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THE ECONOMIC NATURE OF VENTURE CAPITAL AS A SOURCE TO
FINANCE INVESTMENT RISK PROJECTS

The problem of the operation of venture capital in Ukraine as an alternative source of financing investment
projects has been considered in the article. Venture investment is a specific kind of investments in high-tech
manufacturing, the prospect of significant revenue which has a high degree of risk. To avoid completely the threat of loss
of capital invested in venture funding is almost impossible because innovation and risk are the two interrelated categories:
it is very difficult to predict what kind of innovation will be successful in the market and which will not be in demand. It
should also be noted that the present legal framework that regulates the formation of venture capital and venture capital
funds in Ukraine needs to be improved by making appropriate changes and additions to tax, customs and banking law, the
establishment of appropriate legal mechanisms for the development of the secondary securities market, including
securities exchange of venture enterprises, electronic trading systems etc. The aim of the article is to clarify the nature of
venture capital, to determine its role in the economy and to assess the predictability of time series of venture investment in
Ukraine. Scientific novelty is the use of Hurst parameter for assessing the predictability of time series, the number of
venture CII, value of the assets of venture CII, net asset value (NAV) of venture CII, NAV share in venture CII in NAV of
all CII and measures that will affect the effective organization of the markets of venture capital in Ukraine have been
suggested. The results are of practical importance for the venture business with tactical and strategic planning of behavior
in the market to finance investment projects. This theme has the prospect of further research, which will be based on the
study of three global models such as American, European and mixed, which in turn will make it possible to develop
criteria for the efficient functioning of markets and venture capital investments in Ukraine.
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INTRODUCTION
studied scientists O. Lapko [1], who focuses on the study

Problem. Integration course for the European  of venture capital to finance innovation development of

Union that Ukraine has chosen for itself requires the
formation of a highly modern economy based on the latest
achievements in science, technology, economics and other
fields. Realization of this goal requires attracting
significant investment resources and search for sources of
investment. This source of investment can be a venture
capital, which under certain circumstances can be an
effective source of financial support for scientific
developments and transform them into competitive
product.

Analysis of recent research and publications.
Issues of venture capital investments in Ukraine have

economy, M. Dolishnya [2] researches the problems and
prospects of business investment in Ukraine, E.
Zrazhevets’ [ 3] proposes improving the financial
mechanism of venture investments for social and economic
development, M. Mykhaylovs’ka [4] applied fractal
analysis to assess self-organization of investment process
in the context of globalization.

The aim of the article (problem). The aim of the
article is to explain the nature of venture capital, to
determine its role in the economy and to assess the
predictability of time series of venture investment in
Ukraine.
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RESULTS

The economic nature of venture capital is based on
close interaction and interpenetration of different
mechanisms and instruments for share, equity and debt
capital forms, depending on the national characteristics of
the financial system of the country. Latter greatly expands
the range of sources of venture financing, which may be
the own resources of the enterprise (profit, amortization
fund, and other resources equivalent to own); capital raised
through the issue and placement of shares on the stock
market; investments of pension and venture funds,
corporations and foreign investors, savings of individuals
or loan (government agencies, commercial banks and

others).

Venture capital is a product of the evolution of
financial capital. Venture capital and the financial capital
are combined by general formula of movement I' - I'’, as
well as general sources of their formation - loan and
equity.

Analysis of the available scientific literature
revealed that venture capital is seen not only as a financial
instrument, but also as a means of creating added value.
Considering the functioning of venture capital in a market
economy, it is important to outline the features of its cycle,
because, determining the cycle, one can better understand
its economic nature (Fig. 1) [3]:

\VCF\
M—‘BAﬁ En — P, — COl — RVC'
w CVF—
/

where M — money capital; LC — loan capital; VC — Venture Capital; Eq — equity; VCF — venture capital funds; BA
— Business Angels; CVF — corporate venture funds; En — enterprise; P, — the company through a period of time t; COI —

coming out of investments; RVC '— return on venture capital

Fig. 1. The scheme of circulation of venture capital in a market economy

Venture financing is a particular form of
manifestation of venture capital. Venture capital is realized
in motion through all aspects of production, providing
value and surplus value, which are embodied in the
intellectual product of the conversion value in founding
income or profit.

The experience of developed countries that have
used venture capital industry to create a competitive
economy, convincingly evidences a significant increase in
production of competitive products, accelerated use of the
latest technologies in all industries, increase of
employment etc.

Venture investment funds that operate in many
countries are investing the accumulated funds in risky
projects. They typically invest in companies that are
engaged in the implementation of the latest scientific
developments and operate in the field of innovation. In
Ukraine, venture capital funds have specifics on
procedures for their establishment, operation and activities.

Asset Management Company (AMC) is a legal
entity that performs asset management on the basis of the
relevant license for such activity. One of the main
functions of the AMC is search of investors through the
announcement of the placement of investment certificates
of funds, the formation of funds of venture capital,
investment strategy development of venture funds,
consulting of potential investors, help to choose the funds
that best meet customer expectations etc. AMC has the
possibility to simultaneously manage assets of several
investment funds, but is also fully liable for damages of the
fund [8].

According to the legislation venture funds are
recognized as non-diversified collective investment
institutions (CII) (funds without rigid requirements for
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dispersal of its assets among different objects of
investment activity), and this allows them to keep in its
portfolio controlling stakes of other companies, and to
have a large amount of securities not admitted to trading
on a stock exchange or trade — information network as a
part of its assets.

Venture capital funds compared to the other forms
of collective investment institutions are the most risky for
investors, because of the lack of strict legal requirements
regarding the composition and structure of assets of these
funds and operations with them that are characteristic for
other CII. The smallest regulatory requirements are
imposed on venture fund by the legislation this is what
makes it a flexible instrument for investment programs.

However, the increased riskiness of venture funds
does not deter investors, because it is compensated by
broad investment opportunities of such funds, the effective
use of which can bring more profits to investors and other
benefits than investing in other CII. That's why venture
funds are popular in Ukraine. In total assets of Ukrainian
CIl venture funds share exceeds 90%. Over the past year
their assets have grown by 20% and are now about 105 bin
UAH [8].

A positive step towards the development of joint
investment was the adoption of amendments to the Law of
Ukraine «On Joint Investment Institutions», which allowed
individuals to participate in venture CIlI [5].

Venture funds, like any other collective investment
institute under Ukrainian legislation are exempt from
income tax and VAT until the completion of the work and
payment of dividends. This allows for loss-free
reinvestment of the money from the project. Accumulating
income within the venture capital fund, the investor can
reinvest it in other projects without paying taxes [6].
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National venture capital funds are used extremely
actively to finance various building projects. The essence
of such funding is as follows: project developer creates and
forms venture fund by selling investment certificates to a
certain circle of investors. Then venture fund sends money
received from the sale of certificates to the developer.
After completion of construction the developer transfers
the construction to investors as income. In their turn, they
sell the property and get the money, and the fund continues
to operate without paying taxes, because taxes and fees it
has to pay only in case of closure. In addition, venture
capital funds provide an opportunity to invest abroad, to
implement bill schemes, to receive loans secured by assets.

Thus, in contrast to other structures, funds have an
advantage: if they have earned income this year, it does not
mean that they have to pay tax the same year - this can be
done with the liquidation of the fund. There are funds
established for 20 and 25 years. One can establish a fund
for 50 years or even 150 years. [9] There is no restriction
in the law in this respect. This allows investors to freely
dispose of their investments and assets.

One reason for the increased interest in the venture
funds is that they allow to safely «mask» the real owner of
the business.

The need for registration of personal assets to the
fund may be caused by the fact that a person, for example,
a civil servant, is not allowed for various reasons to
directly own a business or wants to optimize the
mechanism of participation in the management of the
property. For such purposes, assets are transferred to
private venture funds.

Taking into account the above-mentioned
advantages of venture capital funds, it becomes clear why
businessmen and officials began to transfer their property,
particularly real estate, in such institutions lately. The
possibility of introducing luxury tax in Ukraine has also
played its role in this issue. Rich property owners began to
fear the introduction of this tax. Therefore, they actively
transfer their real estate to venture Cll hoping they will not
have to pay luxury tax.

In order to analyze trends in venture investing in
Ukraine let’s use the dynamics of the main indicators of
venture CII in Ukraine for the period 2009-2013 and on the
basis of the Hurst exponent give characteristic of
predictability of their development.

One of the indicators of predictability in the time
series is Hurst exponent H:

1. The value of H > 0,6. The greater the value of H,
the greater is the persistence of trend relating to the
relevant period of time series.

2. If values of H are significantly greater than 0.5
studied time series is persistent or trend persistent i.e. the
one that supports the current trend (if the number increases
over a period, it is very likely that it will keep this trend
sometime in the future).

3. Trend persistent behavior is reinforced when
approaching H to 1,0. When H is close to 1,0, a series is
less noisy and has more consecutive observations with the
same sign.

4. Continuity of synergies and classical statistical
methods is provided when H > 0,9.

5. The value of H in the range of 0,5 + 0,1 (0,4 ...
0,6) corresponds to the chaotic behavior of a time series,

«maximum randomness» and, consequently, the least
reliable forecast or the least predictability, a series is
characterized by «complete unpredictability»,
characterized by cyclicality, frequent change of trends,
accompanied by a loss of persistence.

6. The value of H in the range of 0,3 = 0,1 (0,2 ...
0,4) indicates that this segment of time series inherent anti
persistence: the one that does not support the current trend.

7. The value of H in the range 0 ... 0,1 corresponds
to the maximum fractal dimension of the time series and
full uncertainty as for predictability. Random process with
H in the range 0 ... 0,1 corresponds to Brownian random
process for which there are no memory effects or processes
occur in which there is no trend.

It is advisable to use the Hurst exponent to forecast
values combined with neural networks, especially in the
unpredictable behavior of the series.

Algorithm for calculating Hurst exponent is
presented in the form:

1. The average value of the time series:

1 N
<X>N :sz’t
t=1 : (]_)
2. The accumulated deviations of number of

X
measurements X from the average < >N ,
=35~ 09,)

3. The scale of the time series:

; 2
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4. The standard deviation:

5. Hurst exponent:
log (B)
_ S
"o Iog(ﬁj
2 (4)

Dynamics of the main indicators of venture
collective investment institutions (Cll) during 2009-2013
and their predictability is provided in Table 1.

Dynamics of the main indicators of venture CIl of
Ukraine during the period shows that the venture ClI
provided the growth of assets of collective investment
institutions in Ukraine, while others, reduced the amount
of assets. In particular, over the last five years, both
general and net asset value of venture CIl has more than
doubled. Finally, venture sector has increased market share
of assets to 94.61%.

As can be seen from Table 1, the time series, the
number of venture CIl and the share of NAV in the venture
CIl in NAV of all ClIl, % are characterized by Hurst
exponents 0,38 and 0,32, respectively (range from 0,2 to
0,4), it indicates that in this interval of time series they are
characterized by anti persistence that is such behavior does
not support the current trend, in this case tends to increase,
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Figure 2, Figure 5 (the growth rate in the year 72,8 billion
UAH and 0,73% respectively). So change to the opposite

tendency — decrease — is possible.

Table 1

Dynamics of the main indicators of venture Cl1 of Ukraine during 2009-2013 and their predictability based
on Hurst exponent *

Indicators Years Deviation Hurst
2009 | 2010 | 2011 | 2012 | 2013 | (2013/2009) | exponent

Number of venture CIl 720,00 | 827,00 | 867,00 | 973,00 | 103100 7201 0.38
ﬁfﬁ)va"”e of venture CII (bIn. | 26 55 | 97,00 | 116,90 | 145.90 | 168,20 +922 0,45
The net asset value (NAV) of
Tt oI oI, UAL) 66,70 | 86.40 | 103,70 | 129.50 | 149,90 +832 0,44
Share of NAV of venture CIlI in
SRV ot all 11 o 9185 | 9124 | 9198 | 92,99 | 94,61 +2.76 0,32

* Calculated according to the Ukrainian Association of Investment Business [8]

Venture CIl asset value (bln. UAH) and the net
asset value (NAV) of venture CII (bIn. UAH) have Hurst
exponents 0,45 and 0,44 (range from 0,4 to 0,6). The
growth rate in a year is, Figure 3, Figure 4, 23,33 billion
UAH and 20,95 billion UAH respectively. This time series
is characterized by maximum randomness of behavior and

therefore these figures are less predictable, numerical
series is characterized by «complete unpredictability»,
inherent cyclicality and frequent change of trends,

accompanied by loss of persistency.
Fig. 2 shows graphically the number of venture CII
and the trend line.
The number of venture ClI
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Fig. 2. The number of venture ClI

Fig. 3 shows graphically venture CII asset value

(bIn. UAH) and trend line.
y = 23,33x + 50,81
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Fig. 3. Venture Cll asset value (bln. UAH)
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Fig. 4 shows the net asset value (NAV) of venture  CIlI (bln. UAH) and trend line.
y = 20,95x + 44,39
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Fig. 4. The net asset value (NAV) of venture CI1 (bln. UAH)

Fig. 5 shows the share of NAV of venture CIl in  NAV of all Cll (%) and trend line.
The share of NAV of venture CIl in NAV of all CIl (%)
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Figure 5. Share of NAV of venture CIl in NAV of all Cll, %

The structure of investment in venture CIl of 2013 is shown in Figure 6.
Ukraine according to categories of investors in 2009 and

0p 100
84,3 783
80 I
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20
0,01 0,06
0
Legal entities — Legal entities - Individuals - Individuals -
residents non-residents residents

non-residents
] 2009 B 2013

Fig. 6. The structure of investment in venture CII of Ukraine according to categories of investors

According to categories of investors investing in  residents and non-residents, but their share in investments
venture Cll of Ukraine individuals are less active, both  in venture Cll during 2009-2013 increased by 3,35%.
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Unlike individuals it has been determined that the
main investors of venture CIl in Ukraine are legal entities -
residents, despite the reduction in their share by 6.0%.

Foreign investors — legal entities increased their
participation in national venture CIlI by 3.3%, due,
primarily, to increasing their volume of venture
investment.

In general, research of trends of venture investment
in Ukraine allowed allocating a number of problems that
need solving. Thus, the main investors of venture CII are
powerful financial-industrial groups (corporations) that
primarily use fund for national investment projects or
acquisition of businesses securities owned by members of
the fund.

Ukrainian venture CII in choosing investment
object, above all, give priority to projects with medium or
low risk and primarily those which are in the later stages of
development (current production, with great potential) that
does not correspond to the contents of venture investment -
long-term high-risk capital investment in promising high-
tech company focused on the development and production
of high-tech products.

In addition, the success of venture capital should
positively affect the economic environment factors such as:
reorientation of the industrial way of economy to
innovative; stimulating of large industrial structures to the
introduction and wuse of new technologies; active
development of the stock market; suspension of leakage of
highly skilled professionals and talented scientists abroad
etc.

Therefore, taking into account the global innovative
transformations in the world economy representatives of
Ukrainian social and economic systems have to understand
that without timely financing of innovative activity of
enterprises, organizations and institutions of Ukraine, we
cannot follow the innovative way, like the world's leading
countries.

For the purpose of innovation activity and
improving the organizational structure of wventure
businesses government policy of Ukraine should promote
the development of venture business and be conducted
comprehensively at all levels.

At the state level (first level) the concept of venture
business participation in the implementation of scientific
and technical program of the country should be developed,
which is defined by its participation in the implementation
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IrnaTumun Mapia BacuiiBna, Irnarnmun Mukona IBanoBny

EKOHOMIYHA ITPUPOJA BEHUYPHOI'O KANITAJNY SHAK JJ/KEPEJA ®IHAHCYBAHHS
IHBECTULIMHUX PU3UKOBUX MPOEKTIB

Cmammsa npuceauena aKmyaibHiti npobnemi QYHKYIOHYBAHHA GeHUYPHO20 Kanimany 6 Ykpaiui ax
ANbIMEPHAMUBHO20  Oxcepend (QIHAHCYBAHHA [H8ecmMUYIHUX npoekmis. Benuypne ineecmyganus € cneyugiunum
PIi3HOBUOOM DIHAHCOBUX BKIAOEHD Y GUCOKOMEXHONO2IYHE BUPOOHUYMEBO, NEPCNEKMUBA OMPUMAHHS 3HAYHUX NPUOYMKIE Y
SAKOMY MEICYE 3 BUCOKUM cmynenem pusuxy. Tlognicmio ynuknymu 3a2po3 émpamu 6K1a0eH020 KAnimany y eHUYPHOMY
@inancysanni NPaKMU4HO HEMOJICIUBO, OCKINbKU [HHOGAYIA MA pU3UK SUCMYNAIOMbL 080MA  83AEMO3ANEIHCHUMU
Kamezopisamu: 0yxce 8ajx3cKo nepeddayumiu, sike came HOB086e0eHHA 0OyOe Mamu YChnix HA PUHKY, a sAKe He 6yoe
Kopucmyeamucs nonumom. Heobxiono maxodc koncmamysamu, wjo HA CbO20OHi HOPMAMUBHO-NpAsosa 6Oasa, aKa
peaynioe QyHKYiOHy8anHa 6eHyypHO20 OizHecy ma YmeopeHHs eeHuypHux Gondie 6 Ykpaini nompebye yOOCKOHANEHHA
WIIAXOM 6HeceHHs BIONOGIOHUX 3MiH MA OONO08HEeHb 00 NOOAMK08020, MUMHO20 | OGAHKIECLKO20 3aKOHOO0ABCMSA,
CMBOPEHHS HANEHCHUX NPABOBUX MEXAHIZMIE O PO3GUMKY 6MOPUHHO20 POHO0B020 PUHKY, 30Kpema Oipi#co60i mopeieni
YIHHUMU NANepamu GeHYYPHUX NIONPUEMCIMG, CUCMEMU eleKMPOHHUX mopzie mowjo. Memow cmammi € 3’Acy6anHs
npupoOU 8eHYYPHO2O KANIMATY, BUSHAYEHHS 1020 PO 8 eKOHOMIYI KpAiHUu ma OYiHUMu NPOSHO308AHICHb YACOBUX PAOIE
8eHyypHO2O ingecmysanns 6 Yxpaini. Haykoeoio HOSU3MOI € 3acmocysanHa nokasHuxka Xepcma 01a OYiHKU
npocHO308aHOCMI Yacosux pAaodis, xintbkocmi eenuyphux ICI, eapmocmi axmusie eenuyypuux ICI, eapmocmi uucmux
axmusig (BUA) eenuypuux ICI, uacmxu BYA eenuyprux ICI ¢ B4YA ecix ICI ma 3anpononosano 3axo0u aKi 6NauHyms Ha
ehekmusHy opeaHizayilo puHKie eHuypHUX iHeecmuyil 6 Yxpaini. Ompumani pe3yrbmamu Maroms APAKMUYHE 3HAYEHHS
01 ¢y’ €Kmig 6eHUYypHO20 Oi3Hecy npu MaKmMuyHOMY ma CMpameiyHoOMy NAAHYS8AHH] NOBEOIHKU HA PUHKY (IHAHCYBAHMS
ingecmuyilinux npoexkmie. Jlana memamuxa Mae nepcnekmugy HOOambuux 00CrioxceHy, saka 0yoe basysamucv Ha
BUBYEHHI MPLOX CEIMOBUX MoOenel MAakKux, K aMepukancbkd, €6ponelicbKa ma 3MIWaHa, wjo 6 coI0 uepzy Odcmb
MOdHCIUBICMb pO3pOOUmMU Kpumepii wjo00 epexmueno2o0 QYHKYIOHYBAHHA PO3GUMKY DUHKIE 8eHYYDHUX IHEecmuyii 6
Ykpaini.

Knrouosi cnoesa: senuypuuil kanimarn, 6enyypri ingeCmuyiini oonou, iHHo8ayitina akmusHicms, nokasHuk Xepcma.

HUrnatummn Mapusi BacunbeBna, Urnarumun Hukonait UBanoBuy

3KOHOMMUMYECKAS MNPUPOJA BEHUYYPHOI'O KAIIUTAJIA KAK UCTOYHUKHU
OUHAHCHUPOBAHUS UHBECTUIIMOHHbIX PUCKOBBIX IPOEKTOB

Cmambsi nocesuena axmyanipHou npoobiemMe (QYHKYUOHUPOBAHUSI GEHUYPHO20 Kanumania 6 Ykpaune Kax
AbMEPHAMUGHO20 UCTOYHUKA (DUHAHCUPOBAHUSL UHBECIMUYUOHHBIX NPOEKMO8. Benuyphoe uneecmuposanue seisiemcst
cneyupuueckoti pasHoBUOHOCHBIO (PUHAHCOBBIX GILONCEHUN 6 BbLCOKOMEXHOIO2UUECKOe NPOU3B0OCHE0, NEPCHEeKmuUbd
NONYYeHUs. 3HAYUMETbHBIX NPUOBLIEH 8 KOMOPOM SPAHUYUM C BbICOKOU cmenenvio pucka. Tloanocmuio uszbexcams yepos
NOMEPU GIONCEHHO20 KANUMAA 8 BEHUYPHOM (PUHAHCUPOBAHUU NPAKMUYECKU HEB03MONCHO, NOCKOLbKY UHHOBAYUSL U PUCK
BLICMYNAIOM OBYMSI 83AUMO3ABUCUMBIMU KAME2OPUAMU. O4eHb MPYOHO RPEdyCMOMpPemb, KAKOe UMEHHO HOB8068e0eHUe
Oyoem umems ycnex Ha pvlHKe, d KOmopoe He Oyoem noav308amvcsi cnpocom. Heobxooumo makoice koncmamuposams,
UmMo Ha Ce200Hs HOPMAMUBHO Npasosasi Oaza, KOmMopds pezyiupyem (QYHKYUOHUPOBAHUE GeHUYPHO20 OusHeca u
0bpasosanue 6enyypHblx YoHA06 6 VKkpaune HysncOaemcs 8 YCo8epUIeHCMBOBAHUN NYMEM GHECEHUsl COOMEEMCMEYIOUWUX
U3MeHeHUll U OONONHEeHUNl 6 HAN02080e, MAMONCEHHOe U OAHKOBCKOe 3AKOHOOAMENbCMEO, CO30AHUe HAOIEHCAUSUX
NPABOBbIX MEXAHUIMOE OISl PA3GUMUsL 6MOPUYHO20 (POHO0B020 DBIHKA, 8 HACTHOCMU OUPICeBOU MOP206IU YEHHbLMU
OyMazamu GeHUYPHLIX RPEONPUSMULL, CUCHEMbl IJEKMPOHHBIX MOP208 U MOMY no006Hoe. Lleivio cmamvu sensemcs
BbISICHEHUE NPUPOObL 6EHYYPHO20 KANUMAILA, ONPeOdeleHUst €20 POU 8 IKOHOMUKE CIPAHbI MA OYEHKA NPOSHO3UPYEMOCHLb
4aCcosbIX p006 BEHUYPHO2O UHGeCMUposanus 6 Yxkpaurne. Hayunotl HousHou senisiemcs npumeneHue noxazamens Xepcma
011 OYeHKU NPOSHOZUPYEMOCTU YACOBLIX Ps008, Koaudecmea eenuypuwvix UCH, cmoumocmu axmueoe eenuypuvix UCH,
cmoumocmu yucmoix akmueos (BUA) eenuypnvix UCH, yvacmu BYA eenuypuvix UCU, 6 BYA ecex HCH u npednosicenvi
Meponpusimusi KOmopbule NOGIUSIOM HA IPOEKMUSHYI0 Op2aHU3AYUI0 DPLIHKOE BEHYYPHBIX UHGecmuyuil 6 Ykpaune.
[onyuennvie pe3yrbmamol UMEIOM NPAKMUYECKOe 3HaAuenue Osi CyObeKmos 6eHYYPHO20 busHeca npu Makmuyeckom u
cmpame2uieckom NIaHUPOSAHUY NOBEOEHUs. HA PLIHKE (DUHAHCUPOBAHUSL UHBECMUYUOHHBIX NPOEKMO8. [annas memamuka
umMeem nepcnexmugy nociedyioumux UCCied08anull, KOomopas oydem 6a3upo8amvCsa Ha U3YYeHUU mpex MUposuix Mooeiel
MAKUX, KAK AMEPUKAHCKAS, eBPONEUCKAs U CMEUAHHAs, Ymo 6 C80l0 ouepedb O0ACm 603MOJNCHOCHb paA3pabomamo
Kpumepuu OMHOCUMENbHO dPOEeKMUEHO20 (PYHKYUOHUPOBAHUS PA3BUMUS DIHKOS GEHYYDHLIX UHBECMUYULL 8 YKpauHe.

Knrouesvte cnoea: eenuypuvliil Kanumai, 6eHUYpHble UHBECMUYUOHHbIE (DOHObI, UHHOBAUUOHHAS AKMUBHOCHIDb,
nokazamenv Xepcma.
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