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Answer 4 questions.

1. Return-to-entrepreneurship.

a.

Explain what kind ways are used to measure entrepreneurial income and what are the

challenges and alternative ways to measure? (3 points)

What you can say the performance of equity component? Does it outperform the public equity

returns? (3 points)

2. Venture capital contracts.

a.

How VC financing aims to overcome the agency problems? What kind of securities are sued?

How cash-flow and control rights are allocated? (4 points)

Venture capital contracts especially in the U.S. often involve vesting provisions. From the
venture capitalist’s point of view, what is the main purpose of writing down such provisions

into a financing contract? (2 points)



3. Entrepreneurship and liquidity constraints.
What are liquidity constraints? Does they exit? Summarize research findings (utilize figures
below). (3 points)
Explain the how the existence of liquidity constraints can be tested empirically using data.

a.

Entry Rale (Pooled and Mon-Job Losers)

What are the main variables of interest? (3 points)

Appendlx Figure 1: Self-Employment Entry Rates by Pre-Entry Asset Levels
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4. Risk and returns in venture capital.

a. Describe what the (dis)advantage is of company-level data when one evaluates venture capital
risk and return? (2 points)

b. To which extent provide venture capital returns are exposed to public stock market risk factors?
(See Table 7 below) (2 points)

c.  What these findings imply for the investors such as pension funds? Can they get the same risk
exposure using ETFs? (2 points)

Table 7
Estisnates with VC factor
{1 @) &) @)
Valuarion Eguation
Intercept —D.0537%%* —0.0540% %% —.05278+% ~0.0525%*2
{6.0016) (0.0016) (0.0018) (0.0019)
RMRF 0.9345%s% 1.0659%%* 0.979]%%* 1.1644**=
(0.1488) (0.1713) (0.1535%) (0.1756)
SMB 0.5201 ¢+ 0.5435%43
(0.1915) (0.1739)
HML -1.00832#* =1 0556%+*
[0.1290) (0.1215)
VC Factor 0.5816%+ 0.5460% %% 0.4773%%% . 42805+
{0.0359) (0.0377) {0.0394) (0.0411)
Sigma 0.4048*2=* 0.4048%+* 0.40353%%* 0.4014%+3
(0.0053) (0.0045) (0.0048) (0.0045)
Selection Eguation
Retum 0.3567¢%¢ 0.3545%** 0.3561%+* 0.3560%**
{0.0094) {D.0089) {0.0091) (0.0104)
Time 0.405]1*** 0.4038%+* 0.4146%** 0. 40645+
{0.0207) {0.0209) (0.0216) (0.0243)
Time Squared ~0.0356%*+ —0.0387%%* -0.04008** —0.0390%*2
(0.0028) {0.0027) {0.00307} (0.0031)
Acquisitions T376E** T.6483%%* 7.2504%%% 7.3702%*
(1.0357 (1.1640) (1.0105) (1.1041})
IPOs -3.1900%%* =3 1766¢*+* -3.1626%%* —3.0094%+*
(1.0098) (1.0451) (0.9949) (1.0288)
Founds 0.2134*2% 0.1791+* 022513+ 0.1856+*
(G.0771) (0.084%) (0.0756) (0.0807)
RMRF —0.3309% —.2997*
(0.1697) (0.1827)
SMB 0. 1836
(0.2344)
HML D.4435%*
{0.1991)
VC Factor .083R*++* 0.0050%*=
(0.0274) (0.0275)
Constant —22136%+* —2.2071%** =2.2207¢%* =2 05T
{0.0264) (0.0289) {0.0267) {0.0294)

The table presents MCMC estimates of the one-factor market model and three-factor Fama-French model in
mionthly log returns with selection correction. Factor and rk-free returns are from EKenneth French’s website.
The estimates are means and standard deviations {in parenthases) of the simulated postensor distnibutions. In the
valuation equation, Intercapt is the monthly intercept in excess of the rick-fiee rate and KARF is the slope on
the market log return in excess of the rick-free rate. SMB is the small-minms-big portfolio, and AAL the high-
minus-low book-te-market portfolin. FC Faceor is the log-change in the fotal dollar volume of VC imveshments
in the month of the ohservation. Sigma is the estimated standard deviahon of the error term. In the selection
equation, Heturn 15 the log retum eamned since the previows financing event. Fime is the fime since this event
{in vears). Acguisitions, JPOs, and Reunds contzin the nomber of VC-backed acqmsitions, IPOs, and tofal VC
imvestment rounds m the month of the observation (in 000s). The simlations vse 5,000 iterations preceded by
1,000 discarded ierations for bum-in. *%¥, **_ and * denate whether zaro is contained in the 1%, 5%, and 10%
credible mtervals, respactively.









