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WAz = Cov(w,z) = pwz VZ

It’s all in the numbers: selfishness and treachery are in the genes.

' Version of the Selfish Gene Theory equation by George Price (cira. 1960)



Abstract

Venture capital-financing in New Zealand, still in its relative infancy, will come to play an
increasingly important role in the economic growth of this country. Of the very limited research
conducted in this area in New Zealand, the focus has been on hard data of numbers of ventures and
dollars invested. Of growing interest in other industrialised markets, across all business disciplines
including venture capital-financing, is the facilitative role of trust in contributing toward successful
commercial outcomes. Using a qualitative approach, this thesis applies current knowledge of trust in
venture capital-financing relationships to the New Zealand context and combines both survey and
interview data collection methods. An adaptation of the grounded theory method is used to analyse
the results. Arising from this analysis is the construction of a model illustrating the development of
trust within venture capital-financing relationships. Comprehension of the model and overall research
findings employs the explanatory power of a five-pillar theoretical construct of trust development
comprised of agency theory, prisoner’s dilemma theory, social exchange theory, procedural justice
theory and interpersonal trust theory. This thesis concludes that ultimately, venture capitalists have
greater control over ventures than entrepreneurs, and also that venture capital-financing relationships
in New Zealand generally lack a strategic approach to the development of trust. Further, failure by
venture capitalists and entrepreneurs to proactively develop trust renders their relationships prone to

destruction, as predicted by existing theoretical precepts.

iii



For Mum and Dad



Acknowledgements

My gratitude goes to the participants in this research for giving up their time and sharing their insights.
I wish also to thank Mina for his valued input, my supervisor Coral Ingley and Massey University

staff, and of course Mars for being so amazingly supportive over the last two years.



Contents

Abstract

Acknowledgements

List of Figures

List of Tables

Introduction

Background

Problem Definition and Research Objectives

Structure of the Project

PART I

1. Theoretical Framework
1.1 The venture capital-financing model

1.1.1  Venture capital

)

1
1.2 The venture capital model
1.3 Venture companies

1.2 Entrepreneurs and Venture Capitalists

1.2.1  Venture Capitalists

1.2.2  The entrepreneur

1.2.3  The entrepreneur/VC relationship
1.3 Trust

1.3.1 Overview

1.3.2  Definition

1.3.3  The Importance of Trust

1.3.4 Control and Trust

1.4 The Development of Trust - A multi-theoretical approach
1.4.1  Agency Theory Perspective
1.4.2  Prisoner’s Dilemma Perspective
1.43  Procedural Justice Theory
1.4.4  Social Exchange Theory
1.4.5 Interpersonal Trust

PART II
2. Methodology
2.1 Research Design
22 Research Population

2.2.1 VC Qualifying Criteria
2.2.2  Entrepreneur Individual Qualifying Criteria
2.23 Research Population Exclusions

2.3 Sample Design (Questionnaires and Interviews)

10

11
13
16

17
18
21
24

26
26
28
30
33
33
35
39
40

44
44
47
52
54
58

66

70
72
73
74
75

vi



2.4 Data Collection

2.4.1 Questionnaires

2.4.2  Questionnaire Design
243 Interviews

2.5 Data Analysis Methods
2.5.1 Questionnaires
2.5.2 Interviews

2.6 Ethical Considerations

PART II1
3. Results
3.1 Introduction

3.2 Open Coding

3.3 Axial Coding
3.3.1 Expectations, Relationships and Trust Development

PART IV
4. Discussion
4.1 Introduction

4.2 Modelling the Development of Trust
4.2.1 The Core Findings
4.2.2 Model of Trust Development

4.3 Explanation

4.4 Summary

5. Conclusion
5. Summary of Thesis
- Conclusions

53 Limitations

5.4 Future Research

76

78

83
84

87
87
88

92

93

93

93

103
104

118
118
118
118
121
122
134
136
136
138
139

141

vii



Appendices

Appendix A
Appendix B
Appendix C
Appendix D
Appendix E
Appendix F
Appendix G
Appendix H
Appendix |

Appendix J

Appendix K
Appendix L

References

VC questionnaire survey covering letter
VC questionnaire survey

VC survey follow-up letter

Second VC survey follow-up letter
Entrepreneur covering letter
Entrepreneur survey questionnaire
Survey questionnaire design method
Interview guide sheets

VC survey questionnaire results
Entrepreneur survey questionnaire results
Open coding tables

Axial coding working examples

144
146
158
159
160
162
{7
182
195
211
226
234

236

viii



LIST OF FIGURES

Figure 1.1 Theoretical Development Framework — Agency Theory

Figure 1.2 Theoretical Development Framework — Prisoners Dilemma

Figure 1.3. Theoretical Development Framework — Procedural Justice

Figure 1.4 Theoretical Development Framework — Social Exchange Theory

Figure 1.5 Theoretical Development Framework — Interpersonal Trust

Figure 2 Trust Construct Diagram for Application to the Entrepreneur/VC
Relationship

Figure 3 Research Design

Figure 4 Research Population Parameters

Figure 5 Illustrative Designs Linking Qualitative and Quantitative Data

Figure 6 Questionnaire Channelling Process

Figure 7 Diagrammatical Representation of Interview Process Questionnaire

Figure 8 Overall venture performance (questionnaire: Q.VC2 )

Figure 9 Responsibility of entrepreneur for performance (questionnaire: Q.VC3)

Figure 10 Axial Coding — Paradigm Model Categories
Figure 11 The Development of Trust within Venture Capital-Financing
Relationships in New Zealand

Figure 12 Force Analysis of Entrepreneur/VC Relationships

44
47
52
54
58

65
66
74
78
80
90
98
99
105

121
133



Table 1

Table 2

Table 3
Table 4

Table 5

Table 6

Table 7

Table 8

Table 9

Table 10

Table 11

Table 12

LIST OF TABLES

Entrepreneur perceptions of overall present venture performance (Q.EC3?)

p. 100
Entrepreneur claims of VC responsibility for venture performance (Q.EC4)

p. 100
VC has personal experience running a business (Q.VD2) p. 102

VC’s perception of entrepreneur’s managerial competence (Q.VE4)

p. 102
VC’s perception of entrepreneur reliance on their input for venture success (Q.VES)
p. 103
Entrepreneur believes the contact between them and the VC is fair and reasonable
(Q.EG3) p. 107
VC believes the contract between them and the entrepreneur is fair and reasonable
(Q.VG3) p. 107
Entrepreneur claims of the level of trust at the start of the venture (Q.EK1)
p. 108
Entrepreneur perceptions of change in the level of trust since the start of the venture
(Q.EK2) p- 112
VC perceptions of change in the level of trust since the start of the venture (Q.VK2)
p- 112
VC claims either they or entrepreneur have threatened or used legal action to resolve
venture conflict (Q.VH4) p. 115
Key Event Points of Relationship p.- 122

? Note that most of the tables correspond with questions in the VC and entrepreneur questionnaires, represented
by the question number. (e.g. Q.EC3 — entrepreneur questionnaire, section C, question 3)





