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Research on Non-linear Relationship between
Venture Capital and Technological Innovation

Evidence from PSTR of Provincial Data
FENG Zhaozhen' WEN Jun' LIU Qingyan’

(1. School of Economics and Finance Xian Jiaotong University Xi‘an 710061 China;

2. School of Management Zhejiang University Hangzhou 310058 China)

Abstract: This paper puts forward the hypothesis that there may be a nonlinear relationship between venture capital and
technological innovation by reviewing the related researches and combing the mechanisms through which venture capital can
influence technological innovation. Based on 2001—2012 panel data of all provinces ( autonomous regions) and using the
panel smooth transition regression ( PSTR) model this paper studies the nonlinear relationship between venture capital and
technology innovation ( patent filed and R&D efficiency) from the angels of venture capital scale and venture capital funds
number. Results show that: there does exist a threshold effect between venture capital and technological innovation namely
when the venture capital scale is below the threshold value; the finance and value-added function is limited; the appropriation
is dominated and inhibits the enterprise technological innovation; however when the venture capital scale is beyond the
threshold value its development will promote enterprises to carry out technological innovation; the empirical results of venture
capital funds number also verify the same conclusion. This paper also provides some suggestions to develop venture capital in—
dustry in China.

Key words: venture capital; technological innovation; research and development efficiency; PSTR; threshold effect;

value-added; expropriation



