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Abstract : This paper examines the development process of China’s venture capital industry and the charac-
teristics of its capital spatial configuration. The results reveal that the development of China’s venture capital 
industry has its unique modality, which varies greatly from existing studies, namely, the desynchronized 
paces of industry development as well as the regional real capital supply and demand trend. More detailed 
observation shows the Chinese venture capital’s spatial configuration has three main characteristics: first, 
the separation of the registered location and the actual location of business operation; second, the division 
and spatial configuration of the venture fund’s capital circulation. To find the relevant factors related to the 
above phenomena, a correlation analysis was conducted between both market factors and non-market fac-
tors with the above capital spatial configuration. The analysis confirmed that besides the market factors, lo-
cal legislative condition also presents a high correlation with the phenomena.  
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요약 : 본 연구에서는 중국 벤처 캐피탈 산업 특유의 발전 양상 및 벤처 자본의 공간 배치와 관련된 특징을 살펴본다. 

본 연구를 위해 1984년부터 2012년까지의 중국 벤처 캐피탈 산업의 현황, 자본 순환의 단계별 입지 선택, 그리고 자

본 입지와 시장/비시장 요소 간의 상관관계 등을 본석한다. 중국 벤처 캐피탈 산업은 시장의 자본 공급 및 수요에 따

라 발전하는 다른 국가들과는 상이하게 지역 정책 및 법제 시스템의 발전 수준에 따라 발전해왔다. 이러한 발전 양상

을 수반한 중국 벤처 캐피탈 산업은 세 가지의 자본 공간 배치 특성을 나타낸다. 첫째, 기업 법적 등록지와 실제 경영

지가 분리되는 특성; 둘째, 벤처 자본을 투자 순환 과정의 단계별로 분리하여 서로 다른 지역에 입주시키는 특성이 두

드러지는 것으로 확인된다.

주요어 : 중국벤처캐피탈, 자본 공간 배치, 중국 법제 시스템, 지역 법제
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1. Introduction

The arrival of the knowledge-based economy era 
and the fourth industrial revolution made knowl-
edge and information the main means of production 
and this shifted the means of production from “asset-
heavy and stereotyped” to a more “asset-light and 
flexible” type. As a result, a new production relation-
ship emerged and the thriving of the venture enter-
prise and its supporters, that is venture capitals, have 
become one of the main features of the era. Mean-
while, after more than 30 years of rapid develop-
ment, China began to introduce a series of policies, 
like the “C&C(Chance &Change)” policy1), to seek 
a way for China to upgrade its industry structure 
and shift its economy from being a “World Factory” 
to a “World Innovator.” Therefore, during the early 
stage of the reform and opening up period, one had 
to be proficient in China’s “reform and opening up 
policy” to understand China’s national power and its 
economic development trend; while, now, one must 
have a deep and comprehensive understanding of 
China’s venture capital industry to better understand 
China’s future economic, technological and industry 
trends as well as the overall development of national 
strength. However, the concept of modern venture 
capital originated from the western world, whereas 
China’s economic system, legal system and ideology 
vary greatly from these places thus making China 
generate a unique development track and industry 
morphological characteristic of its venture capital 
industry. 

Studies from the perspective of economics, man-
agement, law, finance, geography, etc. have provided 
plenty of insight into the development and charac-
teristics of China’s venture capital industry (Land-

stroom, 2007; China Venture Capital Research 
Institution, 2002-2012). Generally, perspectives on 
market factors indicate that the regional demand and 
supply of venture capital play a key role in its venture 
capital industry’s development (Cumming, 2010). 
Studies on non-market factors point out that region-
al legislation, culture as well as other formal and in-
formal institutions also display profound influences 
on the industry (Murray et al., 2012; Clark, 2013). 
Studies from the discipline of management argue 
that factors like management skills, operation ar-
rangements and investment strategies have a huge ef-
fect on the venture capital’s activity pattern (Lange et 
al., 2008). Studies from the geography field empha-
size region specific factors, which are embedded in 
certain regions, determine the main characteristics 
of the regional venture capital’s development track 
and their geographical patterns (Mason et al., 2010). 
These factors include regional formal and informal 
institutions, local social networks, and external eco-
nomic effects generated from local clusters. However, 
the socialist market economy system, which is em-
ployed by the People’s Republic of China, is different 
from a socialist economy or a capitalist economy. 
Therefore, experiences obtained from the above re-
searches cannot fully describe, explain, or predict the 
venture capital industry’s development within the 
Chinese context. 

As a response, scholars and research institutions, 
both inside and outside China, conducted continu-
ous researches and reports on China’s venture capital 
industry (such as the annual report from pedata.cn, 
investide.cn, cyzone.cn etc.) and provided profound 
insights as well as comprehensive understandings 
from various aspects such as policy environment, 
industry system design, location strategy, investment 
activity and capital market (Ahlstrom et al., 2007; 
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Feng, 2004). Despite all that, researches on venture 
capital circulation, capital spatial configuration 
and their transitions have not been fully unveiled. 
Meanwhile, there is also a noticeable lack of research 
regarding the separation of the enterprises’ registered 
locations and their actual operating locations.

In this context, this paper aims to provide a clear 
picture of the development process of China’s ven-
ture capital industry and its capital spatial configura-
tions by observing data related to capital locations 
and regional legal systems. Based on these descrip-
tions, the unique characteristic of its development 
track and the strategies for capital spatial configu-
ration pattern will be uncovered. This empirical 
study will provide a solid foundation for better 
understanding the future trends of China’s venture 
capital industry, national economic strength, direc-
tion of science and technological development, and 
industrial restructuring as well as upgrade, with the 
aim to find an effective way for promoting regional 
economic development. Moreover, by confirming 
the correlation between the regional legal system 
and capital spatial configuration, it also provides a 
theoretical basis for further studies in exploring the 
reasons and underlying mechanisms of the interac-
tion between law and capital. 

2. Scope, Terminology and 

Methodology of the Research

1) Research Scope and Terminology 

The scope of this study spans between 19842) and 
20123). 

The terminology “Venture Capital Spatial Con-

figuration” represents the activity and phenomenon 
where, within one life cycle of the venture fund 
(including fund-raising, registration, investment, 
and exiting stages), venture capitalists allocate each 
stage into different locations according to the differ-
ent impact of regional legal system on the return on 
investment, to achieve the maximum revenue of the 
fund. Here, regional legal system is seen as an inher-
ent endowment attached to the location, rather than 
an external variable acting on the capitals doing busi-
ness within the region. Therefore, “capitals” within 
this research choose locations between different 
regions, according to the different regional legal en-
vironment, rather than presenting different patterns 
within a single regional legal environment. 

Based on the definition of venture capital stipulat-
ed by “Regulations on the administration of venture 
investment companies with foreign investment” and 
“Interim measures for the administration of venture 
investment enterprises,” which have been introduced 
in 2003 and 2005 respectively, the term “venture 
capital” in this paper refers to a venture investment 
firm in the form of funds, managed by professional 
managers, to invest in unlisted high-tech companies 
and provide entrepreneurial management services 
in order to obtain capital appreciation incomes. The 
venture capital funds include Angel investment in 
the form of funds, industry funds and private equi-
ties investment in unlisted equities. It excludes the 
Angel capital in the form of non-fund, individual 
investment, and private equities investment in listed 
companies. The scope of data for capital location 
contains capitals either formally registered in China 
or merely operating without legal registration in 
China. The scope of legal data used in this paper re-
fers to the sum of all laws, regulations, sets, rules, and 
policy documents published and implemented for 
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the venture capital industry within the jurisdiction 
of China. 

2) Methodology and Data

First, an overall description will be given to pro-
vide a big picture of the Chinese venture capital 
industry’s development. Later, the capital circulation 
of a venture fund will be divided into four parts ac-
cording to a fund’s life cycle process, namely, fund-
raising, registration, investment and exiting. Capital 
locations of the four parts will be observed closely. By 
combining these geographical distributions together, 
the spatial patterns and characteristics of capital 

spatial configurations will be derived. Further, a cor-
relation analysis will be conducted between the vari-
ables of capital locations and laws, with a comparison 
analysis of the correlation between capital location 
and market factor variables, to confirm the role of 
regional legal system’s impact on capital spatial con-
figuration. 

Data for the venture capitals’ location is collected 
from the database of “pedata.cn.” Only the fund cas-
es that have exited successfully have been included in 
the data sets. The total number of cases is 368 and an 
approximate 28 terms of data have been collected for 
each case. The legislation data was mainly collected 
from China’s codes, including the “China Economic 

Table 1. Data Used in this Paper

Data Type Data Content Data Source

Venture 
Capital 

Locations

368 cases (collected base on the criterion of successfully exited cases)
28 terms of data for each case
 (including 7 items of the exit companies, i.e. the exit time, name, type, Securi-

ties and Futures Commission (SFC) industry classification, founding time, 
registration place, head office in China. 

6 items of the exit funds, i.e. the fund’s name, capital amount, registration place, 
head office in China, founding time and capital type. 

15 items of the exit agencies, i.e. the exit agencies’ name, capital type, founding 
time, head office, profit, return multiples, internal rate of return, cumulative 
investment amount, time of first investment, exit channel, exit place, capital 
source, LP registration place, LP type, and LP investment amount.)

pedata.cn

Venture 
Capital 
Related 

Regional 
Legislations

Venture capital Fundraising related laws, regulations, sets, rules, policy docu-
ments and supplementary information

Venture capital Registration related laws, regulations, sets, rules, policy docu-
ments and supplementary information

Venture capital Investment related laws, regulations, sets, rules, policy documents 
and supplementary information

Venture capital Exiting related laws, regulations, sets, rules, policy documents and 
supplementary information

Venture capital Taxation related laws, regulations, sets, rules, policy documents 
and supplementary information

Venture capital Supervision related laws, regulations, sets, rules, policy documents 
and supplementary information

Any other laws, regulations, sets, rules, policy documents and supplementary 
information that may affect the venture capital industry

China Economic Code 
China Financial Code 
China Commerce and 

Trade Code 
Code of Investment and 

Financing of China 
China Company Code
China Securities Code
China Tax Code
Chinese government 

website Department 
of Commerce China 
Securities Regulatory 
Commission 

Other public media
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Code4),” “China Financial Code5),” “China Com-
merce and Trade Code6),” “Code of Investment and 
Financing of China7),” “China Company Code8),” 
“China Securities Code9)” and “China Tax Code10).” 
Other regulations, sets, rules, policy documents 
and supplementary information are collected from 
the Chinese government website, Department of 
Commerce11), China Securities Regulatory Com-
mission12), and other public media (Table 1). All the 
legislative document collected will be transformed 
into certain indices through a coding process (See 
Appendix 1 of Xiaowei Jin, 2017) for later correlation 
analysis. 

3. The Development of China’s 

Venture Capital Industry

1)  The Emergence of Venture Capital  
Industry

Venture investment, defined as an economic activ-
ity to provide loans and supports for venture busi-
nesses, can trace its origin back to the Hammurabi 
era of Babylon in the18th Century BC (P. A. Gomp-
ers & Lerner, 2004). While, the modern venture cap-
ital industry began to take shape in the United States 
at the end of the 1800s. It is generally accepted that, 
after the Second World War, the establishment of the 
American Research and Development Corporation 
(ARDC) in 1946 marks the beginning of the mod-
ern venture capital industry. However, due to the 
unsuccessful operation of ARDC, there are almost 
no similar companies that were founded between 
1946 and 1958. In 1958, the U.S. Congress passed 
the “Small Business Investment Act” to rationalize 

the capital market while supporting the development 
of middle and small-sized enterprises (Seligman 
1982). This Act combined with the successful listing 
of The Digital Equipment Corporation (DEC) in 
1968 invested by ARDC attracted the world’s at-
tention toward this new industry. Later, during the 
1970s-1980s, the first venture capital industry boom 
emerged. Along with this boom, the venture invest-
ment trend began to spread throughout the world 
from Japan (1963)13) to Germany (1965), Taiwan 
(1976)14), UK (1979)15), Israel (1980), China (1984), 
etc. (Feng, Z. et al., 2010)

2)  The Development of Venture Capital  
Industry in China 

China began brewing and promoting the develop-
ment of its venture capital industry since 1984 by 
introducing a series of policy measures16). These poli-
cies facilitated the emergence of some venture capital 
enterprises17), science and technology incubators18), 
high-tech development zones19), as well as national 
science and technology development programs20). 
However, despite the effort made through these poli-
cies, the Chinese venture capital industry did not get 
on the right track until 2006(Figure 1 and figure 2).  

There are many factors that may affect the devel-
opment of the venture capital industry. To better in-
terpret the characteristics of venture capital develop-
ment in the context of China’s unique political and 
economic system as well as the reform and opening-
up process, this paper sorts all variables into two sets, 
namely, the market factor set and the non-market 
factor set. The rest of this section will introduce the 
development trend of these two sets during the pe-
riod of the venture capital industry’s development. 
In the fifth part of the paper, the two sets of variables 
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will be used to conduct a correlation analysis after an 
indexation process to confirm the correlation with 
venture capital location. 

(1) Market Factors

First, from the capital demand side of the industry, 
China is no doubt an attractive market due to its 
tremendous potential for venture capital demands. 

For example, in 1995, China held more than 7.5 mil-
lion R&D human resources, 31 thousand registered 
research achievements, 83,045 accepted patents, 150 
thousand medium and small-sized enterprises and 
more than 10 thousand high-tech companies (Fig-
ure 3, data of 1998). These numbers rose in a stable 
manner during the following years, implying that 
there was an increasing demand in China for venture 

Figure 1. Chinese Venture Capital Fundraising Trend (1992-2013)
Source: Data is collected from the database of “Investment field”, “Investment trend”, and “pedata.cn”. 
Note: 1. Data from 1992 were collected. 

2. Data of angle fund, VC, PE were collected. 
3. The data for the period 1992-2005 come from the Investment field and Investment trend while the data from “pedata.cn” 
is used for after 2006. 

Figure 2. China Venture Capital Investment Trend (1989-2013)
Source: pedata.cn
Note: All foreign currencies have been transformed into Renminbi (abbr. CNY or RMB), the U.S. currency is based on the 

dollar to RMB exchange rate during the investment year. Other currencies are calculated based on the exchange rate 
obtained on March 4th, 2016.
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capital support. Meanwhile, from a policy orienta-
tion point of view, since 1984, a series of regulations 
have been introduced to facilitate the emergence and 
establishment of the venture capital system in China. 

On the other hand, when viewing the matter from 
the capital support side of the industry, China expe-
rienced a shift from the period lacking capital to the 
period with surplus capital for its economic develop-
ment. Specifically, until late 1990s, introducing for-
eign capitals into China to facilitate its development 
dominated the capital utilization. After the year 
2000, the accession to the WTO enabled China to 

greatly increase its trade volume. This combined with 
the accumulation of achievements in reform and 
opening-up, China secured an abundance of domes-
tic capitals (Figure 7). Among all, the stock of insur-
ance capitals, pension fund, university endowment 
fund (Figure 8), which constitute the main source 
of venture capital, showed a steady growth trend 
and sufficient stock volume for the venture capital 
demand. In other words, from a regional capital ad-
equacy perspective, before 2000, venture capital in 
China needed to raise money from foreign sources, 
while after 2000, sufficient volume of domestic capi-

Figure 3. Capital Demand Environment of China’s Venture Capital Industry
Data Source: Public data of the China National Bureau of Statistics

Figure 4. The increasing number of small and medium-sized industrial enterprises in China 
Source of data: Public data of the National Bureau of Statistics 
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Figure 5. Number of High-tech companies and employees in China (1995-2010)
Source: China National Bureau of Statistics

Figure 6. Patent Stock and Growth rate in China from 1989 to 2013
Source: China National Bureau of Statistics

Figure 7. Capital Supply Environment of China’s Venture Capital Industry
Source of data: Public data of the National Bureau of Statistics
Note: The amount of the FDI have been converted into CNY based on the exchange rate of the year. 

M2 denotes the broad measures of money supply
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tals for venture fund raising within China existed.
During the period 1984-2012, the development 

of China’s venture capital industry maintained a 
continuous growth trend (Figure 1). However, this 
development trend does not match the demand and 
supply trend of the capital for the industry, i.e. the 
trend of increasing R&D human resource (Figure 
3), middle and small-sized enterprises (Figure 4), 
high-tech companies and employees (Figure 5), and 
patent stocks (Figure 6) that may turn into potential 
capital demanders of entrepreneurs. Meanwhile, a 
desynchrony of the development trend of the venture 
fund-raising stage (Figure 1) and investment stage 
(Figure 2) also existed. These mismatches and de-
synchrony indicate that there are other factors that 
greatly affect the development of the industry other 
than mere market factors. 

(2) Non-Market Factor Set

Now from a non-market factors’ perspective, 
although China declared the support for the devel-
opment of venture capital industry on papers, its 
imperfect legal system hindered the actual practice. 
For example, despite the formal proposal of estab-
lishing the venture capital system in government 

documentation started in 1984, it was not until 2001 
that the first venture capital pertinent law along with 
the definition of the industry, pertinent legal entity, 
legal fund-raising channels, pertinent investment 
vehicles and exiting channels have been put forward. 
After the introduction of the “Interim measures for 
the establishment of venture investment companies 
with foreign investment” in 2001, some related law 
and regulations began to be introduced step by step 
and thus enabled the industry to develop legally. 
However, due to the incomplete set of laws and 
regulations of the venture capital industry, its devel-
opment was still difficult during this time in China. 
In 2005, “Notice on the financing through special 
fund-raising company and round-trip investment 
in exchange management (2005)” was put forward. 
This regulation indicates the turning point of the 
government policy from nominally advocating the 
venture capital industry development to practically 
supporting it by providing detailed legal provisions 
and pertinent regulations. That is, even though the 
development of the venture capital industry in China 
was proposed in the early 1980s, its supporting legal 
system lagged far behind pace and experienced more 
than 20 years of self-improvement. The development 

Figure 8. Trends of China Capital Stock of Insurance Industry, Pension Fund, and Education Endowment Fund
Source: National Bureau of Statistics of the People’s Republic of China
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of the legal system during this period can be divided 
into three stages, namely, the legislative blank stage 
period (before 2000), the partial legislative stage 
period (2001-2004), and the positive legislation stage 
period (2005-2012). 

The reason behind the lagging development of 
China’s venture capital legal system is that the gov-
ernment had to select certain fundamental principles 
and make strategic choices for China’s reform and 
opening-up process. That is, the primary objective 
of China’s reform and opening-up is to improve 
productivity and production efficiency. Therefore, 
the first step and area of reform they chose was the 
establishment of a reasonable price system and an 
effective market mechanism that can provide a fair 
competitive environment. Meanwhile the reform 
and opening-up of other fields had to coordinate 
with or even give way to this primary field. Among 
all, the reform of the financial system, which for-
mally began in 1995, belongs to the later part of the 
reform that always has to coordinate with the price 
system reform and establishment of market mecha-
nism. The venture capital industry belongs to the 
direct financing sector of the financial system and it 
is not as significant as the indirect financing sector, 
which was dominated by the banking industry in 
China. Therefore, the reform and opening-up pace 
is lagged far behind the other sectors. However, as 
mentioned earlier, there was a huge market potential 
in China, which greatly motivated venture capi-
talists to push through all the obstacles to exploit 
the market. Although there is a lack of sound legal 
system to support the licit development of the ven-
ture capital industry, the informal institution of the 
“Guanxi(relationship)” culture in China enables the 
ingenuity to innovate new ways to achieve the goal. 
This is because, to get one thing done, there are many 

other factors like the sort of the relationship one may 
have, the quality of information one may access, the 
ability for one to interpret and creatively utilize the 
market, policy information, etc. besides the support 
of the formal legal system. Therefore, several formal-
ly illicit things may actually exist and well develop in 
practice in this context in China. Consequently, the 
development of the venture capital industry in China 
showed a different pattern of capital usage and distri-
bution. 

4. The Characteristics of the 

Chinese Venture Capital’s 

Spatial Configuration

1)  Division of Registered and Actual  
Operation Location 

As shown in the previous section, the development 
of the venture capital industry is lagged far behind 
China’s economic development, and does not have 
the same pace of capital demand and supply trend 
of the region. The reason is because there is a gap be-
tween the census data and actual economic activities. 
In other words, venture capital investments in China 
do not necessarily register in China and it is these 
activities, which fall out of the government’s statisti-
cal census, that partly contributed the statistically 
desynchronized phenomenon of the venture capital 
industry’s development and China’s economic devel-
opment. 

Kim (2012) has systematically summarized and 
explained the primary principles and theories of 
foreign direct investment from the capital spatial 
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distribution perspective. Basically, it is suggested 
that firms, especially manufactory enterprises, ex-
pand their capitals and economic activities to the 
place where they may have certain advantages or 
may utilize the local resources. However, venture 
capital is far different from all other industries. That 
is, venture capital company is an asset-light industry 
whose main production factors are human resources, 
information and capital, which all have high space 
mobility. A total of 10-20 or lesser office clerk with 
a moderate size office space is sufficient for a ven-
ture capital company to operate itself. Although 
many companies tend to locate their office near the 
portfolio companies to receive efficient information 
feedback as well as to facilitate the due diligence 
and after investment management, registration in 
the local region is not necessary. They can achieve 
the same goal by establishing a liaison office that 
do not need to pay certain extra taxes or simply rely 
on a co-investment process that is dominated by 
the investors near the portfolio company. It is these 
varieties of long-distance investment that enables 
venture capitalists to dualize its locations into regis-
tration and actual operation locations to bypass the 
obstacles while achieving the goal of participating 
in the actual economic activities. This characteristic 
of dualized location does not only occur in the fund 
registration stage but also can be found in other 
stages like fund-raising, exiting, and especially in the 
investment stage. The essence of this phenomenon 
and its formation is the division of the registered and 
actual operation location of the venture capital, and 
it constitutes the first characteristic of the Chinese 
venture capital industry. This characteristic is often 
related to the actual geographical distribution of the 
venture capital circulation, which is called “structure 
designing” by the industry practitioners. Among all, 

the most commonly used structure is VIE (Variable 
Interest Entities) or SPV (Special Purpose Vehicle), 
which is also referred to as the “red chip mode”. 

This phenomenon does not only exist in the ven-
ture capital industry but also contingently occurs in 
other industries. For example, the existence of “tax 
haven” is one part of the evidence. However, the 
phenomenon is especially ubiquitous as well as con-
spicuous in China’s venture capital industry and this 
is closely related to China’s special legal system. For 
example, the strict capital control regulations, the 
discriminatory restrictions to foreign and domestic 
capitals, the special regulations for foreign invest-
ment, and the deep rooted Chinese philosophy of 
“the doctrine of the mean culture,” all of which con-
stantly affects the legislative principles and processes 
etc. The main goal of the paper is to introduce the 
characteristics of Chinese venture capital’s spactial 
configuration while confirming the relationship 
between it and China’s legal system. Therefore, a cor-
relation analysis will be provided in part 5, while the 
causations and mechanism behind the phenomenon 
will be further discussed in the forthcoming paper 
through detailed analysis of legal provisions. 

2)  Capital Circulation Process Division  
and Spatial Configuration

As mentioned before, a gap between public census 
data and actual economic activities exists in practice. 
Besides that, huge gaps between the data-base of 
China’s Venture Capital that were collected by dif-
ferent institutions also exist. According to the “2014 
Report on Development of Venture Capital Indus-
tries in China” that was provided by the Financial 
Department of National Development and Reform 
Commission Equity and Venture Capital Special-
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ized Committee of China Investment Association, 
there was a total of 1,225 venture investment com-
panies from 2006 to 2013. This is far different from 
the data that were collected from the China Venture 
Capital Yearbook, pedaily.cn, investide.cn, and 
pedata.cn. This is because some collected the data 
based on the investment case criterion, while others 
collected the data based on the exit case criterion or 
fund registration criterion. This reveals another phe-
nomenon, that is, venture capitalists detach the ven-
ture capital circulation cycle into pieces and allocate 
them into different places. Venture capitalists may 
raise funds in one place, while investing the money 
in another place, and may exit from a third place to 
receive the investment returns. 

Koo and Park (2012) demonstrated that the re-
search objectives in economic geography can not 
only be divided into units of industry and firm, but 
can also be refined into a lower scale, that is indi-
vidual people. This idea sheds light on the possibili-
ties of investigating the venture capitals’ economic 
activities, especially the highly divisible and movable 
capital circulations, through individual aspects and 
stages of the entire cycle. 

To confirm this point, this paper collected all the 
data that are related to the spatial configuration of 
venture capital. The data collected are sorted into 
four sets according to the stages of a fund’s life cycle, 
namely, fund-raising, registration, investment, and 
exit. Then all these data are integrated and reordered 
into cases according to the benchmark of the exit 
stage, so that every data used in this paper represents 
a complete capital circulation cycle. According to 
this criterion, a total of 368 exit cases, up to 2012, 
were selected from the “pedata.cn” database. For 
each exit case, 28 items of information were col-
lected. These include information on the exit com-

panies’ exit time, name, type, Securities and Futures 
Commission (SFC) industry classification, founding 
time, registration place, head office in China; infor-
mation of the exit funds’ name, capital amount, reg-
istration place, head office in China, founding time 
and capital type; information of the exit agencies’ 
name, capital type, founding time, head office, prof-
it, return multiples, internal rate of return, cumula-
tive investment amount, time of first investment, exit 
channel, exit place, capital source, LP registration 
place, LP type, and LP investment amount. 

The results of the data observation reveal that 
between 1992 and 2012 venture capitals invested in 
China often split its capital circulation cycles into 
pieces and then allocated them to different locations. 
This capital configuration generates three patterns 
of capital spatial configuration, i.e. the “head-tail 
outside pattern,” (Figure 9) which was dominant 
before 2000, the “mix location pattern,” (Figure 10) 
which appeared mostly between 2001-2006, and the 
“all-stage back in situ pattern” (Figure 11) observed 
between 2007-2012. In the “head-tail outside pat-
tern”, the location of the fund-raising, registration, 
and exiting are all located outside of China, while 
only investment activities are located within China. 
In the “mix location pattern,” the individual stages of 
the venture cycle were placed into different locations 
according to the specific economic and legislative 
situations as well as the specific needs of the invest-
ment cases. In the “all-stage back in situ pattern,” 
all the four stages of the venture cycle are located 
within China, which means the capital source, fund 
registration, investment, and exiting activities are all 
conducted within the boundaries of China. To ex-
plore the underlying causes of the phenomenon, and 
the mechanism behind the causation we must first 
determine which factors are related to the phenom-
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Figure 9. Head-Tail Outside Pattern of Venture Capital Configuration (Pattern 1)

Figure 10. Mix Location Pattern of Venture Capital Configuration (Pattern 2)
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enon and how much these factors related to the phe-
nomenon. The next section of this paper will conduct 
a correlation analysis between market/non-market 
factors and capital spatial distributions based on the 
above three patterns to confirm the correlations be-
tween the variables that may have a critical influence 
on venture capital’s spatial configuration

5. Correlation between China’s 

Legal System and Venture 

Capital Spatial Configuration

1) Sets of Variables 

This paper sorted factors that may have an influen-
ce1on China’s venture capital industry into two cat-

ego-
ries: 

market factors and non-market factors. Market 
factors refer to the capital supply related variables of 
China’s gross domestic product (GDP) and broad 
measures of money supply (M2) as well as the capital 
demand related variables such as the number of high-
tech enterprise, number of employee in high-tech 
companies, and number of regional patents stock 
(Table 3). 

As a contrast, this paper selected the legal envi-
ronment to represent the non-market factors that 
influence the Chinese venture capital industry. This 
legal environment includes laws, administrative 
regulations, local regulations, policy documents, 
and departmental rules. To facilitate the correlation 
analysis, this paper conducted a coding process to 
transform the legal documents into calculable index 
according to the method used by X.W. Jin (2017). 

The principle of the indexation is to figure out the 

Figure 11. All-Stage Back in Situ Pattern (Pattern 3)
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legal environment’s degree of friendliness by count-
ing the possible channels of fundraising, registration, 
investment and exiting in each period, rather than 
merely counting the number of the enacting legal 
documents. The specific indexation steps and coding 
method are as follows. 

First, collect all the relevant legal documents and 
divide them into three periods according to the de-
velopment process of the venture capital industry. 

Second, analyze each individual legal provision of 
each period to identify the possible channels for each 
stage in the fund life cycle. For example, a fund’s 
capital source can be arranged from 8 channels (see, 

Jin X.W., 2017). Meanwhile, before 2000, only 1 
kind of capital source could be raised according 
China’s legal system, which means the legal score for 
that period of fundraising stage is 1. 

Third, convert all legal scores into five rating scores 
so it can be compared and calculated through a cor-
relation analysis. For example, the legal score of the 
above fundraising stage will be converted into 0.625 
(according to the calculation formula of 1/8*5). 

Eight variables have been sorted out based on 
the four stages of the fund life cycle and the juris-
dictional field of the law. They are regulations on 
domestic fund-raising(Ad), regulations on overseas 

Table 2. Variables of Market Factors Influence on China’s Venture Capital Industry for Correlation Analysis

Variable Code Implication of the Variable

X1=GDP=XEG

X2=M2=XEM2

X3=High-tech Enterprise No.=XEE

X4=HR No.=XEH

X5=Patent Stock=XEP

GDP

Broad measures of money supply (M2)

Number of high-tech companies

Number of employee of high-tech companies

Number of patents

Table 3. Variables of Non-Market Factors’ Influence on China’s Venture Capital Industry for Correlation Analysis

Variable Code Implication of the Variable Variable Code Implication of the Variable

Ad Regulations on domestic fund-raising Af Regulations on overseas fund-raising

Bd Regulations on domestic fund registration Bf Regulations on overseas fund registration

Cd Regulations on domestic funded companies Cf Regulations on overseas funded companies
Dd Regulations on domestic exit Df Regulations on overseas exit

Table 4. Variables of Venture Capital’s Geographical Locations for Correlation Analysis

Variable Code Implication of the Variable Variable Code Implication of the Variable

Y-Ad Capital from China Y-Af Capital from overseas

Y-Bd Fund registered in China Y-Bf Fund registered overseas

Y-Cd Funded companies registered in China Y-Cf Funded companies registered overseas
Y-Dd Exit in Chinese capital markets Y-Df Exit in overseas capital markets
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fund-raising(Af), regulations on domestic fund(Bd), 
regulations on overseas fund(Bf), regulations on do-
mestic funded companies(Cd), regulations on over-
seas funded companies(Cf), regulations on domestic 
exit(Dd), and regulations on overseas exit(Df) (Table 
4)21). 

In the same manner, the data for venture capital’s 
geographical location are classified into eight catego-
ries, namely, Y-Ad, Y-Af, Y-Bd, Y-Bf, Y-Cd, Y-Cf, 
Y-Dd, Y-Df, and each represents capital source from 
China, capital source from outside of China, fund 
registered in China, fund registered outside of Chi-
na, portfolio company registered in China, portfolio 
company registered outside of China, exiting within 
China, and exiting outside of China, respectively 
(Table 5). 

2)  Correlation between Influential Factors  
and China’s Venture Capital Configura- 
tion

By using the SPSS analysis program, the results 
for the correlation coefficient matrix of the correla-
tion between market factors and the Chinese venture 
capital’s spatial configuration (Table 6) as well as the 
correlation between non-market factors and the Chi-
nese venture capital’s spatial configuration (Table 7) 
are derived as follows. 

As shown in table 6, there are strong correlations 
between market factors and venture capital activities 
within China, including all stages of fund-raising, 
registration, investment, and exit. However, fund-
raising and registration activities outside China, 
which were conducted by the venture fund that par-
ticipated in China, show no significant correlation 
with the market factors. One interesting result is that 
the portfolio companies located outside of China 

present strong correlations with the factors related to 
the venture capital’s potential demand of China (X3 
and X4). This phenomenon is extremely abnormal 
and cannot be explained by existing theories and 
concepts. Besides, the exiting activities located out-
side of China appear to have strong correlations with 
the capital demand and supply situations within 
China. 

Table 7 reveals that all the venture capital activities 
carried out within China maintain a strong linear 
relationship with the region’s legal environment. 
Meanwhile activities located outside of China show 
different correlations with China’s legal environ-
ment. Specifically, the fund registration activities 
that were located outside of China appeared to show 
no significant correlation with China’s legal environ-
ment, while overseas fund-raising, investment, and 
exiting activities showed some strong correlations 
with the legal variables. Among which overseas fund-
raising activities showed moderate linear relation-
ship with the regulations pertinent to foreign direct 
investment(FDI) activities(Cf ) and regulations 
related to a Chinese company’s overseas initial public 
offerings (IPO)(Df). The portfolio companies, i.e. 
the investment activities of the venture fund, that is 
located outside of China present a moderate linear 
relationship with China’s legal environment, which 
is related to the fund’s domestic registration(Bd) 
and IPO in the domestic capital market(Dd); and 
show strong linear relationships with the regulations 
related to the domestic and foreign fund investment 
activities (Cd, Df) and fund exiting activities carried 
out in foreign capital market(Df). The most interest-
ing phenomenon is that the foreign IPO activities 
show strong relationships with all aspects of the 
China legal environment, which include regulations 
on domestic fund-raising(Ad), regulations on do-
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mestic fund registration(Bd), regulations on domes-
tic funded companies(Cd), regulations on overseas 
funded companies(Cf ), regulations on domestic 
exit activities(Dd), and regulations on overseas exit 
activities(Df). 

Combined with the information provided in sec-
tion 3 and section 4, the development of China’s ven-
ture capital industry reveals that non-market factors 
are not only as important as market factors but are 
also highly related to the geographical configurations 

of capital. As shown in table 6 and table 7, some of 
the non-market factors even display a higher correla-
tion with the capital spatial configuration compared 
to market factors. One possible explanation for these 
phenomena and the interesting above-mentioned 
points is that, it is China’s imperfect legal environ-
ment that hinders the development of the industry 
and this in turn compels venture capitalists to inno-
vate new ways to bypass the legislative obstacles and 
as a result create these odd phenomena. Follow-up 

Table 5. Correlation between Market Factors and Venture Capital’s Geographical Configuration

  X1 X2 X3 X4 X5

Y-Ad

Pearson Correlation .935** .937** .684** .801** .936**

Significance Probability (Both Sides) .000 .000 .003 .000 .000

N 21 21 16 16 21

Y-Af

Pearson Correlation .131 .109 .377 .312 .031

Significance Probability (Both Sides) .570 .638 .150 .239 .893

N 21 21 16 16 21

Y-Bd

Pearson Correlation .948** .953** .722** .836** .951**

Significance Probability (Both Sides) .000 .000 .002 .000 .000

N 21 21 16 16 21

Y-Bf

Pearson Correlation .313 .292 .316 .247 .283

Significance Probability (Both Sides) .167 .198 .233 .356 .213

N 21 21 16 16 21

Y-Cd

Pearson Correlation .650** .612** .882** .905** .512*

Significance Probability (Both Sides) .001 .003 .000 .000 .018

N 21 21 16 16 21

Y-Cf

Pearson Correlation .334 .311 .693** .576* .215

Significance Probability (Both Sides) .139 .170 .003 .019 .349

N 21 21 16 16 21

Y-Dd

Pearson Correlation .879** .894** .631** .755** .895**

Significance Probability (Both Sides) .000 .000 .009 .001 .000

N 21 21 16 16 21

Y-Df

Pearson Correlation .654** .648** .801** .846** .549**

Significance Probability (Both Sides) .001 .001 .000 .000 .010
N 21 21 16 16 21

**. Significant at 1 percent level. (Both Sides).
*. Significant at 5 percent level. (Both Sides).
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studies, based on the research result provided in this 
paper, will further explore the causation and mecha-
nism behind the phenomena. 

6. Conclusions

Through the empirical study of the venture capital 
industry in China before 2012, this paper examines 

the development process and its characteristics of 
capital spatial configuration. 

The formal emergence of the modern venture 
capital industry began in the United States in 1946. 
China introduced this concept in 1984, almost 40 
years after its first emergence. In addition to a late 
start, China failed to formally develop the venture 
capital industry until 1992 when the International 
Digital Group(IDG) entered China. It was since 
then that China gradually cultivated this industry. 

Table 6. Correlation between Non-Market Factors and Venture Capital’s Geographical Configuration

Ad Bd Cd Cf Dd Df

Y-Ad

Pearson Correlation .936** .801** .637** .595** .843** .593**

Significance Probability (Both Sides) .000 .000 .002 .004 .000 .005

N 21 21 21 21 21 21

Y-Af

Pearson Correlation .080 .257 .410 .509* .264 .441*

Significance Probability (Both Sides) .729 .261 .065 .018 .248 .046

N 21 21 21 21 21 21

Y-Bd

Pearson Correlation .949** .826** .665** .613** .858** .612**

Significance Probability (Both Sides) .000 .000 .001 .003 .000 .003

N 21 21 21 21 21 21

Y-Bf

Pearson Correlation .248 .319 .329 .384 .280 .273

Significance Probability (Both Sides) .278 .158 .146 .085 .220 .231

N 21 21 21 21 21 21

Y-Cd

Pearson Correlation .761** .839** .754** .745** .770** .732**

Significance Probability (Both Sides) .000 .000 .000 .000 .000 .000

N 21 21 21 21 21 21

Y-Cf

Pearson Correlation .311 .490* .594** .712** .464* .684**

Significance Probability (Both Sides) .170 .024 .005 .000 .034 .001

N 21 21 21 21 21 21

Y-Dd

Pearson Correlation .828** .702** .566** .545* .775** .554**

Significance Probability (Both Sides) .000 .000 .007 .011 .000 .009

N 21 21 21 21 21 21

Y-Df

Pearson Correlation .692** .711** .641** .706** .766** .707**

Significance Probability (Both Sides) .001 .000 .002 .000 .000 .000
N 21 21 21 21 21 21

**. Significant at 1 percent level. (Both Sides).
*. Significant at 5 percent level. (Both Sides).
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In 2001, China began to break the situation. In the 
past, only some policy guide documents existed to 
support the industry’s development. Later, the gov-
ernment worked on officially enacting certain laws 
and regulations to legitimate certain venture capital 
activities in China. However, although the domestic 
capital supply and demand for venture capital in 
China matured during this period, the industry’s de-
velopment still impeded. It was not until 2006 that 
China’s venture capital industry began to f lourish. 
After 2012, it entered a stage of explosive growth. 

Along with the development process, there are 
three characteristics of the industry’s capital spatial 
configurations. Firstly, venture capitals that par-
ticipate in China generally show a division in the 
location for registration and actual operation. This 
characteristic can not only be found in the fund reg-
istration stage, but is also prevalent in the investment 
and exit stages. The most typical case is the VIE/
SPV structures that are used by venture capitalist 
to circumvent the regulations that impede a foreign 
fund’s investment in China and the listing process of 
the exit stage conducted overseas. Second, domestic 
fund and foreign currency fund present a charac-
teristic of mutex development trend. That is, before 
2012, in both capital volume and fund numbers, for-
eign currency funds showed a decremental trend in 
China, while domestic funds showed an incremental 
trend. Third, the capital circulation process of a fund 
investment can often be divided into four pieces ac-
cording to the fund’s life cycle, namely, fund-raising 
stage, registration stage, investment stage, and exit 
stage. Further, capitals associated with the specific 
stage were often located in different places and this 
made the venture capital fund present a particular 
capital configuration pattern across space. There 
are three patterns of capital spatial configuration, 

namely, “head-tail outside pattern,” “mix location 
pattern,” and the “all-stage back in situ pattern.” 

The above development process and characteristics 
not only correlate with the market conditions, such 
as the potential capital demand and supply within 
the boundary of China, but are also inf luenced 
greatly by the conditions of political and economic 
reform strategies, laws and regulations as well as the 
classical oriental philosophy and cultures that are 
embedded in the region. To confirm this point while 
providing a basis for further studies on the causation 
and mechanism behind the phenomena, this paper 
collected factors that may have an impact on the phe-
nomena and classified these factors into two variable 
groups, namely, market factor variable group and 
non-market factor variable group. Later, a correlation 
analysis was carried out between the capital spatial 
configuration data sets and the two variable groups. 
The results of the analysis not only proved that the 
regional legal environment has a clear relationship 
with the capital spatial configuration just as the mar-
ket factors do, but also revealed that there are four in-
teresting counter-intuitive points among the results. 
First, portfolio companies located outside of China 
present strong correlations with the factors related to 
the venture capitals’ potential demand within China. 
Second, portfolio companies’ overseas listing activi-
ties also show a strong correlation with the capital 
demand and supply situations within China, and 
third, strong correlations with all aspect of the legal 
environment in China was also shown. Fourth, do-
mestic fund-raising activities showed no relationship 
with China’s market conditions while it appeared to 
have moderate correlations with non-market factors 
of the regulations on overseas investment and listing 
activities. The causation and underlying mechanism 
of the phenomena will be further explored in the fol-
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low up studies. 
This paper, by discussing the process of China’s 

venture capital industry and its characteristics of 
capital spatial configuration, provides an empirical 
case study for both government and entrepreneurs 
to better understand China’s venture capital indus-
try. Meanwhile, the confirmation of the correlation 
between non-market factors and capital spatial 
configuration recalls a reflection on the role of the re-
gional legal system on capital spatial configurations, 
thus offering a further study direction for researchers 
both within and outside the economic geography 
field. Based on the transition of the economic geog-
raphy study, such as institutional turn, cultural turn, 
relational turn, scalar turn and the emergence of the 
evolutionary economic geography, this study further 
expands the study field of the discipline and makes 
the studies of the field more reasonable and reliable 
by shedding light on the importance of the regional 
legal system on capital spatial configuration. On the 
other hand, this study combined with the follow up 
studies will provide a comprehensive empirical and 
theoretical basis for venture capitalists, entrepre-
neurs, government, and researchers to better under-
stand China’s business environment, policy and cul-
tural philosophy and thus better develop the venture 
capital industry as well as China’s entire economy. 

Notes

1) The policy’s full name is “Chance & Change” and it encour-

ages all citizens of the nation to take a chance in becoming an 

entrepreneur and to make a change to become an innovator. 

2) The first formal policy that proposed the establishment of 

a venture investment system to promote China’s high-tech 

industry was put forward in 1984. Following this was the first 

Chinese venture capital company’s establishment in 1985. 

However, this company was not successful due to multi-insti-

tutional reasons and the immature market, and it eventually 

went bankrupt in 1998. Until 1992, when the International 

Digital Group (IDG) invested in China, there were almost 

no formal economic activities of venture capital agencies ex-

isting in China. Therefore, the starting point for the descrip-

tion of the Chinese venture capital industry’s development is 

1984, while, the starting point for the statistical analysis of 

the research is 1992.

3) From 2012, firstly, there were great changes in the venture 

capital-related legal systems leading to a significantly differ-

ent legal environment after 2012. For example, great changes 

occurred in the revision of “Securities Investment Funds Law 

(2012),” “Companies Act (2014)” and other venture capital 

registration regulations. Secondly, major changes in the 

domestic capital market resulted in great changes in the VC 

exiting channel after 2012. For example, the irrational fluc-

tuation of stock markets in 2012 led to the suspended publi-

cation of IPO in 2012 and 2013, which blocked the channel 

for IPO-based exit of venture capital investment in China. 

At the same time the emergence of the “New OTC Market” 

in 2013 provided another way for venture capitals exiting in 

China. Meanwhile, since 2013, venture capitals were allowed 

to be listed in the new OTC market, leading to a different 

fundraising environment for venture capitals. Thirdly, a large 

amount of domestic and foreign capitals entered the venture 

capital market in China, leading to an explosive growth in 

the number and capital amount of venture capital agencies 

and funds. Consequently, the performance of venture capi-

tals in China is totally different after 2013 due to the three 

abovementioned reasons, which are beyond the scope of this 

paper. Therefore, the ending point of the research is designed 

to be 2012 and studies on the later period is expected to be 

carried out as follow-up study. 

4) Written by Legislative Affairs Office of the State Council, 

second version of Annotated code, China Legal Publishing 

House (2014). 

5) Ibid.

6) Ibid.

7) Ibid.

8) Ibid.

9) Ibid.

10) Ibid.
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11) www.mofcom.gov.cn/.

12) www.csrc.gov.cn/pub/newsite/. 

13) The local government proposed the “Small Business Invest-

ment Act in Japan” in 1963 and this represents the starting 

point of the venture industry in Japan. 

14) The first venture investment company in Taiwan was estab-

lished in 1976 and the official development of venture indus-

tries began in the 1980s. 

15) For UK, the beginning of VC industries was represented by 

the establishment of Charterhouse Industrial Development 

in 1934, Industrial and Commercial Financial Corporation 

(ICFC) and 3i in 1945. However, the development of VC was 

in a state of stagnation due to the continued high interest rate 

policies and lack of OTC during that time. It was not until 

1979 that the “Medium Term Financial Strategy” was pub-

lished for the development of private enterprises, and thus the 

UK’s VC industry development began officially.

16) For example, in 1984, the Science and Technology for 

Development Research Center of the State Science and 

Technology Commission (renamed as the Ministry of Sci-

ence and Technology Department after 1998) conducted a 

“new technological revolution and China’s countermeasures” 

research project, and had put forward a proposal of establish-

ing venture investment mechanism to promote its high-tech 

industry’s development according to the findings. In March 

1985, the Central Committee of the Communist Party of 

China(CPC) and the State Council published the “Deci-

sion on the Reform of Science and Technology System”, and 

pointed out: “The mechanism of venture investment can be 

established and supported for high-tech development, which 

is accompanied by rapid changes and high risks.” In Septem-

ber 1986, the National Science and Technology Commission 

put forward the strategy to develop the Chinese Venture In-

dustry for the first time in the “China Science and Technol-

ogy Guidelines-White Book of Science and Technology”.

17) For example, in September 1985, the State Science and 

Technology Commission along with the People’s Bank of 

China received the formal approval from the State Council 

to establish China’s first venture capital institution, China 

High-Tech Venture Investment Company, with the State 

Science and Technology Commission having 40% of its 

shares and the Ministry of Finance accounting for 23% of 

the shares. In June 1989, after receiving approval from the 

State Council and Ministry of Foreign Trade and Economic 

Cooperation, the Hong Kong China Merchants Group, the 

State Science and Technology Commission and the National 

Defense Commission jointly established the “China KZ 

High Technology co., Ltd” undertaking the mission to invest 

in domestic high-tech enterprises. This is one of China’s earli-

est venture capital institutions, and also the first Sino-foreign 

joint venture capital company. 

18) For example, in June 1987, China’s first technology business 

incubator - Wuhan East Lake High Technology Entrepre-

neurs Center was established. The incubator was mainly 

sponsored by the government and aimed to transform scien-

tific achievements into businesses. 

19) In August 1988, China’s first state-level high-tech develop-

ment zone - “Beijing High Technology Industry Develop-

ment Experimental Zone” was approved for establishment. 

Since then, other local governments from all levels of the 

administrative system began to set up their own high-tech 

industry development pilot area, and founded the venture 

capital funds in the experimental zones as well.

20) For example, in November 1986, the Central Committee 

of the CPC and State Council formally approved the “High-

tech Research and Development Program”. This high-tech 

research and development program is also referred to as the 

863 program. 

21) For a detailed coding process and numbers please refer to 

“Spatial Allocation Mechanism of Venture Capital Invest-

ment in China: Role of the Regional Legal System”, Jinxiao-

wei, 2017. 
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