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1
Preface
2
Abstract
3
Introduction

The life cycle of firms is characterized by events that can occur for a firm. Many studies have focused on the impact of certain events for firms. Examples of these events are funding rounds, milestones, acquisitions and initial public offerings. The importance of these events is studied extensively (Gompers, 1995; Hellman, 2006; Kroll et al., 1997; Moeller et al., 2004; Schmidt & Fowler, 1990; Schwienbacher, 2008). However, the impact of external participants in a firm upon these events occurring is an angle that has not been studied extensively.

External participants become involved in a firm by acquiring part of the firm’s equity in return for financing. This occurs through funding rounds where different participants can be involved. Many studies describe the funding round thoroughly, exploring its sources, quantities, and frequency (Davila et al., 2003; Freear et al. 1997; Mason & Harrison, 1993; Mason & Harrison, 1996; Wetzel, 1987). The importance of a funding round to the firm has also been studied extensively. The participants in a funding round – that are also represented in the dataset used in this research -  can broadly be divided in three distinct categories. First, there is the informal venture capital market, embodied by business angels and business angel groups. Second, there is the formal venture capital market, embodied by venture capitalists and financial organizations. Third, there is the group of participants that cannot be divided into the two above mentioned categories. This group consists of companies who invest in other companies and startups as part of their own strategy. However, investing is not their core business, in contrast with the first two categories. 
The first two groups, who combined form the venture capital market, have been studied extensively. Most available research has focused on (formal) venture capitalists, because data on formal venture capital investments is relatively easy to obtain. Research on the informal venture capital market was triggered by a study of Wetzel (1981) on informal investor characteristics in the United States. This has led to a lot of research regarding business angels. However, as is often concluded in most research on business angels, paucity of data on business angel financing exists (Goldfarb et al., 2008). Business angels have been known to operate in a quite manner. This has led to a lack of data on business angels which limits the possibilities for solid empirical investigations. As mentioned by Gompers (1995), most firms that receive venture capital financing “receive some financing before they tap venture capital”. 

The paucity of data on business angel financing still exists. However, in lesser form than it used to be. This study aims to reduce that paucity by making use of a relatively new dataset, called Crunchbase, that contains a lot of observations with business angel involvement as well as venture capital investments, acquisitions and milestones. A database that is often used in studies concerning venture capital is the VentureOne database. This database, however, has its limitations and biases (Gompers & Lerner, 2000). For example, a funding round is only include in the database if one of the participants in the funding round is a venture capital firm with at least 20 million USD in assets (Cochrane, 2005). Earlier funding rounds for smaller companies often do not include major participants that meet this restriction, by for example using only business angels, and could be excluded from the dataset.

The importance of formal and informal venture capital financing becomes more and more recognized around the world. Economic policy focused on creating thriving venture capital markets stands high on policymakers agendas (Bottazzi & Da Rin, 2002; European Commission, 2003; OECD, 2001). The development of young, and often high-tech, ventures with high growth potential (gazelles) is frequently financed by venture capital financing. These firms are often highly innovative, which is considered an important element for economic growth. These firms have been recognized to have a significant positive effect on employment on a short-term as well as on a long-term period (Keuschnigg, 2004; Wasmer & Weil, 2000. Kortum & Lerner (2000) have provided evidence that venture capital financing contributes to innovation.

A recent paper by Schwienbacher (2008) studied the link between the level of innovation by the entrepreneur and the exit decision of the venture capitalist, while taking financial contracting between the venture capitalist and the entrepreneur into account. However, as with many studies, the main focus was on the formal venture capital market. Business angels are not included in this study.  One could question if differences in level of innovation occur when different participants are involved in firm financing. This study takes a step back in order to generate a broader overview. It does not measure innovation specifically, but instead tries to link the events that can occur for a firm together with different compositions of external participants that can be involved in the firm through a funding round. By using a large, cross-industry dataset the odds of different events occurring for a firm are analyzed. Different odds are related to different compositions of external participants involved in the firm (through a funding round).

The research question this study works with is as follows: What is the impact of different external participants on events that occur for a firm after the funding round where these participants are involved in? Paucity of data on business angel financing has limited the possibilities to answer this research question. Using only venture capitalist data is easier, as this data is abundantly available. However, by including business angels this study can widen the understanding of the total venture capital market. Especially the impact of external participants on the innovative, high-growth startups and young firms that are responsible for a large portion of employment creation. In addition, it is also important for practice. Other countries have often tried to replicate the structure of the United States venture capital market (Megginson, 2004). By widening the understanding of the venture capital market, policymakers can be more aware of the important factors contributing to firm development (in terms of events).

4
Theoretical Background
This study aims to identify the impact of a funding round with external participants for a firm in terms of events following after the funding round. This section will first provide an overview of existing venture capital literature related to this manner in order to better grasp the findings of this study. An overview of current research about the venture capital market, and its flaws, will be presented. After that this section will provide more information on the funding round and its participants. This section will conclude with the events that can occur for a firm besides a funding round.
4.1
Venture Capital Market

The venture capital market is characterized by periods of (rapid) expansion and contraction. In the first half of the 1970s the venture capital market is relatively small. Little was known about the informal venture capital market; the business angels. The formal venture capital market in the United States, in the form of venture capital funds, invested a total of 49 million USD in 1976. The investments where done by a total of 225 venture capital firms. The venture capital market entered a 10 year period of rapid expansion after 1976. The focus of the venture capital industry during this boom was on early stage financing of technology-based businesses. The disk drive industry is often used as an example of this rapid expansion. This expansion of the venture capital market resulted in a peak in 1986. A total of 4,6 billion USD was invested by 674 venture capital firms. The investments by the informal venture capital market where estimated at 10 billion USD for that year. However, 1986 is considered (one of the) turning points in the venture capital market. The market for – for example -  the disk drive industry collapsed, which eventually resulted in a period of contraction (Sohl & Rosenberg, 2003).

By 1990, the formal venture capital market had shrunk to a total annual investment of 1,1 billion USD. During this period of contraction the focus of the formal venture capital industry shifted towards later-stage deals. These where considered ‘safer’ deals with less risk involved. The lower limit of the deal size by venture capitalist settled around 2 million USD (Mason & Harrison, 1994; Sapienza et al., 1996; Van Osnabrugge, 2000). After 1990 the venture capital market grew slow till 1995. This year is considered as another turning point as the venture capital market again exploded. In 1995 the total amount invested by venture capital firms was 6.3 billion USD. In the year 2000 this amount had risen to 90 billion USD. However, the number of deals increased less quickly. In 1995 there were 1,128 venture capital deals and in 2000 there were 5,485 venture capital deals. Deal valuations were expanding exponentially with an average deal size passing the 10 million USD (Sohl & Rosenberg, 2003). 

This boom of the venture capital market halted with the dot-com bubble crash. Deal valuations returned to more normal levels instead of the exponentially high valuations. The trend of the formal venture capital market in moving towards later-stage deals continued. The lower limit of the deal size by venture capitalist has risen to around 5 million USD. On the other hand, the informal venture capital market remained focused on early stage deals and these deals were ranging from 100,000 up to 2 million USD. 

These lower limits of deal size by venture capitalist has created problems in the financing of young firms. Certain ranges in the amount of financing required were characterized by a shortage of supply. These issues have been extensively studies and called the “equity gap”.
4.2
Equity Gap

In 1994 Jeff Bezos, together with a few employees, created a website in his garage. Bezos had written a business plan and went looking for investors to provide early stage financing. In the formal venture capital market he received the same answer over and over again. His idea was well, however, the company was too small to be interesting for the formal venture capitalists. The company needed to grow first to acquire financing. However, financing was required to grow. One can conclude that the company was in an impasse.

Eventually, Bezos was introduced to a group of business angels. These angels provided his company with an initial seed funding of 1.2 million USD. This allowed the company to achieve the growth it strived for. This eventually led to another funding round, which required considerably less effort to obtain. This funding round, with a size of 8 million USD, was financed by the formal venture capital market (Sohl & Rosenberg, 2003). In May 1997 the company went public with an IPO issuing 3,000,000 new shares at a price of 18 USD. That day the share price settled on 23.5 USD, which gave the company a market value of 438 million USD.
 Nowadays, the company is known worldwide as Amazon.com. 

The above stated story about Amazon.com provides a clear example of the equity gap. Harding (2002) stated that the equity gap has two main sources:
(1) Financing gap: around the late 1970s and early 1980s the venture capital industry used to focus on early stage financing. Most of these businesses where technology-based. However, this focus has shifted in such way that the main focus nowadays of the venture capital industry is later stage financing (Mason & Harrison, 1994; Sapienza et al., 1996; Van Osnabrugge, 2000). Venture capital funds invest larger amounts in larger ventures and often make repeat investments. As venture capitalists spend a lot of time filtering out bad investments, a certain threshold has arisen which makes investments worthwhile to consider for venture capitalists. The returns have to be sufficiently high for the time they spend analyzing potential investments. Venture capitalist are unwilling to incur the necessary transaction cost to invest in early stage businesses. They regard the risk of making a small scale investment - in comparison with larger, later stage investments - as being too high in order to receive good rate of returns within a reasonable timescale. This creates an inability for smaller firms to gain access to appropriate funding. Venture capital fund financing has a lower limit of approximately 2 million USD whilst internal financing has an upper limit of approximately 100,000 USD (Freear et al., 2002). 

(2) Knowledge gap: there is a knowledge gap between the investors and investees. It is hard to communicate the growth potential of small scale businesses as they have yet to prove their growth potential. The investee can have knowledge about the growth potential, however - due to institutional failures – this growth potential can hardly be communicated to potential ‘formal’ venture capitalists. The information asymmetries that occur are pushing venture capitalists towards investing in lower risk business, hence, larger businesses. Another observation is that especially in technology-businesses it is hard to communicate the growth potential which pushes venture capitalists into investing in non-technological businesses (Harding & Cowling, 2006).

The above equity gap has been described thoroughly during the 1990s. However, a ‘second equity gap’ has also been described (Murray, 1994). This second equity gap is related to technology businesses who have succeeded in attracting initial financing. As they grow they require a new round of growth financing, but they are unable to attract this. Murray & Lott (1995) describe the source of this problem due to the limited timeframe of a venture capitalist. The time span for these businesses to create a commercial proposition is longer than exit timeframe of a venture capitalists and the investment has grown beyond the point that an informal investor (business angel) can provide the funding. Sohl (1999) described an additional funding gap that has emerged in the United States which is related to the findings of Murray & Lott (1995). The progression of the venture capitalist industry towards larger, later stage deals is still continuing. On the other hand the informal venture capital market remains active below the threshold of 2 million USD. The problem arises for companies seeking additional funding in the 2-5 million USD range. As the lower limit of venture capitalist is steadily rising – and the informal market being unable to cope with these amounts of investment – a new gap has occurred. The investment in the 2-5 million USD range is still considered to be early stage investment by venture capitalists. A new form of collaboration between informal investors has risen to cope with this new funding gap: the angel alliance (Freear et al., 2002).

Despite these efforts, firms seeking investment in the 2-5 million USD range are still having a lot of trouble with finding sufficient capital. Especially for high-tech companies the time frame to create a commercial proposition with the additional funding is too short for a venture capitalist to be attractive, as they are more focused on a timely exit strategy (Sohl & Rosenberg, 2003; Murray, 1994; Murray & Lott, 1995).
4.3
The Funding Round

There are different types of funding rounds that firms pass during their life cycle. These funding rounds are described below and also represent the funding rounds that are available in the dataset used in this study.

The initial funding round is referred to as the seed round. This is the first funding round of the firm. Financing is obtained from the owner of the firm finances the firm with his own capital, and/or capital obtained from other parties that do have some connection with the founder of the firm (often referred to as friends, family and fools). 

The next funding round is referred to as the angel round. In this round the amount of funding is more than the founder of the company can acquire on his own. This funding round involves investment by a business angel or multiple business angels who require either convertible debt or ownership equity in return for their investment. The source of this type of funding, hence, often derives from the informal venture capital market.

The next funding round is the series A round. This round is the first significant round of financing for the firm. Financing in this round often derives from the formal venture capital market. This round can be followed by more series’ rounds, referred to as series B, C, D, etcetera. These rounds are later in the firm life cycle and most of the time involve formal venture capital financing with large deal sizes (Gompers & Lerner, 1999).
The dataset contains three other types of funding rounds. The first is an initial public offering by the target firm. By issuing shares and, hence, selling part of the ownership equity, the firm can raise a substantial amount of capital. The second type is a debt round where the firm finances itself by increasing its debt through formal institutions. The third round is a grant. This is a very specific round where the firm receives a grant from the government or a foundation. This type of funding is often found in green and environmental industries.

4.4
Funding round participants

The participants in a funding round – that are also represented in the dataset -  can broadly be divided in three distinct categories. First, there is the informal venture capital market, embodied by business angels and business angel groups. Second, there is the formal venture capital market, embodies by venture capitalists and financial organizations. Third, there is the group of participants that cannot be divided into the  two above mentioned categories. This group consists of companies who invest in other companies and startups as part of their own strategy. However, investing is not their core business, in contrast with the first two categories. 

Many studies have shown that the informal venture capital market in the United States and the United Kingdom is the largest source of financing available for young firms and startups (Mason & Harrison, 1996). Investments by the informal venture capital market exceed investments by the formal venture capital market. It is estimated that annual total investments by the informal venture capital market in the United States and the United Kingdom are two to five times larger than that of the formal venture capital market (Freear et al. 1997; Mason & Harrison, 1993; Wetzel, 1987;). 

On the other hand, the average investment by the informal venture capital market is much smaller than that of the formal venture capital market. However, if this is linked to the estimate that the informal venture capital markets total annual investment is two to five times larger, it is estimated that the annual total number of investments of the informal venture capital market is 30 to 40 times higher than the formal venture capital market (Van Osnabrugge, 2000; Wetzel & Freear, 1996).

The informal and formal venture capital market will be explained in more detail below.
4.4.1
Informal venture capital market
The informal venture capital market is represented by business angels. The concept of business angels has been studied for over three decades. The first studies where very limited. It started with a study by Wetzel (1981) on informal investor characteristics in the United States. This study was triggered by a lack of risk-capital for small, fast-growing businesses in the United States during the 1970s. It created awareness for the concept of business angels. Early techniques to prove the existence of business angels where broad statistical studies that showed that a large part of early stage funding was not accredited by venture capitalists or financial organizations (Freear et al., 2002). Latter techniques to investigate business angels often used surveys with a non-random sample of informal investors. Business angels are known for their fond of anonymity so large samples for large empirical studies where out of the order.

Despite the drawbacks of using only survey-based techniques and broad statistical approaches, a lot of information is known about business angels. Literature provides us with a ‘standard’ profile of business angels (Gaston, 1989; Mason, 2006). Most business angels are white males, in their forty’s and have a graduate degree.

A study by Coveney and Moore (1998) divided the characteristics of business angels in six different types of business angels. These six types can broadly be divided in two groups; active and non-active business angels. The active business angels consist of corporate, entrepreneurial, income seeking and wealth maximizing angels. The non-active business angels consist of latent and virgin angels. Latent angels are defined as business angels who have invested in the past, but have not made any investments in the last three years. Virgin angels have never made an investment but do show great interest in becoming an active business angels (Mason, 2006).
A new form of collaboration between informal investors has risen to cope with the equity gap; the gap in supply of capital in the range of 2-5 million USD. This group consists of a collaboration between different business angels. By working together they can make larger investments whilst sharing the risk involved with these larger investments (Freear et al., 2002).
4.4.2
Formal venture capital market

The formal venture capital market is represented by large financial organizations. On the one hand there are the more traditional and passive ways of financing through the traditional capital market and debt financing. These firms possess different characteristics than the venture capital firms (Gompers & Lerner, 1999). Large institutional investors like insurance companies and pension funds often invest through intermediaries: venture capital firms (Gilson, 2003). Venture capital firms devote much resources to the exploration of promising opportunities. They look into new technologies and markets that could be promising to invest in. Often they specialize into a certain industry like information technology or biotechnology (Davila et al., 2003). Venture capitalists spend a lot of time filtering out bad investments. This has led to the specialization of venture capital firms in later stage deals with sufficiently high returns in return for their devotion of resources: the equity gap.
Venture capital firms have a significant influence on the firm they invest in. They have considerable resources at their disposal to assist the firm they invest in. As they are often specialized in a certain industry, they have considerable expertise, experience, and skills at their disposal. This allows them to make significant contributions to the management of the firms they invest in (Alexy et al., 2010; Dimov & Shepherd, 2005).
4.5
Firm Events
As the goal of this research is to gain insights in the impact of a funding round with external participants for a firm in terms of events following after that funding round, an overview of possible events within the dataset is described below. These events can broadly be divided into two categories: the non-exit and the exit events.

The dataset consists of two types of acquisitions. A firm can either be acquired by another firm, or a firm can acquire another firm. If a firm is acquired by another firm, this event can be classified as an exit event. As investments in the firm by external participants are not for infinity, some sort of return is required. Participants from the formal and the informal venture capital market use exit strategies with the firms they invest in. This is done in order to generate a positive return on investment, since most younger firms are unable to pay dividends or buy back shares (Schwienbacher, 2008). Overall, the most successful exit strategy is considered to be an initial public offering (IPO). An IPO provides the investor with the largest return on its investment. Hence, most theories about firm financing only consider IPOs. IPOs, however, occur less frequent than acquisitions. VentureOne (2002) states that even during the venture capital investment boom leading to the internet bubble and its aftermath, venture capitalist more frequently exited through acquisition rather than with an IPO (Hellman, 2006).

Literature provides a number of studies on the effects of an acquisition. When firms become older and bigger, possibilities for organic growth become more scarce. Additional methods for firm growth are used. The target firm can acquire another firm in order to achieve growth, as acquisitions provide a relatively quick way to grow substantially. When managers’ reward has a short term orientation, they may choose to engage in an inefficient acquisition in order to achieve personal gains at the expense of other stakeholders in the firm (Kroll et al., 1997; Schmidt & Fowler, 1990). Especially for large firm this line of reasoning holds. Research by Moeller et al. (2004) shows that “large firms experience significant shareholder wealth loss when they announce acquisitions”. This is explained by the finding that large firms pay higher premiums than smaller firms in an acquisition and this is linked to managerial incentives and corporate governance. Small firms outperform large firms when they make an acquisition announcement by 2.24%. 

However, not all firms are successful. A lot of startups and young firms fail in their business operations. These firms will eventually cease to exist and the investment by the investors is (partially) lost.

Non-exit events can be described as part of the growth strategy of the firm. Formal and informal venture capital investors often use milestones set for the target firm to keep track of the growth of the firm. They make an initial investment and when a certain milestone has been reached by the target firm within the given time frame, the firm receives another investment in the form of another funding round. Literature has linked the frequency and amount of funding involved in the funding round with monitoring done by venture capitalists in order to reduce agency cost. The more frequent a firm receives funding from a venture capitalist, the more frequent the venture capitalist is able to gather information (Gompers, 1995).

The research question this study works with is as follows: What is the impact of different external participants on events that occur for a firm after the funding round where these participants are involved in? By including business angels this study can widen the understanding of the total venture capital market. Especially the impact of external participants on the innovative, high-growth startups and young firms that are responsible for a large portion of employment creation. In addition, it is also important for practice. Other countries have often tried to replicate the structure of the United States venture capital market (Megginson, 2004). By widening the understanding of the venture capital market, policymakers can be more aware of the important factors contributing to firm development. These factors are represented in this study by the external participants in a firm and firm development is represented by quantative measures: the events that can occur for a firm.
5
Data & Methods
The research question this study works with is: What is the impact of different external participants on events that occur for a firm after the funding round where these participants are involved in? In order to build a solid foundation for testing this research question, data on external participants and firm events is required. The data was obtained from the website CrunchBase (2010). CrunchBase is operated by TechCrunch, which is one of the most popular technology blogs on the internet. The data provided by CrunchBase can best be described as a large dataset containing profiles of people, companies and investors. These three groups are linked together through events such as start-ups, funding rounds and acquisitions. The focus of the CrunchBase dataset is on high-tech sectors of which the majority is based in the United States. Especially in the last few years, there have been many observations added to the dataset. The dataset itself contains a wide variety of companies; from the smallest start-ups up to large companies like Facebook.
The dataset is constantly evolving due to new contributions to the dataset. For the analysis of the hypotheses, data obtained on 24 May 2010 is used. At that time CrunchBase contained information on 40,235 companies, 4,684 financial organizations and 55,206 persons. This information has been linked together through 14,996 funding rounds, which is the unit of analysis. As there can be multiple participants in a funding round, the initial dataset contained a total of 27,314 observations. For each of these observation it has been manually checked if it was correctly classified as being a company, financial organization, business angel or business angel group.  Besides the funding rounds, other events were also available in the dataset such as acquisitions and milestones. As the goal of this research is to test what impact the characteristics of a funding round has on the likelihood of a certain next event occurring, all observations where there has been only one funding round and no other events have been removed. With these observations there is no effect to test. This trimming down resulted in a sample of 11,252 observations where there has been a funding round with a certain event occurring after that funding round. Companies within this sample operate in the areas of advertising, biotech, cleantech, consulting, ecommerce, games and video, hardware, mobile, network and hosting, public relations, search, security, semiconductor, software and web.

5.1 
Dependent variables
The dependent variables are the events that can occur for a firm and are available within the dataset. Within the model these event variables are split into two categories: the event is the next occurring event after event 1 and has the event ever occurred after event 1. This is due to the fact that there can be a lag in the effects of a funding round. A business angel could be involved in event 1 with the focus on making an acquisition. However, an acquisition consumes considerable capital and may require more funding rounds. Then the next occurring event can be the funding round, but the impact of a business angel leads to an acquisition. Splitting the events in two categories, occurring next and occurring ever, allows to test the immediate and delayed effects of external involvement. The following events are available within the dataset:
Acquisition: A company can acquire (part of) another business. A dummy variable signals if the target company acquired (part of) another business. The dataset contains 621 observations where the target company makes an acquisition. 
Has been acquired: A company can also be acquired by another company. A dummy variable signals if the target company has been acquired by another company. The dataset contains 677 observations where the target company has been acquired by another company.
Milestones: A company can reach certain milestones in its years of operations. Milestones are targets with high significance for a company. A dummy variable signals if the target company has reached a milestone. The dataset contains 885 observations where the target company has achieved a milestone.
Funding round: The funding round in event 1 can also lead to a new funding round. A dummy variable signals if the target company has received a funding round. The dataset contains 5,405 observations where the target company has entered another funding round.

5.2
Independent Variables

The independent variables are related to the participants in the funding round (event 1). The dataset contains four different kind of participants in a funding round which are as follows:
Business Angel: This variable states whether there is a business angel involved in the funding round (event 1) or not. This is represented by a dummy variable with a value of 1 if there is business angel involvement and 0 otherwise. This allows for testing the effect of business angel involvement in the funding round. 
Company: A company can invest in other companies as a way of expanding current business activities and/or creating more value for the company. A dummy variable signals if there is a company involved in the funding round or not. This allows for testing the effect of company involvement in the funding round.
Financial Organization: The category financial organization contains the more formal investment organizations. Examples of financial organizations are venture capital firms and banks. A dummy variable signals if there is a financial organization involved in the funding round or not. This allows for testing the effect of financial organization involvement in the funding round.
Business Angel Group: A business angel group, also known as business angel network, is a group of business angels that jointly make investment decisions and invests in other companies. As the investment is done in group form it differs from an individual business angel investing in a company. It can be considered more formal than an individual business angel, but less formal than a financial organization or company. A dummy variable signals if there is a business angel group involved in the funding round or not. This allows for testing the effect of business angel group involvement in the funding round.
These four participants of a funding round can also co-invest in a company. In other words, there can be more than one participant in a funding round. This variable is included in the model to account for effects of the amount of participants.
In line with the funding round variable there is another variable that is the natural logarithm of the amount of funding involved in the next funding round. The natural logarithm has been used because the amount of funding is a variable that is highly skewed. This allows the model to test for the impact on the amount of funding in the next funding round. 

5.3
Control Variables

Control variables have been included in order not to confound the effects of event 1 with other effects. The control variables included are the industry a company operates in and the natural logarithm of the amount of funding involved in the funding round (event 1) because the amount of funding is a variable that is highly skewed. To cope with business cycle effects year dummies have been included. Other firm characteristics that have been included are the natural logarithm of the firm age. Not all observations in the dataset had firm age available as a variable, so a dummy variable was included in the analysis to check if this had a significant influence on the outcomes. This dummy variable is insignificant for all the models.
5.4
Logistic regression model

A logistic regression model is constructed with the above stated independent and control variables. The model calculates the odds ratios. The dependent variable is the event that occurs next after the funding round (event 1). The model is split per event that is analyzed so the dependent variable changes.
Each event consists of a total of four models. The first two models include the certain event as  the next occurring event after event 1 and the last two models include the certain event as ever occurring after event 1. Both the first two and the last two models are split apart in the same manner. The first (and third) model contain a logistic regression without the number of participants and the amount of funding in the funding round (event 1). This is done to test for the impact of the participants in a funding round on the next event occurring. The second and fourth model do include these two variables.

5.5
Descriptive statistics

Table 1 shows the results of the descriptive statistics for the dependent and independent variables. The independent variable Business Angel has a mean of around 0.125. This tells us that in around 12.5% of all funding rounds in the dataset there is business angel involvement. What stands out, however, is that financial organizations are involved in around 90% of all funding rounds in the dataset. The total of all percentages of participants in a funding round exceeds 100% as there can be more than one participant in a funding round. This corresponds with the fact that the number of participants in a funding round has a mean of around 2.4.

	Table 1: Descriptive statistics

Variable
	Mean
	Std.Dev.
	Min.
	Max.

	Business Angel
	0.125
	0.331
	
	

	Company
	0.103
	0.304
	
	

	Financial Organization
	0.900
	0.301
	
	

	Business Angel Group
	0.024
	0.154
	
	

	Number of Participants
	2.425
	1.812
	1
	21

	Log Amount of Funding
	15.338
	1.584
	7.601
	22.182

	
	
	
	
	

	Acquisition next
	0.028
	0.166
	
	

	Milestone next
	0.044
	0.204
	
	

	IPO next
	0.001
	0.025
	
	

	Cease to exist next
	0.003
	0.052
	
	

	Has been acquired next
	0.041
	0.198
	
	

	Funding round next
	0.274
	0.446
	
	

	Log Amount of funding next
	15.594
	1.421
	8.517
	21.886

	Nothing happened
	0.610
	0.488
	
	

	
	
	
	
	

	Acquisition ever
	0.055
	0.228
	
	

	Milestone ever
	0.079
	0.269
	
	

	IPO ever
	0.001
	0.035
	
	

	Cease to exist ever
	0.004
	0.065
	
	

	Has been acquired ever
	0.060
	0.238
	
	

	Funding round ever
	0.480
	0.500
	
	


Note: N = 11,252 observations

Table 2 shows the correlation matrix for the dependent variables that are used in the analysis. Some of the dependent variables are correlated with each other. Especially the variables where the same event is classified as occurring next after event 1 or occurring ever after event 1 are correlated with each other. This is not surprising due to the fact that the number of events per firm is limited. This and other small issues of multicollinearity are regarded as minor issues as the total number of observation is very large (N = 11,252).
Table 3 shows the correlation matrix for the independent variables that are used in the anaylsis. There are only two issues were there is some correlation between two variables. The first one is the correlation between business angels and business angel groups and the second one is the correlation between financial organizations and companies. However, these issues of multicollinearity are regarded as minor issues as the total number of observation is very large (N = 11,252).

Table 2: Correlation matrix dependent variables

	 
	Variable
	1
	2
	3
	4
	5
	6
	 
	7
	8
	9
	10
	11
	12

	
	Event Occuring Next
	
	
	
	
	
	
	
	
	
	
	
	
	

	1
	Acquisition
	 
	
	
	
	
	
	
	
	
	
	
	
	

	2
	Milestone
	-0.04
	 
	
	
	
	
	
	
	
	
	
	
	

	3
	IPO
	0.00
	-0.01
	 
	
	
	
	
	
	
	
	
	
	

	4
	Cease to exist
	-0.01
	-0.01
	0.00
	 
	
	
	
	
	
	
	
	
	

	5
	Has been Acuired
	-0.04
	-0.04
	-0.01
	-0.01
	 
	
	
	
	
	
	
	
	

	6
	Funding Round
	-0.10
	-0.13
	-0.02
	-0.03
	-0.13
	 
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Event Occuring Ever
	
	
	
	
	
	
	
	
	
	
	
	
	

	7
	Acquisition
	0.71
	-0.01
	0.01
	-0.01
	-0.04
	0.06
	
	 
	
	
	
	
	

	8
	Milestone
	0.00
	0.73
	-0.01
	-0.02
	-0.05
	0.04
	
	0.03
	 
	
	
	
	

	9
	IPO
	0.01
	-0.01
	0.71
	0.00
	-0.01
	0.01
	
	0.02
	-0.01
	 
	
	
	

	10
	Cease to exist
	-0.01
	-0.01
	0.00
	0.79
	-0.01
	0.01
	
	-0.02
	-0.02
	0.00
	 
	
	

	11
	Has been acquired
	-0.04
	-0.04
	-0.01
	-0.01
	0.81
	0.02
	
	-0.05
	-0.05
	-0.01
	-0.02
	 
	

	12
	Funding Round
	0.00
	-0.02
	0.00
	0.00
	-0.07
	0.64
	 
	0.10
	0.09
	0.02
	0.02
	0.02
	 


Note: N = 11,252 observations

Table 3: Correlation matrix independent variables

	 
	Variable
	1
	2
	3
	4
	5

	1
	Number of Participants
	 
	
	
	
	

	2
	Business Angel
	0.18
	 
	
	
	

	3
	Company
	0.12
	-0.02
	 
	
	

	4
	Financial Organization
	0.15
	-0.45
	-0.38
	 
	

	5
	Business Angel Group
	0.09
	0.42
	-0.01
	-0.09
	 


Note: N = 11,252 observations

6
Results

This section will present the results for the different logistic regression models. The results are split per event that can occur for a firm after the funding round. The order of events is: the target firm can make an acquisition; the target firm can be acquired by another firm; the target firm can receive another round of funding; the target firm achieves a milestone.
6.1
Acquisition

Table 4 reports the odds ratios for that the target firm makes an acquisition after the funding round. It can be seen from table 4 that for each of the four models the participants of the funding round do not have a significant influence on the odds ratio for an acquisition, with the exception of model 3; ever occurring I. When a company is a participant in the funding round, the odds of making an acquisition increases slightly. However, when a business angel group is participating in the funding round, the odds of making an acquisition decrease to a half.

In the models where the amount of funding is included as a variable in the logistic regression – models 2 and 4 – it can be seen that the amount of funding has a very significant influence on the odds ratio of the firm making an acquisition. With higher amounts of funding the odds of making an acquisition increase. This seems to make sense as with more funding firms have better means to make an acquisition. This line of reasoning suggests that, when assuming that older firms receive more funding in a funding round, if firm age increases the odds for making an acquisition increases as well. It can be seen from the table that for three of the four models, firm age indeed significantly increases the odds for the target firm making an acquisition.

When looking at the different industries included in the dataset, it can be seen from table 4 that for the biotechnology industry the odds of making an acquisition are low and significant. This makes sense for this industry because of the industry structure. For small firms it is, in most cases, not an option to become a large pharmaceutical company. These small firms try to develop a specific product which can then be sold to the large pharmaceutical firms. The same principle holds for the semiconductor industry.

The findings from table 4 seem to suggest that for most industries a funding round is not a good indicator for the odds of the target firm making an acquisition. This holds with the exception of the e-commerce industry, where the odds of making an acquisition are very high and significant.

Table 4: Odds ratios for acquisition by firm after funding round
	Event Acquisition
	Next event I
	Next event II
	Ever occurring I
	Ever occurring II

	 
	Odds Ratio (S.E.)
	Odds Ratio (S.E.)
	Odds Ratio (S.E.)
	Odds Ratio (S.E.)

	Business Angel
	0.86 (0.20)
	1.05 (0.26)
	1.01  (0.16)
	1.12 (0.19)

	Company
	1.29 (0.24)
	0.89 (0.18)
	1.34 (0.18) **
	0.99 (0.15)

	Financial Organization
	1.10 (0.27)
	0.71 (0.23)
	1.28 (0.23)
	0.79 (0.17)

	Business Angel Group
	0.47 (0.29)
	0.47 (0.36)
	0.51 (0.21) *
	0.48 (0.23)

	Number of Participants
	N/A
	1.02 (0.04)
	N/A
	1.03 (0.03)

	Log Funding
	N/A
	1.84 (0.10) ***
	N/A
	1.62 (0.07) ***

	
	
	
	
	

	Industry
	
	
	
	

	Web
	1.37 (0.60)
	2.89 (2.18)
	1.22 (0.45)
	1.74 (0.56) *

	Software
	0.55 (0.25)
	1.22 (0.92)
	0.37 (0.14) ***
	0.54 (0.18) *

	Biotechnology
	0.21 (0.11) ***
	0.29 (0.24)
	0.14 (0.06) ***
	0.15 (0.06) ***

	Other
	0.51 (0.26)
	0.99 (0.80)
	0.29 (0.13) ***
	0.39 (0.16) **

	Advertising
	1.30 (0.62)
	2.40 (1.87)
	1.33 (0.52)
	1.60 (0.56)

	Cleantech
	0.47 (0.25)
	0.54 (0.44)
	0.65 (0.26)
	0.59 (0.22)

	Consulting
	0.96 (0.64)
	
	
	1.08 (0.53)

	E-commerce
	2.08 (0.98)
	3.97 (3.07) *
	1.72 (0.66)
	2.30 (0.80) **

	Enterprise
	1.26 (0.59)
	2.33 (1.81)
	1.04 (0.40)
	1.31 (0.46)

	Games & Video
	1.32 (0.61)
	2.10 (1.62)
	1.01 (0.39)
	1.12 (0.40)

	Hardware
	0.28 (0.17) **
	0.53 (0.46)
	0.12 (0.07) ***
	0.15 (0.08) ***

	Mobile
	1.47 (0.66)
	2.14 (1.65)
	1.28 (0.48)
	1.40 (0.47)

	Networking
	0.86 (0.45)
	1.28 (1.05)
	0.84 (0.35)
	0.96 (0.38)

	Public Relations
	0.76 (0.43)
	1.32 (1.14)
	0.67 (0.30)
	0.84 (0.35)

	Search
	2.04 (1.05)
	3.29 (2.65)
	1.72 (0.70)
	2.00 (0.75) *

	Security
	
	1.91 (1.62)
	0.78 (0.36)
	

	Semiconductor
	0.15 (0.13) **
	0.24 (0.24)
	0.07 (0.05) ***
	0.07 (0.05) ***

	
	
	
	
	

	Log Firm Age
	2.05 (0.21) ***
	1.25 (0.17)
	1.81 (0.15) ***
	1.18 (0.12) *

	
	
	
	
	

	Log Pseudolikelihood 
	-1356.81
	-1142.62
	-2196.33
	-1911.72

	Year dummies included
	 
	 
	 
	 


Note: 
N = 11,252 observations
* Significant at 10% level; ** Significant at 5% level; *** Significant at 1% level

6.2
Has been acquired

Table 5 reports the odds ratios for that the target firm is acquired after the funding round. It can be seen from table 5 that for the models where the number of participants and the amount of funding variables are excluded - models 1 and 3 – the participation of a financial organization in the funding round significantly increases the odds for that the target firm is acquired. This can be explained in terms of the exit strategy that financial organizations use with their investments. If the target company is acquired the financial organization receives its (positive) return on investment. VentureOne (2002) states that even during the venture capital investment boom leading to the internet bubble and its aftermath, venture capitalist more frequently exited through acquisition rather than with an IPO (Hellman, 2006). This is in line with the results from table 5.

Another significant outcome is that firm age increases the odds that the target company is acquired. When firms become older, the likelihood of being acquired increases for the firms.

When looking at the different industries included in the dataset, it can be seen from table 5 that for the advertising industry the odds of the target firm ever being acquired are high and significant. 

Table 5: Odds ratios for firm being acquired after funding round
	Event Has been Acquired
	Next event I
	Next event II
	Ever occurring I
	Ever occurring II

	 
	Odds Ratio (S.E.)
	Odds Ratio (S.E.)
	Odds Ratio (S.E.)
	Odds Ratio (S.E.)

	Business Angel
	1.17 (0.22)
	0.74 (.18)
	1.29 (0.19) *
	0.77 (0.15)

	Company
	1.36 (0.22) **
	1.13 (0.20)
	1.26 (0.18)
	1.07 (0.16)

	Financial Organization
	1.70 (0.37) **
	1.25 (0.35)
	1.81 (0.34) ***
	1.29 (0.30)

	Business Angel Group
	0.94 (0.34)
	1.29 (0.51)
	0.63 (0.22)
	0.88 (0.32)

	Number of Participants
	N/A
	1.12 (0.03) ***
	N/A
	1.14 (0.03) ***

	Log Funding
	N/A
	1.07 (0.04)
	N/A
	1.03 (0.04)

	
	
	
	
	

	Industry
	
	
	
	

	Web
	2.44 (1.47)
	1.13 (0.40)
	2.70 (1.42) *
	1.53 (0.52)

	Software
	1.20 (0.72)
	0.60 (0.21)
	1.14 (0.60)
	0.68 (0.23)

	Biotechnology
	1.05 (0.65)
	0.46 (0.18)
	1.27 (0.69)
	0.66 (0.24)

	Other
	1.19 (0.75)
	0.55 (0.22)
	0.90 (0.50)
	0.51 (0.20) *

	Advertising
	2.08 (1.31)
	1.15 (0.45)
	2.85 (1.54) **
	1.90 (0.69) *

	Cleantech
	0.43 (0.31)
	0.18 (0.10) ***
	0.48 (0.30)
	0.26 (0.13) ***

	Consulting
	
	0.55 (0.37)
	
	0.65 (0.40)

	E-commerce
	1.53 (1.00)
	0.88 (0.38)
	1.78 (1.00)
	1.16 (0.47)

	Enterprise
	1.53 (0.97)
	0.72 (0.29)
	1.53 (0.85)
	0.85 (0.33)

	Games & Video
	1.85 (1.14)
	0.96 (0.37)
	2.60 (1.39) *
	1.58 (0.57)

	Hardware
	1.02 (0.67)
	0.46 (0.20) *
	1.36 (0.76)
	0.75 (0.30)

	Mobile
	1.72 (1.06)
	0.79 (0.30)
	2.19 (1.17)
	1.20 (0.42)

	Networking
	2.45 (1.54)
	1.22 (0.48)
	2.86 (1.56) **
	1.65 (0.62)

	Public Relations
	1.03 (0.71)
	0.51 (0.25)
	0.72 (0.45)
	0.41 (0.20) *

	Search
	2.10 (1.40)
	1.00 (0.47)
	2.55 (1.46) *
	1.24 (0.53)

	Security
	2.06 (1.39)
	
	1.76 (1.07)
	

	Semiconductor
	1.38 (0.90)
	0.53 (0.23)
	1.56 (0.88)
	0.68 (0.27)

	
	
	
	
	

	Log Firm Age
	1.54 (0.17) ***
	1.37 (0.17) ***
	1.41 (0.13) ***
	1.26 (0.13) **

	
	
	
	
	

	Log Pseudolikelihood 
	-1800.32
	-1613.09
	-2389.20
	-2106.15

	Year dummies included
	 
	 
	 
	 


Note: 
N = 11,252 observations
* Significant at 10% level; ** Significant at 5% level; *** Significant at 1% level
6.3
Funding Round

Table 6 reports the odds ratios for that the target firm receiving another funding round after the funding round. It can be seen from table 6 that for each of the four models, most of the participants of the funding round do have a significant influence on the odds ratio for another funding round occurring, with the exception of model 2; next event II. Especially when a financial organization is participating in a funding round, the odds of another funding round occurring are significantly higher. This can be explained due to investment strategies handles by financial organizations. Financial organizations often invest in the target company through multiple rounds. The participation of a business angel also significantly increases the odds of another funding round occurring. Business angel financing is often early stage financing where it is likely that the target company receives additional funding in later stages of financing.

For three of the four models – models 1, 2 and 4 – the firm age significantly reduces the odds for another funding round occurring. This makes sense as older firms have less frequent funding rounds in comparison with startups and young firms.

When looking at the different industries included in the dataset, it can be seen from table 6 that for most industries included in the model, the odds of another funding round occurring are high and significant. This makes sense as funding round occur often and are frequently represented in the dataset. 

Table 6: Odds ratios for another funding round after funding round
	Event Funding Round
	Next event I
	Next event II
	Ever occurring I
	Ever occurring II

	 
	Odds Ratio (S.E.)
	Odds Ratio (S.E.)
	Odds Ratio (S.E.)
	Odds Ratio (S.E.)

	Business Angel
	1.48 (0.13) ***
	1.25 (0.13) **
	1.45 (0.12) ***
	0.99 (0.09)

	Company
	1.16 (0.10) *
	1.08 (0.10)
	1.36 (0.10) ***
	0.96 (0.08)

	Financial Organization
	1.48 (0.15) ***
	1.19 (0.15)
	2.24 (0.19) ***
	1.22 (0.13) *

	Business Angel Group
	0.83 (0.14)
	0.84 (0.15)
	0.71 (0.10) **
	0.79 (0.13)

	Number of Participants
	N/A
	1.05 (0.02) ***
	N/A
	1.18 (0.02) ***

	Log Funding
	N/A
	1.07 (0.02) ***
	N/A
	1.20 (0.02) ***

	
	
	
	
	

	Industry
	
	
	
	

	Web
	1.30 (0.35)
	1.00 (0.19)
	2.12 (0.46) ***
	1.19 (0.21)

	Software
	0.77 (0.21)
	0.55 (0.10) ***
	1.03 (0.22)
	0.49 (0.08) ***

	Biotechnology
	1.46 (0.40)
	1.03 (0.20)
	1.50 (0.33) *
	0.57 (0.10) ***

	Other
	0.43 (0.13) ***
	0.31 (0.07) ***
	0.58 (0.13) **
	0.28 (0.05) ***

	Advertising
	2.23 (0.63) ***
	1.69 (0.35) ***
	3.48 (0.80) ***
	1.75 (0.34) ***

	Cleantech
	2.26 (0.64) ***
	1.60 (0.33) **
	1.75 (0.40) ***
	0.69 (0.13) **

	Consulting
	
	0.67 (0.23)
	
	0.44 (0.12) ***

	E-commerce
	1.54 (0.45)
	1.21 (0.27)
	1.88 (0.44) ***
	0.99 (0.20)

	Enterprise
	2.36 (0.66) ***
	1.79 (0.37) ***
	2.91 (0.67) ***
	1.44 (0.28) *

	Games & Video
	1.44 (0.40)
	1.06 (0.21)
	2.34 (0.53) ***
	1.19 (0.22)

	Hardware
	1.46 (0.42)
	1.02 (0.22)
	1.62 (0.38) **
	0.68 (0.13) **

	Mobile
	1.93 (0.53) **
	1.40 (0.27) *
	2.83 (0.64) ***
	1.34 (0.25)

	Networking
	1.34 (0.39)
	1.06 (0.23)
	1.74 (0.42) **
	0.82 (0.17)

	Public Relations
	0.85 (0.26)
	0.62 (0.15) **
	1.01 (0.26)
	0.47 (0.10) ***

	Search
	1.61 (0.49)
	1.16 (0.28)
	3.54 (0.93) ***
	1.84 (0.44) ***

	Security
	1.46 (0.46)
	
	2.24 (0.59) ***
	

	Semiconductor
	1.23 (0.36)
	0.81 (0.18)
	1.51 (0.36) *
	0.54 (0.11) ***

	
	
	
	
	

	Log Firm Age
	0.61 (0.03) ***
	0.53 (0.03) ***
	1.08 (0.04) **
	0.83 (0.04) ***

	
	
	
	
	

	Log Pseudolikelihood 
	-5484.98
	-4944.39
	-7288.80
	-6338.77

	Year dummies included
	 
	 
	 
	 


Note: 
N = 11,252 observations
* Significant at 10% level; ** Significant at 5% level; *** Significant at 1% level
6.4
Milestones

Table 7 reports the odds ratios for that the target firm achieves a milestone after the funding round. It can be seen from table 7 that for each of the four models, business angel participation in the funding round significantly increases the odds of a milestone occurring. This can be explained due to the fact that business angels are most of the times involved in startups and young firms. Younger firms grow, and get financed accordingly, using preset milestones. This assumptions holds less for older firms. This can be seem from table 7, where the odds of the target firm achieving a milestone significantly decrease with firm age.

The idea of firms growing through preset milestones is backed up by the results from the industry variables. All significant odds in the different industries represent increased odds of the target firm achieving a milestone. When comparing the milestone as the next event occurring with the milestone with ever occurring, table 7 shows that the odds for the milestone occurring almost double.

Table 7: Odds ratios for firm achieving milestone after funding round
	Event Milestone
	Next event I
	Next event II
	Ever occurring I
	Ever occurring II

	 
	Odds Ratio (S.E.)
	Odds Ratio (S.E.)
	Odds Ratio (S.E.)
	Odds Ratio (S.E.)

	Business Angel
	1.42 (0.22) ***
	1.46 (0.27) **
	1.58 (0.19) ***
	1.69 (0.24) ***

	Company
	1.35 (0.20) **
	1.27 (0.22)
	1.37 (0.16) ***
	1.25 (0.16) *

	Financial Organization
	1.12 (0.19)
	0.97 (0.20)
	1.34 (0.18) **
	1.12 (0.18)

	Business Angel Group
	0.81 (0.24)
	0.82 (0.27)
	0.84 (0.19)
	0.82 (0.21)

	Number of Participants
	N/A
	1.03 (0.03)
	N/A
	1.01 (0.02)

	Log Funding
	N/A
	1.15 (0.05) ***
	N/A
	1.19 (0.04) ***

	
	
	
	
	

	Industry
	
	
	
	

	Web
	7.94 (8.02) **
	6.93 (6.98) *
	14.22 (14.34) ***
	12.98 (13.04) ***

	Software
	3.68 (3.73)
	3.03 (3.07)
	4.82 (4.88)
	3.94 (3.97)

	Biotechnology
	0.68 (0.74)
	0.55 (0.60)
	0.90 (0.95)
	0.72 (0.76)

	Other
	1.15 (1.25)
	0.94 (1.04)
	1.65 (1.74)
	1.27 (1.35)

	Advertising
	7.61 (7.77) **
	5.32 (5.43) *
	18.08 (18.32) ***
	14.46 (14.61) ***

	Cleantech
	1.27 (1.37)
	1.00 (1.07)
	6.06 (6.21) *
	4.41 (4.51)

	Consulting
	
	
	
	

	E-commerce
	4.18 (4.33)
	2.85 (2.98)
	7.04 (7.22) *
	5.75 (5.89) *

	Enterprise
	7.02 (7.18) *
	5.78 (5.90) *
	11.87 (12.06) **
	10.09 (10.22) **

	Games & Video
	8.07 (8.20) **
	6.24 (6.34) *
	14.62 (14.79) ***
	11.81 (11.92) ***

	Hardware
	1.55 (1.68)
	1.33 (1.45)
	3.65 (3.80)
	3.12 (3.23)

	Mobile
	7.18 (7.30) **
	5.74 (5.83) *
	11.80 (11.95) **
	9.35 (9.44) **

	Networking
	6.18 (6.39) *
	4.75 (4.92)
	9.97 (10.20) **
	7.34 (7.52) **

	Public Relations
	2.57 (2.80)
	1.19 (1.38)
	4.11 (4.31)
	2.36 (2.52)

	Search
	7.68 (7.99) **
	6.28 (6.53) *
	14.47 (14.83) ***
	11.92 (12.19) **

	Security
	3.48 (3.85)
	3.04 (3.35)
	4.93 (5.28)
	4.30 (4.58)

	Semiconductor
	1.05 (1.22)
	0.82 (0.95)
	0.91 (1.06)
	0.72 (0.83)

	
	
	
	
	

	Log Firm Age
	0.79 (0.07) ***
	0.65 (0.07) ***
	0.81 (0.06) ***
	0.66 (0.05) ***

	
	
	
	
	

	Log Pseudolikelihood 
	-1812,36
	-1543,40
	-2768,88
	-2411,65

	Year dummies included
	 
	 
	 
	 


Note: 
N = 11,252 observations
* Significant at 10% level; ** Significant at 5% level; *** Significant at 1% level
7
Conclusion

The goal of this research is to gain insights in the impact of a funding round with external participants for a firm in terms of events following after that funding round. This is formulated with the following research question: What is the impact of different external participants on events that occur for a firm after the funding round where these participants are involved in? The previous section presented the results for the different logistic regression models for the dataset.

In terms of a firm making an acquisition after the funding round, the findings suggest that external participants have no significant influence on the odds of an acquisition occurring. With higher amounts of funding the odds of making an acquisition significantly increase. This seems to make sense as with more funding firms have better means to make an acquisition. This line of reasoning is supported that, when assuming that older firms receive more funding, an increase in firm age leads to an increase in the odds of making an acquisition. When firms become older and bigger, possibilities for organic growth become more scarce. Additional methods for firm growth are used. The target firm can acquire another firm in order to achieve growth, as acquisitions provide a relatively quick way to grow substantially. When managers’ reward has a short term orientation, they may choose to engage in an inefficient acquisition in order to achieve personal gains at the expense of other stakeholders in the firm (Kroll et al., 1997; Schmidt & Fowler, 1990). Especially for large firm this line of reasoning holds. The findings also suggest that for most industries a funding round is not a good indicator for the odds of the target firm making an acquisition. Acquisition is more age (and funding) related than industry specific. 
In terms of a firm being acquired after the funding round, the findings suggest that the participation of a financial organization in the funding round significantly increases the odds that the target firm is acquired. Participants from the formal venture capital market use exit strategies with the firms they invest in. This is done in order to generate a positive return on investment, since most younger firms are unable to pay dividends or buy back shares (Schwienbacher, 2008). Overall, the most successful exit strategy is considered to be an initial public offering (IPO). An IPO provides the investor with the largest return on its investment. Hence, most theories about firm financing only consider IPOs. IPOs, however, occur less frequent than acquisitions. VentureOne (2002) states that even during the venture capital investment boom leading to the internet bubble and its aftermath, venture capitalist more frequently exited through acquisition rather than with an IPO (Hellman, 2006). The results of the regression corresponds with this theory.

The results also show that firm age has a significant influence on the odds that the target firm is acquired. Two explanations can be linked to this finding. As investors make use of exit strategies to generate a positive return of investment, they sell their investment at some point. The odds of selling increases over time, as little investments are done for infinity. At some point, the investors exit the firm by selling it and the firm is then acquired by another firm (Schwienbacher, 2008). The other explanation is that most firms eventually do cease to exist, one way or another. This outcome corresponds with this organizational life cycle theory. The findings also show that for certain industries, like advertising, the odds of the target firm being acquired a very high and significant. Research has shows that in the United States, merger and acquisition activities are very frequent in the advertising industry, especially for advertising service firms (Ki & Khang, 2008).
In terms of a firm receiving another funding round after the funding round, the findings suggest that most external participants do have a significant positive influence on the odds of another funding round occurring. Especially when a financial organization is participating in the funding round. This can be explained due to investment strategies handles by financial organizations. Financial organizations often invest in the target company through multiple rounds. The participation of a business angel also significantly increases the odds of another funding round occurring. Business angel financing is often early stage financing where it is likely that the target company receives additional funding in later stages of financing. Again with this event, firm age has a significant influence on the odds for a funding round occurring. However, this time it significantly reduces the odds. This makes sense as older firms have less frequent funding rounds in comparison with startups and young firms. When looking at the different industries included in the dataset, it can be seen from table 6 that for most industries included in the model, the odds of another funding round occurring are high and significant. This makes sense as funding round occur often and are frequently represented in the dataset. 
In terms of a firm achieving a milestone after the funding round, the findings suggest that business angel participation significantly increases the odds of a milestone occurring. As business angels are most of the time involved in startups and young firms, these findings make sense. Startups and young firms are growing, and get financed accordingly, through preset milestones. This is supported by the findings that an increase in firm age significantly reduces the odds of a firm achieving a milestone.

By including business angels this study can widen the understanding of the total venture capital market. Especially the impact of external participants on the innovative, high-growth startups and young firms that are responsible for a large portion of employment creation. In addition, it is also important for practice. Other countries have often tried to replicate the structure of the United States venture capital market (Megginson, 2004). By widening the understanding of the venture capital market, policymakers can be more aware of the important factors contributing to firm development. These factors are represented in this study by the external participants in a firm and firm development is represented by quantative measures: the events that can occur for a firm.
However, studies have shown that venture capital investments can have a negative effect on industry performance. Research by Loughran and Shive (2007) showed that there may be a downside to increased venture capital funding. High levels of funding for firms that are not traded publicly can negatively affect other firms in that industry that are publicly traded. Besides a decline in valuation on the stock market, Loughran and Shive also find a decline in future return on assets. By overfunding an certain industry, it could be that the entire industries’ performance declines in the future. 

Policymakers should be aware of the positive and negative effects of venture capital financing. Countries should not just try to replicate the United States venture capital market. As the goal of this research is to gain insights in the impact of a funding round with external participants for a firm in terms of events following after that funding round. This is formulated with the following research question: What is the impact of different external participants on events that occur for a firm after the funding round where these participants are involved in? 

The results have shown that the impact differs for different participants and industries, from which can be concluded that it is not enough to try to create one ‘general’ venture capital market. Differences between industries and participants shows the requirement for more research, as well as a good focus when trying to assist the development of a venture capital market.
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Discussion
This research contributes to academic understanding of firm events and factors that influence it. By using a large dataset, this research has been able to provide a solid and statistically significant base for further research. However, despite the large number of observations in the dataset there are still some drawbacks for this study. Some of them lead to interesting suggestions for further research.

First of all, the number of observations where a firm goes public through an initial public offering is very limited. Because this number of observations is so limited, it could not be used in this research. However, as the dataset that was used is continuously expanding, the number of IPO observation is also increasing in this dataset. As an IPO can be considered as a successful exit strategy for investors, it would be interesting to compare this exit strategy with other exit strategies (being acquired) and if certain participants in the funding round increase the odds that this successful exit strategy occurs.

Second, the number of employees was only available for 28% of all observations. It would be interesting to see this percentage expand, as this variable is often used as a measure for firm growth. Further research could compare the change in number of employees with funding rounds and milestones occurring to create a better understanding of a firms growth trajectory. Research by Davila et al. (2003) investigates the impact of venture capital financing on the growth of startups. Grounded in signaling theory, they find that growth in the number of employees is clustered prior, during and after a funding round. It would be interesting to compare their findings with this dataset and other events that can signal high quality firms (achieving milestones etc.)

Third, the number of observations where a business angel is participating in a funding round is still limited. Many studies have shown that the informal venture capital market (business angels) in the United States and the United Kingdom is the largest source of financing available for young firms and startups (Mason & Harrison, 1996). Investments by business angels exceed investments by venture capitalists. It is estimated that annual total investments by the informal venture capital market in the United States and the United Kingdom are two to five times larger than that of the formal venture capital market (Freear et al. 1997; Mason & Harrison, 1993; Wetzel, 1987). The average investment by business angels is much smaller than that by venture capitalist. However, if this is linked to the estimate that business angels’ total annual investment is two to five times larger, it is estimated that the annual total number of investments by business angels is 30 to 40 times higher than by venture capitalists (Van Osnabrugge, 2000; Wetzel & Freear, 1996). The dataset used contains more observations of business angel investments than that was used in prior research. However, in comparison with the number of observations of investments by companies and financial organizations, the number of business angel investments is still very low. The often stated paucity of data on angel financing still exists. (Goldfarb et al., 2008). As the dataset used in this research is continuously expanding, it would be interesting to see if the stated paucity of data on angel financing diminishes. This would allow for more solid testing of the impact of angel financing on firms.
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