholm investors. As we can see in 
Table 18, the overall results for this question show a preference for Silicon Valley over 
Stockholm, with a difference between their means of 17.19%. The standard deviation in 
both cases is between 20% (Silicon Valley) and 30% (Stockholm), showing a relatively 
high dispersion in the overall answers. As we did for the answers of Part II, we will 
analyze how these overall answers are different from respondents from Silicon Valley 
and Stockholm, in Table 19 the descriptive statistics of both group’s answers are shown. 
 

Investor)Protection Stockholm Silicon)Valley

Mean 46.88% 56.94%
Standard0Error 7.40% 11.05%
Median 37.50% 50.00%
Mode 37.50% 37.50%
Standard0Deviation 25.63% 33.14%
Sample0Variance 6.57% 10.98%
Kurtosis C0.06 C0.57
Skewness 0.71 C0.16
Range 87.50% 100.00%
Minimum 12.50% 0.00%
Maximum 100.00% 100.00%
Sum 562.50% 512.50%
Count 12.00 9.00
Confidence0Level(95.0%) 16.29% 25.47%

Taxation Stockholm Silicon.Valley

Mean 51.04% 22.22%
Standard0Error 9.03% 5.81%
Median 43.75% 25.00%
Mode 37.50% 0.00%
Standard0Deviation 31.29% 17.43%
Sample0Variance 9.79% 3.04%
Kurtosis B1.14 B1.06
Skewness 0.39 0.15
Range 87.50% 50.00%
Minimum 12.50% 0.00%
Maximum 100.00% 50.00%
Sum 612.50% 200.00%
Count 12.00 9.00
Confidence0Level(95.0%) 19.88% 13.40%
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Table 18 Overall Relative Attractiveness of the Ecosystem (Stockholm vs. Silicon Valley) 

 
 

To analyze in a deeper level the answers gathered we looked at each group individually 
and how their answers influenced the overall table. At first looks, theirs is clear 
phenomenon that occurs when comparing both answers: for Stockholm based investors 
the attractiveness of Stockholm as an ecosystem to invest in is 6.84% more attractive than 
Silicon Valley. The standard deviation for the answer towards Silicon Valley was more 
than twice than the standard deviation towards Stockholm, which means that the 
distribution of the answers towards Silicon Valley is much higher. On the other hand, 
when analyzing the answers of Silicon Valley investors, the attractiveness of Silicon 
Valley is 36.56% with relatively small standard deviations (15.81% towards Silicon 
Valley and 16.76% towards Stockholm). These results mean that each group of investors 
value their own ecosystem higher than the reference, in the case of Silicon Valley, their 
perception of Silicon Valley being better is around 5 times higher than the perception of 
Stockholm investors towards Stockholm as an ecosystem to invest in. 
 

Table 19 Attractiveness of the Ecosystem (Stockholm vs. Silicon Valley) 

 
 

5.1.4 Variable’s Weights Attribution 
 
In Table 20 it is possible to see the weighted distribution by group of respondents towards 
each variable using the normalized values for each construct. 
 

All
Stockholm))))))))))))))))))))))))))

&)Silicon)Valley Silicon)Valley Stockholm

Mean 80.14 68.38
Standard2Error 5.30 4.51
Median 88 70
Mode 100 70
Standard2Deviation 24.30 20.65
Sample2Variance 590.33 426.25
Kurtosis 1.70 0.05
Skewness E1.53 E0.59
Range 81 79
Minimum 19 21
Maximum 100 100
Sum 1683 1436
Count 21 21
Confidence2Level(95.0%) 11.06 9.40

Descrptive*Statistics Silicon'Valley Stockholm Silicon'Valley Stockholm

Mean 74.33 81.17 87.89 51.33
Standard1Error 8.19 3.59 5.27 5.59
Median 82.5 83 90 55
Mode 100 70 100 70
Standard1Deviation 28.38 12.43 15.81 16.76
Sample1Variance 805.52 154.52 250.11 281.00
Kurtosis 0.35 B1.17 1.25 B0.40
Skewness B1.23 B0.21 B1.39 B0.72
Range 81 40 45 49
Minimum 19 60 55 21
Maximum 100 100 100 70
Sum 892 974 791 462
Count 12 12 9 9
Confidence1Level(95.0%) 18.03 7.90 12.16 12.89

Stockholm Silicon*Valley
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Table 20 Variable’s Weights per Ecosystem (Stockholm vs. Silicon Valley) 

 
 

5.2 Secondary Data 
 

5.2.1 Ecosystem Results 
 
Collection of data 
For both ecosystem, data have been collected primary on ecosystem-focused information. 
Nonetheless, when information was not available, country factors were considered 
instead. All data used to calculate raw scores per variable are available in Appendix 6. 
 
Economic Activity 
Economic activity’ (1) sub-variables were all available for both ecosystems.  
 
Depth of Capital Markets 
Concerning the Depth of Capital markets (2), information regarding the first section (2.1 
Size of the Stock Market) were available per ecosystem. The second section (2.2 Stock 
Market Liquidity) was only available per country. The third and fourth parts’ (2.3 IPO 
Market Activity & 2.4 M&A Market Activity) data were mixed between country and 
ecosystem-based information.  
 
Entrepreneurial Culture & Deals 
Concerning the first section (6.1 innovation), data were mixed between ecosystem and 
country factors. Concerning the section 2 (6.2 Ease of starting a business), data were only 
available on a country-focus. About the third part (6.3 Corporate R&D), data were both 
ecosystem and country-focused). 
 
Human & social Environment 
Concerning Human and Social Environment (5), data were only available on a country 
perspective.  
 
Investor Protection 
Regarding the Investor Protection section (5), collectable data were also only available 
on a country perspective.  
 
Taxation 
The first section (3.1 Administrative burdens: time spent on tax issues) was only available 
on a national perspective. Concerning sections 3.2 & 3.3 (Corporate taxes & personal 
income taxes), they were considered on a national level for Sweden as the regulation is 
national. Concerning the United States, data collected are specific to the state of 
California.  

Variable(Weights Stockholm Silicon(Valley
Economic'Activity 10.35% 11.31%
Depth'of'Capital'Market 14.42% 13.57%
Entrepreneurial'Culture'&'Deals 24.45% 26.24%
Human'&'Social'Environment 21.32% 23.08%
Investor'Protection 14.11% 18.55%
Taxation 15.36% 7.24%
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5.2.2 Data Analysis 
 
For each one of the variables, we established a ratio between both ecosystems based on 
the different factors included in the sub-variables. This rate calculated out of a hundred 
compare both ecosystem’s attractiveness per variable. To ensure relevant results, all ratios 
were calculated after treating data per capita. Indeed, as the population of Silicon Valley 
is more than twice the size of Stockholm’s (1,379,790 vs. 3,397,568 respectively), figures 
needed to be adapted to the same range before establishing a comparison. 
 
Then weights obtained through the survey are applied on these respective ratios based on 
specific concerns of investors from these ecosystems. Thus, the final weighted score 
obtained by combining both ratios and weights for each variable are representing the 
relative attractiveness considering importance given by investors localized within the 
concerned ecosystem. This system enables us to tune the overall attractiveness based on 
what the respondents considered as the most important drivers for them. For more details 
about the different factors included in each sub-variable and calculation methods, refer to 
Appendix 6. 
 
Table 21 Weighted Score (Stockholm) 

 
 
Despite having a lower score in 4 variables out of six, Stockholm’s score is relatively 
close from Silicon Valley’. Indeed, both variables where Stockholm is scoring a higher 
ratio are the two variables with the most significant weight (respectively 21% and 24%). 
Concerning the Human and Social Environment, Stockholm highly beneficiate from its 
close-to-zero score concerning Bribery and Corruption. Also, its educational system 
being one of the most performant in the world enable Sweden to stand the comparison 
against the United States. Regarding the Entrepreneurial Culture and Deal Opportunities, 
Stockholm beneficiate from high spending in the Research & Development field and 
simplified procedures to start a business. 
 
Table 22 Weighted Score (Silicon Valley) 

 
 

Stockholm
Variable Ratio Weight Weighted/Score

1 Economic(Activity( 34.40 0.10 3.56
2Depth(of(Capital(Markets 49.04 0.14 7.07
3 Investor(Protection(&(Corporate(Governance 42.94 0.14 6.06
4 Human(and(Social(Environment 59.60 0.21 12.71
5 Entrepreneurial(Culture(and(Deal(Opportunities 51.91 0.24 12.69
6 Taxation 35.50 0.15 5.45

Total 47.54

Silicon'Valley
Variables Ratio Weight Weighted0Score

1 Economic(Activity( 65.60 0.11 7.42
2 Depth(of(Capital(Markets 50.96 0.14 6.91
3 Investor(Protection(&(Corporate(Governance 57.06 0.19 10.58
4 Human(and(Social(Environment 40.40 0.23 9.32
5 Entrepreneurial(Culture(and(Deal(Opportunities 48.09 0.26 12.62
6 Taxation 64.50 0.07 4.67

Total 51.53
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Concerning Silicon Valley, it highly beneficiates from its more developed general 
economy. Indeed, GDP and FDI per capita are higher than Stockholm and Unemployment 
Rate is lower. Also, Silicon Valley as a member of California state, beneficiates from an 
advantageous tax policy compared to Sweden which has higher both corporate and 
income taxes. 
 
Comparing both ecosystems through their individual weighted scores (51.53 and 47.54), 
Silicon Valley appears to be 8,39% more “attractive” than Stockholm (from a rational 
investment perspective). If the access to information is available to every investor (market 
efficiency theory), and that there’s no significant differences between the startups’ quality 
in both ecosystems, it is reasonable to believe that the investment flows should follow a 
similar pattern in terms of ratio towards each ecosystem. If it doesn’t, we can conclude 
that the market efficiency theory does not apply for Venture Capital, and investors’ 
decision-making process follow an irrational biased behavior. 
 

5.2.3 Investment Flow 
 
To be able to compare both ecosystems, we decided to refer to the same comparison scale, 
using per capita information for both investment volumes and number of deals per 
ecosystem. 
 
Stockholm 
With a 2016 population of 1,379,790 inhabitants, a volume of investments of $2.1 
Billions and 154 deals closed, investment flow per capita is:  
 

Investment volume per capita: 
 

2,100,000,000
1,379,790 = 	  $1,521.97 

 
Number of closed deals per capita: 

 
154

1,379,790 ∗ 10,000 = 	  1.12 

 
 
Silicon Valley 
With a 2016 population of 3,397,568, a volume of investments of $38.2 Billions and 2,388 
deals closed, investment flow per capita is:  
 

Investment volume per capita: 
 

38,189,000,000
3,397,568 = 	  $11,240.10 

 
Number of closed deals per capita: 

 
2,388

3,397,568 ∗ 10,000 = 	  7.03 
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Following all data provided above, the investment volume per capita in Silicon Valley is 
7.386 times the investment volume of Stockholm or 638% higher. Furthermore, the 
number of deals closed per capita in Silicon Valley are 6.22 times Stockholm’s which 
means that it is 522% higher.  
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6   Discussion of Results and Conclusion 
 

6.1   Overall Results 
In this chapter, we present the results obtained from our empirical analysis and discuss 
their implications. We focus on three main points: investment drivers of Venture Capital 
investors in Stockholm and Silicon Valley (primary data), results of each ecosystem for 
the six constructs addressed in the study (secondary data) and finally, investment flows 
towards these two ecosystems defined by the investment volume and the number of closed 
deals. 
 

6.1.1   Investment Drivers 
Regarding the relative importance of the environment (ecosystem) or the startup (idea, 
team, experience, etc.,), data showed that Venture Capital investors give a higher 
importance to the startup factors (90.62%) than the ecosystem where it is located. 
However, both groups answered that the startup environment also has a relatively high 
importance in their decision-making process (61.10%). This could be explained by the 
role of the environment which acts as a catalyzer for the development of new startups. 
 
The importance given to investment drivers from an overall perspective are very similar 
between both groups of respondents. The data shows that the attitudes towards 
Entrepreneurial Culture & Deals, Human Social & Environment and Investor Protection 
are considered significant whereas Economic Activity, Depth of Capital Market and 
Taxation are less important for Venture Capital investors in general. However, it is 
noteworthy to observe that in some constructs there are clear differences between both 
groups i.e. Investor Protection and Taxation. 
 
The results of these two variables (Investor Protection and Taxation) showed two main 
differences between Venture Capital investors from Stockholm and Silicon Valley. 
 
For the Investor Protection construct, respondents from Stockholm do not consider it as 
important in their decision-making process as investors from Silicon Valley. This 
behavior could be explained by the experience acquired by U.S. Venture Capitalist 
investors during the Internet bubble burst of 2001. On the other hand, policy makers in 
Sweden and the European Union have strengthened the protection for investors 
promoting a stable ground to increase the entrepreneurial activity which is directly linked 
to Venture Capital investment. 
 
Regarding the Taxation variable, we could find a remarkable difference between both 
groups of respondents. Even though the relative importance is small for Silicon Valley 
(7.24%), answers from Stockholm showed much more concern about it (15.36%). These 
results were expected because of the differences between tax policies in both ecosystems. 
Sweden is known to have a very high corporate taxation policies of 22% vs. 8.84% in 
Silicon Valley. Also, Income tax rate is much higher in Sweden than Silicon Valley (57% 
vs. 13.30%). However, it is common to observe Venture Capital firms in both ecosystems 
aiming to optimize tax payments by incorporating in advantageous locations. For 
Stockholm, locations such as Malta and Cyprus are preferred while U.S. VC firms 
optimize their tax payment in low-tax states such as Delaware. However, the tax 
opportunity cost for Stockholm VC firms is much higher than for U.S. VC firms. 
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Finally, in the final question, it was remarkable to notice how the perception of both 
groups was very different towards their location perceiving it as better than the reference. 
Silicon Valley investors consider their ecosystem as much more attractive than 
Stockholm’s do. Indeed, the difference between scores in Silicon Valley’ investors 
perspective is five times higher than the difference of Stockholm’s investors perspective. 
 
In some extent this behavior is understandable, in today’s globalized economy if an 
investor believes that one ecosystem is better than another, it is relatively easy to invest 
in that other location. So, if both groups of investors are investing where they believe is 
the best ecosystem.  
 
The question is, if their perception is based on information asymmetry, herd behavior 
bias, or another factor. Considering that VC investors tend to ask for board seats in the 
startups they invest in, it is understandable that they rather be geographically close to the 
companies they invest in. A rule of thumb is to be located not more than one hour by 
plane from the startup headquarters. Even though this practice might seem as an 
optimization solution, it might also reduce the scope of their deal flow and the quality of 
their portfolio. 
 

6.1.2   Ecosystem variables 
 
Economic activity is the first strength of Silicon Valley over Stockholm. Indeed, the 
Californian ecosystem highly beneficiate from its entrepreneurial history. Being a 
worldwide hub of reference for the last 30+ years, the entire ecosystem grew to reach a 
considerable size. Nowadays, it cumulates almost 3% of national GDP (535 million on 
total 17,947 million) for only 1,05% of the total U.S. population. This flourishing 
economy also go with a higher employment rate than Stockholm (96.69% to 94.00%) and 
20 times more Foreign Direct Investments.  
 
Considering the depth of its Capital market, Stockholm highly beneficiate from being the 
only market place in Sweden. Therefore, it concentrates all Swedish listed companies 
where Silicon Valley’ concentrate companies established within its ecosystem. Also, the 
U.S. IPO market has known its slowest year since 2007 recession in 2016 (tech companies 
raises plunged by 60% compared to 2015). On the other hand, Stockholm has known a 
positive evolution, enhanced by the development of multiple startup hubs aiming to 
develop its startup ecosystem (SUP46, Epicenter). Furthermore, M&A Stockholm’s 
market also grew fast in 2016, impulsed by acquisitions operated by Swedish startup 
leaders (Klarna, Easypark, iZettle, Spotify…). 
 
As regard of Investor Protection & Corporate Governance, Stockholm beneficiate from 
its transparency governmental policies. On the other hand, federal policies within the U.S. 
are highly protective towards investors to encourage entrepreneurship.  
 
Concerning, Human and Social environment, Silicon Valley beneficiates from a more 
flexible labor market where minimum wages are lower ($19.15 in Sweden vs. $10.30 in 
San Jose, $11 for Sunnyvale and Mountain View). Nonetheless, Stockholm beneficiates 
from a close-to-zero corruption rate, as being one of world’s less corrupted country. 
Furthermore, Sweden’s excellence of its educational system enable it to compete against 
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the U.S. and their worldwide leading universities. However, U.S. and Silicon Valley hosts 
leading institutions (Stanford, UC Berkley...). 
 
Regarding the Entrepreneurial culture of both ecosystems are ranked the same in term of 
innovation capacity on a national perspective. Nonetheless, Silicon Valley scored higher 
than Stockholm itself in the city innovativeness index. This index referenced 162 
indicators ranking cultural assets, human infrastructures and network markets. Being the 
worldwide reference for almost three decades, Silicon Valley’s group of cities (San 
Francisco – San Jose) remain ahead from most of European counterparts (exception made 
of London). Nonetheless, despite of introducing less patents in 2016, Stockholm 
companies spend more on average in research & development than Silicon Valley’s 
(national average). Also, Sweden has a global advantage when it comes to start a business 
(number of procedures, time needed and average cost for procedures), minimum Capital 
to start a business excepted (50 000 SEK = $5,764 in Stockholm vs. $890 in 
California*).16 
 
Finally, as regards of taxation, Stockholm suffers from Sweden’s high taxation brackets 
for both Income and Corporate taxes. Indeed, despite of being less advantageous than tax 
“heaven” states (Delaware, Texas and Florida), California still offers a better taxation 
rates than Sweden (Corporate: 22% vs. 8.84%; Income: 57% vs. 13.3%). The only 
disadvantage of Silicon Valley is then its more complex tax system, which causes more 
administrative troubles and therefore more time spend on tax issues per year on average.  
 

6.1.3   Investment Flows 
As mentioned before, the investment flows comprise the investment volume in terms of 
amount of dollars invested and, the number of closed deals. These indicators were 
calculated per ecosystem, and to be comparable to each other we scaled it to a per capita 
level. 
 
The investment volume per capita in Silicon Valley is 7.4 times the investment volume 
of Stockholm or 638% higher ($11,240.10 vs. $1,521.97 respectively). Furthermore, the 
number of deals closed per capita (x10,000) in Silicon Valley are 6.2 times Stockholm’s 
which means that it is 522% higher (7.03 vs. 1.12 respectively). 
 
These results show that in a per capita level, Silicon Valley is much more active than 
Stockholm: 7.4 time in investment volume and 6.2 in number of deals closed. However, 
Stockholm has produced more unicorns per capita than any other city in the world, and, 
in 2016 the city — with a population close to 800,000 — took in 15 percent of all foreign 
investment in the European tech sector. Between 2000 and 2016, Sweden witnessed 263 
exits at a total value of $23.7 billion (Mitzner, 2016). 
 
Data shows that even though Silicon Valley still very attractive for investors, the YoY 
growth has decreased, suggesting a possible correction in the Venture Capital investment 
market in that ecosystem. On the other hand, Stockholm is becoming more and more 
attractive increasing the amount of investment as well as the number of deals closed. 
However, as mentioned earlier, data also suggests that there’s still a herding behavior of 
Venture Capital investors towards Silicon Valley showing that, despite the great success 
of Stockholm as an entrepreneurial ecosystem to invest in, the investment flow towards 
                                                
16 Starting cost of an LLC company, information obtained from: www.llcuniversity.com 
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Silicon Valley follows an irrational behavior, with potential consequences of turning into 
a financial bubble. 
 

6.2   Answering the research question 
 
Considering our research question: Is there a behavioral bias in the investment decision 
processes of Venture Capital regarding startup ecosystems? 
 
Bringing-up results obtained through analysis of primary and secondary data, we 
observed an investment asymmetry between relative attractiveness of both ecosystem and 
their investment flows in year 2016.  
 
Indeed, despite of Silicon Valley being just 8.39% more attractive for its investors than 
Stockholm, it received 7.3 times more investment volume and closed 6.2 times more deals 
per capita. Therefore, the difference between the actual attractiveness for both group of 
respondents and their investment flows does not follow a rational relationship. These 
findings oppose our H0 and confirm our H1. Indeed, investment flows don’t seem to 
follow a rational behavior according to the ecosystem’s attractiveness for each group of 
investors. Therefore, we can confirm that the Venture Capital investors decision-making 
process is irrational and biased to some extent. 
 
Base on the data gathered we can also infer that this inconsistency can be explained by a 
herding bias behavior towards the ecosystem. Perceived as the startup mecca by investors, 
Silicon Valley naturally drags attention and attracts investments regardless to rationality. 
In a more general extend, this research highlight that Venture Capital investment 
decisions-making process does not follow a rational behavior could be behaving in a 
similar way it behaved in the 1990’s where herd behavior was exhibited increasing startup 
valuations and ending in a bubble burst in 2001.  
 

6.3   Conclusion and Limitations 
 
Conclusion 
The purpose of this study was to test if there is bias of the Venture Capital investment 
decision-making process towards ecosystems. To guide the research and ensure the 
fulfilment of the study’s main purpose we analyzed two specific ecosystems (Stockholm 
and Silicon Valley). The aim was to make an empirical contribution regarding how a 
herding behavior from Venture Capital investments can increase the investment flow to 
specific ecosystem such a Silicon Valley regardless of what information shows towards 
other ecosystems, in this case Stockholm. In addition, as most studies on Venture Capital 
focus on the investment drivers towards the startups, this study aims to enhance 
knowledge about the little studied field of investment drivers related to ecosystems itself 
and how some of them can be shadowed by more reputed ecosystems such as Silicon 
Valley. 
 
In order to make an empirical contribution, two hypotheses were developed in this study 
which were then tested. This was done by collecting statistical data by means of an online 
survey which was addressed to Venture Capital investors in Stockholm and Silicon 
Valley. The hypothesized effects between the constructs included in the study were then 
being analyzed. These include economic activity, depth of Capital markets, 



58 
 

entrepreneurial culture and deals, human and social environment, investor protection and 
taxation. Also, we gathered information about the respondent’s perspective about Silicon 
Valley and Stockholm as ecosystems to invest in, and also the relative importance of the 
drivers towards startups and the drivers towards the ecosystem itself. We also analyzed 
the investment flows (investment volume and number of closed deals) in both ecosystems 
and evaluate the relationship between all information gathered. By looking at the results 
of the statistical data analysis and the empirical findings, it is possible to answer the 
research question: 
 
Is there a behavioral bias in the investment decision processes of Venture Capital 
regarding startup ecosystems? 
 
The results of this study revealed that the decision-making process of Venture Capital 
investors towards specific ecosystems is not rational and it follows a herding behavior. 
The perception of Venture Capital investor’s drivers towards the ecosystem don’t show 
significant differences in general from Silicon Valley to Stockholm, two out of six 
constructs showed significant differences i.e. investor protection and taxation. For Silicon 
Valley investor protection is more important than for Stockholm and in the opposite way 
happens to taxation. Hence, Stockholm VC investors believe that Stockholm is a better 
ecosystem to invest in and Silicon Valley VC investors believe is the other way around 
in a stronger manner. On the other hand, the investment volume and the number of closed 
deal per capita towards Silicon Valley, does not show a rational behavior compared to the 
results of the weighted scores per ecosystem gathered in the data collected. This means 
that even though Venture Capital investors tend to make decision in a rational way, 
information asymmetry and especially a herding behavior make them invest in an 
irrational way contradicting their own beliefs of what their drivers are towards specific 
variables related to the ecosystem itself. 
 
Limitations 
Due to the limited amount of time and resources available for conducting this research, 
our sample of Venture Capital investors remain limited (n=21). Indeed, despite of being 
highly representative of the population of Venture Capital firms in both ecosystems 
(respectively 26% and 18% of investment operated in Stockholm and Silicon Valley in 
2016), our study would have beneficiated from a higher number of respondents. 
Moreover, the survey was addressed to top level employees such as investment managers 
or directors, and in some cases CEO and Founders of the top Venture Capital firms, not 
only in the United States and Sweden but also in the world and in the Nordic region, 
increasing the risk of unavailability and therefore time to answer the survey. 
 
In addition, collecting secondary data referring to the ecosystem scores has been more 
complicated than we first thought. Several variables considered for this study were 
exclusively available for the country level and not for the ecosystem itself increasing the 
complexity of our study. 
 

6.4 Contribution to the research area and suggestions 
for further research 

 
Our study as an empirical contribution help to get a better understanding of the relation 
between Venture Capital investors toward their ecosystem. Indeed, Venture Capitalist are 
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crucial players in each ecosystem, as they make the link between entrepreneurs and 
investments bankers by supplying funds on the one side, and companies to acquire or 
invest in on the other.  
 
Nonetheless, more attention deserves to be made in the field of Venture Capitalist 
investing away from their own ecosystem. Indeed, we considered VC firms as part of 
their local ecosystem and could not extend our research to relations between ecosystems. 
Researchers could also focus on assessing factors enhancing this collaborations between 
ecosystem, through cultural analysis or geographical closeness for instance. 
 
Also, more attention should be taken to assess startup factors (idea, people, timing, 
process) in assessing the attractiveness of an ecosystem. Although our research focus on 
attractiveness, it only considers environmental factors related to each ecosystem, 
regardless the startup-based factors. Indeed, our research showed that both factors should 
be taken in account to assess the overall attractiveness. As research in the field of startup-
oriented factors has been made, researcher could combine it with this research and 
therefore obtain a global picture of start ecosystems. 
 
Furthermore, as if private Venture Capitalist represent the main source of funding for 
newly created companies, other types of investors deserve to play a role in the calculation 
of the attractiveness. Indeed, Angel Investors as well as Private Equity partners also play 
a role in the development of any startup ecosystem. Therefore, their opinion should be 
reflected upon the assessment of the different variables. 
 
Another track of further research includes the assessment of only ecosystem-based factors 
to calculate sub-variables and variables. To get as relevant as possible, we attempted to 
maximize the number of ecosystem-based factors, nonetheless many had to remain 
country-focused as more precise information were not available. Therefore, researcher 
could persevere into focusing on gathering more detailed information which will lead to 
a better capture of each ecosystem attractiveness. 
 
 

6.5   Social Implications 
 
The social implications of our findings can have a direct impact on the development of 
Stockholm as a startup ecosystem and a business hub in general. This study demonstrated 
that investors have a bias towards Silicon Valley and their decision-making process is not 
rational, which means that the capital allocation towards startup funding could have 
systematically better returns in Stockholm.  
 
If Venture Capital investors from all over the world that usually invest in Silicon Valley 
see this as an opportunity to invest in growing ecosystems like Stockholm, this will bring 
billions of dollars in investment towards the local economy, potentially creating 
thousands of job positions, increasing the GDP and accelerating the economy in a very 
positive way. 
 

6.6  Managerial Implications 
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From the managerial point of view, new investments brought to Stockholm will increase 
not only resources to be invested in the local community but also incentives of founders 
to create new business. Indeed, investment generated will raise the access to external 
funding increasing local players’ chances to succeed. This “democratization” of the 
Venture Capital resources allocation towards new markets will help creating a stronger 
ecosystem increasing systematically the attractiveness of Stockholm as a top-level hub 
for entrepreneurship. This will not only promote entrepreneurship locally but also on a 
Nordic, Baltic and even European level. 
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Appendix 4: Survey results 
	  

	  
	  
	   	  

Respondent Q1 Q2 Q3 Q4 Q5 Q6 Q7 Q8 Q9 Q10 Q11 Q12 Q13 Q14 Q15 Q16 Q17
1 SK 99 80 0.25 0.25 0 0.5 1 0.75 0.75 0.75 0 0.25 0.5 0.75 91 90
2 SK 100 50 0.25 0.25 0.25 0.5 0.75 0.75 0.75 0.75 0.25 0.5 0.25 0.5 80 70
3 SK 100 10 0.75 0 0.25 0.25 0.5 0.75 0.75 0.75 0.25 0.25 0.25 0.5 100 60
4 SK 100 16 0 0 0.25 0.5 1 0.75 0.75 1 0.5 0.75 0.25 0.25 88 68
5 SK 84 88 0.5 0.5 0.25 0.75 0.5 0.75 0 0.5 0 0.5 0.25 0.25 100 93
6 SK 81 66 0.75 0.5 0.5 1 1 1 0.75 0.5 0.5 0.25 0.75 0.75 100 86
7 SV 95 40 0.5 0.25 0 0 0.25 0.5 0.25 0.25 0 0 0 0 55 70
8 SK 94 65 0.25 0 0 0.5 1 1 0.75 0.5 0.5 1 0.5 0.5 23 91
9 SV 98 59 0.25 0 0.25 0.5 1 0.75 0.75 0.75 0.25 0.5 0 0.25 70 70
10 SV 80 80 0 0 0 0.25 1 0.75 1 0.25 0.5 0.5 0 0 100 40
11 SV 80 90 0.75 0.5 0.5 1 1 0.75 1 0.5 0.5 0.25 0.5 0.5 90 33
12 SK 91 41 0.25 0 0.25 0.5 1 0.75 0.75 0.5 0.25 0.5 0.25 0 80 80
13 SK 100 100 0.75 0.75 1 0.75 1 0.75 0.75 0.75 1 1 1 1 19 100
14 SV 90 81 0.5 0.5 0.75 1 0.75 0.75 0.75 0.5 1 0.5 0.75 0 90 53
15 SK 100 100 0.75 0.25 0.75 0.75 0.75 0.75 0.75 0.75 0.75 0.5 1 1 51 91
16 SK 90 10 0.5 0 0.25 1 0.75 0.75 1 0.75 0.5 0.75 0.75 0.75 85 70
17 SK 100 65 0.5 0.25 0.25 0.5 0.75 0.75 1 0.75 0 0.5 0 0.25 75 75
18 SV 70 50 0.25 0 0.5 0.5 1 0.75 0.75 1 1 1 0.25 0 100 60
19 SV 51 51 0.5 0 0.5 0.25 0.75 0.75 1 0.5 0.75 0.75 0.25 0.25 86 60
20 SV 100 71 0.5 0.5 0.5 0.5 0.75 1 0.5 1 0.75 0 0.5 0.25 100 21
21 SV 100 70 0.75 0.5 0 0.5 1 1 1 1 1 1 0 0.5 100 55
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Appendix 5: Combined results by construct 
	  
	   	  Respondent Q1 Q12 Q34 Q56 Q78 Q9310 Q11312

1 SK 0.25 0.25 0.875 0.75 0.125 0.625
2 SK 0.25 0.375 0.75 0.75 0.375 0.375
3 SK 0.375 0.25 0.625 0.75 0.25 0.375
4 SK 0 0.375 0.875 0.875 0.625 0.25
5 SK 0.5 0.5 0.625 0.25 0.25 0.25
6 SK 0.625 0.75 1 0.625 0.375 0.75
8 SK 0.125 0.25 1 0.625 0.75 0.5
12 SK 0.125 0.375 0.875 0.625 0.375 0.125
13 SK 0.75 0.875 0.875 0.75 1 1
15 SK 0.5 0.75 0.75 0.75 0.625 1
16 SK 0.25 0.625 0.75 0.875 0.625 0.75
17 SK 0.375 0.375 0.75 0.875 0.25 0.125
7 SV 0.375 0 0.375 0.25 0 0
9 SV 0.125 0.375 0.875 0.75 0.375 0.125
10 SV 0 0.125 0.875 0.625 0.5 0
11 SV 0.625 0.75 0.875 0.75 0.375 0.5
14 SV 0.5 0.875 0.75 0.625 0.75 0.375
18 SV 0.125 0.5 0.875 0.875 1 0.125
19 SV 0.25 0.375 0.75 0.75 0.75 0.25
20 SV 0.5 0.5 0.875 0.75 0.375 0.375
21 SV 0.625 0.25 1 1 1 0.25
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Appendix 6: Secondary data 
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