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Urgency of the research. High risk level at capital in-
vestments in innovative projects considerably limits access to
traditional sources of financing therefore the preference is
given to such form of investment as venture capital financing.

Target setting. Underdevelopment of the domestic mar-
ket of venture investment causes need of direction finding of
its activation for ensuring economic growth and competitive-
ness of national economy.

Actual scientific researches and issues analysis. Sci-
entific works of such Ukrainian scientists as V. Hlushchenko,
L. Dmytrychenko, P. Kovalyshyn, O. Kolesnyk, N. Kraus,
O. Kuzmin, S. Onyshko, D. Ryzhakov, V. Savchenko,
O. Shevchenko, etc. are devoted to a research of theoretical
and practical aspects of venture capital financing of innovation
activities.

Uninvestigated parts of general matters defining. The
need of improvement of venture capital financing system as
instrument of state regulation of innovation activities is urgent
today.

The research objective. Recommendations for govern-
ment support of venture capital financing of innovation activi-
ties are elaborated in the article taking into account current
trends of the Ukrainian and world venture market develop-
ment.

The statement of basic materials. The essence of ven-
ture capital financing of innovation activities is defined in the
article and the characteristic of development stages of the
innovative companies which attract venture capital financing is
provided. The current state of the domestic market of venture
investment is investigated and proposals for its activation are
formulated, in particular by increasing the role of the govern-
ment support of venture capital financing.

Conclusions. Complex realization of actions for im-
provement of venture capital financing system as part of gov-
ernment innovation policy will allow solving problems of ven-
ture business financing and providing development of national
economy.
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BEHYYPHE ®IHAHCYBAHHSA IHHOBALIMHOI
OIANbHOCTI

AkmyanbHicmb memu docnidxeHHs. Bucokull pigeHb
PpU3UKY npu eknadaHHi kanimarsy 8 iHHosauiliHi Mpoekmu 3Ha-
4YHO obmexye docmyn Ao mpaduuiliHux dxepen ¢hiHaHCysaH-
Hs1, momy HadaembCsi rnepesasa makiti hopmi iHeecmyesaHHs,
SIK 8€HUYYpPHEe hiHaHCy8aHHSI.

MocmaHoeka npobnemu. Hu3sbkull pieeHb po38umky 8i-
MUYU3HSIHO20 PUHKY BEHYYPHO20 iHeecmysaHHsI 06YyMO8sIoe
HeobxiOHicmb 8U3HaYeHHs1 HanpsiMie (o20 akmusizauii Ons
3abe3sneyvyeHHs1 EKOHOMIYHOZ0 3pOCmaHHsI ma KOHKYpeHmocr-
POMOXXHOCMI HayiOHarIbHOI €KOHOMIKU.

AHaniz ocmaHHix docnidxeHb i ny6nikayid. [ocni-
OXXEHHI0 MeopemuYHUX ma npakmu4yHUX acrekmie 8eH4ypHoO-
20 ¢hiHaHcysaHHs iHHoBauitiHOI disnbHOCMI MPUCBSYeHi Hay-
Kogi npaui makux yKpaiHCbKUX y4eHux, skK: B. [nyweHko,
J1. Amumpuyerko, [l. KosanuwuH, O. KonecHuk, H. Kpayc,
O. Ky3bMmiH, C. OHuUWKKo, . Puxakos, B. CasyeHko,
O. llles4eHKo ma iH.

BudineHHs1 HedocnideHuUx 4YacmuH 3a2ajibHoi npo-
6nemu. Ha cb0200Hi akmyasnbHOK0 3anuwiaemscsi Heobxio-
Hicmb po3pobKU Harnpsimie yOOCKOHaNEeHHs cucmemu 8eHYyp-
HO20 GhiHaHCy8aHHs sIK IHCMpyMeHmy OepxasHo20 peayrio-
B8aHHSI iHHOB8aU|lHOI OisinbHOCM.

lMocmaHoeka 3aedaHHs. Y cmammi po3pobrieHi peko-
meHOauji wodo OepxagHOI MIOMPUMKU 8E€HYYPHO20 hiHaHCy-
8aHHS IHHOBaUilHOI OisinbHOCMIi 3 ypaxy8aHHSIM Cy4acHUX
meHOeHUil po38UMKY yKpaiHCbKO20 ma C8imo80o20 8eHYyp-
HO20 PUHKY.

Buknad ocHoeHo20 Mamepiany. ¥ cmammi eu3HayeHa
CYMHICMb 8€HYYPHO20 (hbiHaHCy8aHHS HHOBaUUHOI OisrbHO-
cmi, HagedeHa xapakmepucmuka cmadili po38UMKY iHHO8a-
uitiHux Komnadid, siKi 3any4aromb 6eHYypHe (biHaHCy8aHHSI.
HocnidxeHul cydacHuUli cmaH po38umKy 8im4u3HsSIHO20 PUHKY
B8EHYYPHO20 iHBeCmy8aHHs ma CgopMyrbo8aHi MpPorno3uyii
wodo lioeo akmusisaujl, 30kpema 3a paxyHOK Mi08ULLEHHS
porii 8epkagHOI NiIdMPUMKU 8€HYYPHO20 hiHaHCy8aHHS.

BucHoeku. KomnnekcHa pearnisauis 3axodig@ yOOCKOHa-
JIEHHS] CUCMEMU BEHYYPHO20 (biHaHCy8aHHsI SIK CKIadosoi
OepxasHoi  iHHo8auiliHOI nonimuku 0038o/umb  gupiluUmMuU
rnpobnemu chiHaHCy8aHHsI 8eHYYypHO20 MIONpUEMHUYMea ma
3abe3neqyumu po38UMOK HaujoHarIbHOI €KOHOMIKU.

Knroyoei cnoea: iHHosaujist;, iHHosauiliHa OisinbHicmb; ee-
HYypHe biHaHCy8aHHs iHHO8aUiliHOI disinbHOCMI; 8eHYypHUU
Kanimari, 8eHYypHa KOMaHisi; 8eHYypHUU ¢hOHO.

Urgency of the research. Ensuring sustainable economic growth causes the need of investment
support of innovation activity and stimulation of technological innovations of the national economy.
High risk level at capital investments in innovative projects considerably limits access to traditional
sources of financing therefore the preference is given to the venture capital financing. It is explained
by high degree of uncertainty in achieving the planned effect of innovative projects implementation,
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because performers of innovation activities are generally newly established small innovation enter-
prises which are not able to provide pledge that induces uses of non-traditional methods of financing
of such projects.

Target setting. Underdevelopment of the domestic market of venture investment causes need of
direction finding of its activation that will promote innovative processes in national economy, improve
its competitiveness and development of innovative potential.

AHani3 ocTtaHHix gocnigxeHb i nybnikaudin. Scientific works of such Ukrainian scientists as
V. Hlushchenko, L. Dmytrychenko, P. Kovalyshyn, O. Kolesnyk, O. Krasovska, N. Kraus, O. Kuzmin,
S. Onyshko, D. Ryzhakov, V. Savchenko, O. Shevchenko, etc. are devoted to a research of theoreti-
cal and practical aspects of venture capital financing of innovation activities. The principles of venture
business organization, the essence of the venture capital, workings of venture capital financing of in-
novation activities are investigated by scientists.

Uninvestigated parts of general matters defining. Despite the nod toward the above mentioned
scientists in problem solutions of the venture investment market functioning, the need of improvement
of venture capital financing system as instrument of state regulation of innovation activities is urgent
today.

The research objective. The purpose of the article is development of recommendations for gov-
ernment support of venture capital financing of innovation activities taking into account current trends
of the Ukrainian and world venture market development.

The statement of basic materials. Economic growth in modern economy is reached due to de-
velopment and implementation of new ways of impact strengthening from the factors used in produc-
tion, on the basis of improvement of the existing technologies.

Innovation activity is defined in national legislation as the activity directed to use and commerciali-
zation of results of scientific researches and developments and predetermines launching of new com-
petitive goods and services [3]. So it is a set of works and services in creation, production and realiza-
tion of new or advanced productions or the technological process which is carried out on the basis of
scientific researches and developments.

The use of traditional methods of financing is not able to satisfy requirements of the innovative
companies, because the activities of the last are connected with the high level of expenses and risk. In
this regard venture capital financing was the most effective method of financing of innovation activity.

The founder of venture financing theory is Georges F. Doriot, professor at Harvard Business
School who in 1946 has created and has headed the first venture fund American Research and De-
velopment Corporation (ARD).

Venture capital financing of innovation activities is capital investments in innovative companies for
implementation of high-risk projects on development, production and sale of a hew or improved prod-
uct with the result that capital gain of such companies are expected, in which venture capital was in-
vested, and receiving considerably larger profit from the sale by the investor of his share in them.

Life-cycle phases of innovative companies or their products are a basis of the organization of ven-
ture capital financing which stages are presented in Tab. 1.

Efficiency of the innovative project implementation depends on a financing stage. At the initial
stage when there is only an idea, there are problems with an assessment of the innovative project,
which is being developed, perception by potential consumers and competitors of newly developed
product with whole new characteristics. However, by financing the innovative companies at early stag-
es, venture investors can gain the maximum income.

On the results of a venture capital financing study in the USA and the EU we will note the consid-
erable economic value of the venture capital which consists in the following:

- most technological revolutions has been initiated by firms financed by the venture capital; lately
with the support of venture investors the most successful companies, such as Apple Computer, Com-
pag Computer Corporation, Sun Microsystems, FedEx, Microsoft Corporation, Lotus, Intel and
Netscape, have economically risen;
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- venture capital supports the most dynamically developing branches which provides to the country
the international competitiveness;

- in the USA 4% of firms, which grow quicker and the most are supported by venture capital, makes
70% of all created jobs;

- expenses on carrying out research and development in the new growing firms in Europe support-
ed by venture capital average 8,6% of sales volume and in other companies - only 1,3%;

- the number of workers in firms supported by venture capital increased in Europe about 15% an-
nually, and economy average - less than about 1% over the last years [5].

Table 1
Stage characteristics of the innovative companies development which raise venture capital financing*
Stage Characteristics Financing sources Risks
Seed Company is at the stage of formation; there is a “Business angels”; Very high financial
project; the business plan is drawn up; research-and- family and friends; risk
development activities and also market researchers grants
are carried out
Startup Company is recently established, it has industrial Venture funds; High financial risk
prototypes (prototypes of new products), tries to or- “pbusiness angels”
ganize production and bring products to market
Early Company turns out and sales products, but has no Venture funds, Decrease of
stage sustained profit; work on research and development| banking institutions financial risk
is finalized; staff development is in process; advertiz-
ing and sale network are created
Expansion| Company takes unwavering positions on the mar- Banking institutions Low financial risk
ket and needs expansion of production and sale; and corporations
updating of products; expansion of current assets
Exit Financing of company’s entry into securities mar-| Banking institutions, Insignificant risk
ket, sale of investor’s share; company acquisition by | large corporations, mainly connected with
the managing director public markets external factors

*Source: systematized by the author

Venture capital financing began to develop in 1990s in Ukraine. The first venture fund became Pri-
vate Equity Fund “Ukraine” controlled by Claflin Capital Management company (Boston, USA) that
since the beginning of its activity in Ukraine (1992) invested more than 22,5 min USD in 31 Ukrainian
enterprises. This fund makes the top three of the largest venture companies of Ukraine together with
Ukrainian Growth Funds (UGF), created in 1996 and invested in 75 Ukrainian companies 55 min USD
and Western NIS Enterprise Fund - investment fund with seed capital of 50 min USD provided by the
U.S. Government [5].

Domestic venture companies mainly invest the capital in projects in agribusiness, food industry,
production of furniture and construction materials, and also in the IT companies; annual investments
average from 1 min to 7,5 min USD. Besides, preference is given to financing of production expansion
through purchase of a number of shares of the enterprises which are issued within secondary issue.
We will note that the great majority of the venture funds working in Ukraine are established directly by
international organizations (in particular, the EBRD), or within intergovernmental agreements [5].

According to the Ukrainian Investment Business Association (Tab. 2) the share of venture funds as
a part of the institutes of joint investment (1J1) exceeded % and at the end of 2015 made 86,5%, and
their number during 2009-2015 increased by one third and made 992 funds, however it is 39 funds
(3,8%) less than in 2013 when there were 1031 funds during the studied period.

In 2015 the asset value of venture 1JI was the highest and it has grown by 149,5 billion UAH or al-
most three times in comparison with 2009, at the same time the increase in value of their net assets
made 123,2 billion UAH (or by 2,8 times), more than 90% of net asset value of all 1JIs in Ukraine have
been created by net assets of venture 1J1 respectively.
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Table 2
Dynamics of the main activity indicators of venture 131 of Ukraine
during 2009-2015 (as of the end of the year)*

Retrospective period, years Deviations

Indicators
2009 | 2010 [2011 |2012 | 2013 |2014 |2015 |(2015/2009)
Number of venture 1JI 740 | 827 | 867 | 973 | 1031|1006 | 992 +252
Asset value of venture 131 (billion UAH) 76,0 | 97,0 |116,9|145,9|168,2|195,4|225,5| +149,5
U':\ﬁt) asset value (NAV) of venture 131 (billion 66,7 | 86,4 |103,7|129,5|149,9|170,0(189,9 +123,2
%Networth quote of venture 131 in NAV of all JIs, 91,85|91,24|91,98|92,99|94,74|94.71| 95,5 +3,65

* Source: systematized by the author according to the Ukrainian Investment Business Association [2]

According to the rating of the most attractive countries for direct and venture investment in 2015,
made by the Spanish Business School IESE (Business School University of Navarra), from 120 coun-
tries being studied Ukraine was in the 78th place (near Ghana and Botswana), at the same time in
2014 it ranked 74th, and in 2013 — the 73rd [6].

We will note that feature of the last years is participation of venture investors in the smaller number
of agreements; however the volume of these agreements, and also preference to investment projects
at later stages of financing attraction increase. Interest of investors in domestic startups has grown, as
an example is an acquisition of the company “Looksery” (Odessa) for 150 min USD by the company
“Snapchat” (USA), attraction by the Ukrainian startup “GitLab” of 4 min USD from Khosla Ventures
fund (USA) and 1,5 min USD from Sound Ventures fund (USA), and also investment of the EBRD (4
min USD) and TMT Investments (1 min USD) in Ukrainian image bank “Depositphotos” [6].

The structure of investment in venture 1JIs of Ukraine on categories of investors during 2009-2015
is given in Tab. 3.

Table 3
Sructure of investment in venture 1JIs of Ukraine
on categories of investors during 2009-2015 (%)*
Retrospective period, years Deviations
Categories of investors
g 2009 | 2010 | 2011 | 2012 | 2013 | 2014 | 2015 (2015/2009)
Resident legal entity 84,3 83,5 82,5 80,8 78,3 77,2 75,3 -9,0
Non-resident legal entity 15,4 15,4 15,2 16,8 18,1 18,2 18,8 +3,4
Resident individual 0,3 11 2,3 2,3 3,6 4,6 5,8 +5,5
Non-resident individual 0,01 0,01 0,05 0,03 0,06 0,02 0,02 +0,01

* Source: systematized by the author according to the Ukrainian Investment Business Association [2]

Resident legal entities, despite reduction of their share for 9,0%, remained the main investors of
venture 1JI in Ukraine. Foreign investors - legal entities increased their participation in domestic ven-
ture 1J1 by 3,4% that is connected, first of all, with increase in investment volumes by them. Resident
and non-resident individuals were less investment active, however their share in structure of invest-
ments in venture 131 has grown by 5,51% during 2009-2015.

The structure of financial support of venture funds corresponds to the European model where the
main share is occupied by banking institutions, than American when the main investors are house-
holds.
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The structure of assets of venture 1JI of Ukraine during 2009-2015 is given in Table 4.

During 2010-2015 the largest proportion in assets of venture 131 had other assets (receivables, cor-
porate rights, loans to the companies in which venture 1J1 own a share in the capital), which, besides,
increased three times in comparison with 2009. But the share of securities in their portfolio within con-
sidered period was reduced almost by 3,5 times. Among securities the venture 1JI preferred stocks,
bonds of the enterprises, bills.

Table 4
Structure of assets of venture 131 of Ukraine during 2009-2015 (%)*
Categories of assets Retrospective period, years Deviations
2009 2010 | 2011 | 2012 | 2013 | 2014 | 2015 | (2015/2009)
Other assets 24,34 | 59,64 | 62,62 | 64,14 | 66,57 | 68,96 | 75,65 +51,31
Real estate 1,12 223 | 258 | 247 | 246 | 222 | 271 +1,59
Money and bank deposits 4,34 285 | 356 | 2,20 | 2,30 | 1,50 | 1,44 -2,9
Banking metal 0,0004 | 0,001 | 0,01 0,01 | 0,001 | 0,01 0,00 -0,0004
Securities, incl.: 70,20 | 35,28 | 31,23 | 31,17 | 28,67 | 27,31 | 20,20 -50,0
Io'anbonds of domestic govemment | 43 | 902 | 0,01 | 0,04 | 0,01 | 005 | 005 +0,02
- shares 20,45 | 10,28 | 10,06 | 1147 | 11,49 | 15,17 | 10,47 -9,98
- corporate bonds 22,81 9,22 7,98 7,08 6,33 4,08 3,81 -19,0
- other 26,91 | 15,76 | 13,18 | 12,58 | 10,84 | 8,01 5,87 -21,04

* Source: systematized by the author according to the Ukrainian Investment Business Association [2]

It was found that venture companies give preference to innovative projects in Ukraine which have
the average or low level of risk, and also such that are at late stages of development, contrary to the
essence of venture investment (long-term capital investments in the high-risk innovative projects ori-
ented on development and production of the knowledge-intensive products).

The study found that the disincentives of development of the venture investment market are: deficit
of financial support of venture investments; underdevelopment of infrastructure, especially low level of
stock market capitalization; lack of legislative and regulatory framework which would define conditions
of development of the venture capital market and create favorable investment environment for partici-
pants of high-risk process of venture capital financing; low level of intellectual property protection; poor
information base of innovative projects; low participation of domestic financial institutions in venture
capital financing of the innovative companies; low government support of venture investments etc.

Development of venture investment in Ukraine will be promoted by the following actions: participa-
tion of the state in venture funds and its support of the hi-tech enterprises at early stages of develop-
ment (“seed” and “start-up”) with involvement of the state scientific organizations and institutions of
higher education; the government support of development of venture capital financing due to use of
financial leverages (fiscal incentives, cheap credits, grants for research and development); stimulation
of participation in venture capital formation of formal (institutional investors, banking institutions, etc.)
and informal (individuals, “business angels”, private companies, etc.) sectors.

Considering an important role of the state in development of venture investment market it is neces-
sary to create the National Venture Fund (NVF) that is provided by the Draft Law “On Venture Activity
in the Innovative Sphere” [4]. According to provisions of the draft law the tasks of NVF consist in: as-
sistance of realization of the state economic, structural, scientific and technical, innovative and indus-
trial policy by support of innovative projects in the priority directions of scientific and technical and in-
novative activities; support of innovative activity, preparation and production of new products and
technologies by financing of construction, reconstruction and modernization of objects, creation of
unique research and test facilities; participations in high-risk financing of innovative knowledge-
intensive projects at the expense of the means received on a returnable basis, etc.

It would be useful to pay special attention to ecologically focused venture capital which is invested
in the high-risk projects connected with development of technologies, goods and services directed to
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the environmental enhancement. Such projects are directed on: development and implementation of
environmentally friendly waste-free technologies; development of monitoring system of potentially
dangerous objects on the basis of modern geoinformation technologies; development and implemen-
tation of system for collecting and utilization of all types of industrial and household wastes; develop-
ment of methods for ecological rehabilitation of territories and so forth. Ecological projects demand
special government support, including in the form of granting of a guarantees.

Conclusions. Strategic objective of development of national economy is ensuring economic
growth and its competitiveness, the primary role in achieving this belongs to innovations providing de-
velopment and implementation of new products, technologies in the sphere of production and man-
agement, and also technological solutions.

Financial instrument of this process is venture capital financing of innovation activities consisting in
high risk capital investments in exchange for a share in the innovative company. Established depend-
ence of development indicators of the innovative company on a stage of its life cycle is as follows: de-
crease in risk of investments and its profitability reduction, increase in certainty of final effect from im-
plementation of the innovative project, decrease in a payback period, entry into the stock market and
so forth take place with growth of the innovative company.

The study of development of the domestic venture market shown some deceleration of investment
and innovation activities, however, according to most of experts, Ukraine has considerable innovative
capacity. The factors constraining participation of investors in the venture capital are: deficit of finan-
cial resources, underdevelopment of infrastructure, lack of regulatory support of venture capital financ-
ing, low level of intellectual property protection, etc.

The state has the leading role to play in development of system of venture capital financing of in-
novation activities which has to create the acceptable conditions promoting formation of demand for
innovations, attraction of individual investors and experts in processes of venture capital financing, to
increase in their awareness. Establishment and functioning of the National Venture Fund as special-
ized public institution, which will carry out public financing of innovative projects, demand a legal regu-
lation.

Only complex realization of actions for improvement of venture capital financing system as part of
government innovation policy will allow solving problems of venture business financing, accumulation
of innovative potential and providing development of national economy.
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