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The dynamics of venture capital-backed IPOs (Initial Public Offerings) have been a recurring
academic research topic in recent years, largely due to venture capital’s integral role in
high-potential companies' growth and public entry. Since the 1980s, the US IPO landscape has
evolved with increased venture capital activity. Over 35% of the total IPOs are annually backed
by venture capital (Dutta et al., 2015), transforming industries by enabling companies to scale
and ultimately exit by going public. By the end of the decade, venture capital funds had
experienced an increase from $100-200 million to over $4 billion. A reason for that is the
contribution of pension funds that were allowed to invest up to 10% of their capital in the
venture capital industry (Gompers, 1994). In this paper, we examine the performance of
VC-backed IPOs in the U.S. from 1980 to 2020, offering a comparative analysis against
non-VC-backed IPOs during the same period based on the following five performance metrics:
Underpricing, Buy-and-Hold Abnormal Returns (BHAR), Investments (Property, Plant, and
Equipment or PPE as a percentage of assets), Return on Assets (ROA) and Sales Growth.
Through these performance metrics, we aim to target a variety of aspects associated with
performance. For example, Property, Plant, and Equipment indicate how much the firm invests in
its assets. While underpricing is more associated with the first day of IPO, by analyzing Return
on Assets, we seek to gain an understanding of the operating profitability of the companies a few
years post-IPO. Hence, while these performance metrics are very specific, there are underlying
aspects that we seek to achieve by analyzing them.

To see how much the difference between the performance of VC-backed IPOs and
non-VC-backed IPOs is, we considered it important to also analyze their performance during
times of economic distress. Thus, we take the 2008 financial crisis as an example and perform
regressions to see how these two groups of firms performed during that time. In general, we
believe that VC-backed firms may be more resilient to economic downturns and thus more stable
during financial distress as compared to non-VC-backed firms. This is largely because these
companies are in a better position to access more funding when financial markets are under
severe pressure. This is mainly due to two reasons. First, venture capitalists tend to have strong
ties with the banking industry and can leverage this relationship to access greater funding during
times of economic distress (Ivashina & Kovner, 2011). Another reason why this might be the
case is that venture capital funds are drawn down and invested over multiple years and thus may
have “deep pockets” during economic downturns (Ivashina & Kovner, 2011). These capital
commitments may encourage them to invest further in their firms when accessing new sources is
challenging.

The relationship between venture capital backing and IPO performance has been explored in
several studies, highlighting that venture capital involvement tends to improve the financial
health and growth trajectory of IPO-bound companies. Gompers (1996) and others have claimed
that VC-backed firms often use underpricing as a strategic tool to build a strong reputation
amongst investors by signaling high growth potential, potentially making them sustainable in the
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long run (Brav & Gompers, 1997). Moreover, Barry et al. (1990) and Lee & Wahal (2004)
identified that VC-backed IPOs generally experience higher underpricing, as these venture
capitals tend to cater to high-growth industries that attract substantial initial market interest. This
tendency aligns with the findings by von Drathen (2007), who observed that PE-backed IPOs in
Germany outperformed non-PE-backed IPOs, with the most significant abnormal returns
occurring in the years soon after the IPO. While this trend was observed in Germany and the
study analyzed PE-backing, it still gives us an insight into the general nature of VC-backed IPOs.
However, this does not necessarily have to be the case. As emphasized by Megginson and Weiss
(1991), venture capitalists provide certification that reduces information asymmetry between the
IPO firm and potential investors, attracting high-quality underwriters and improving long-term
outcomes for IPOs. Thus, they may not necessarily need to have high underpricing. This debate
in literature allows us to use the data and analyze our results to see whether VC-backed IPOs
have high or low underpricing.

Moreover, sticking to the short term (one year post IPO), studies including the work by Chan et
al. (2008), have found that VC-backed IPOs may struggle to sustain high initial returns due to the
pressures associated with rapid expansion and the potential volatility that comes with scaling and
growing the firms they are associated with (Chen & Liang, 2016). Our study also incorporates
ROA and sales growth as long-term performance indicators to gauge whether poor short-term
post-IPO performance of VC-backed IPOs results in sustained profitability. Evidence suggests
that VC-backed firms may focus less on capital-intensive assets, making them flexible but
potentially more vulnerable to market volatility due to having fewer investments in their assets
(Ahtiainen, 2022).

Thus, our paper seeks to examine the following question:

How have venture capital-backed IPOs in the U.S. performed from 1980 to 2020 compared to
non-venture capital-backed IPOs?

By addressing this question, this study aims to provide insights into venture capital involvement
in IPOs and provide broader implications of the dynamics that shape the long-term success of
both VC-backed IPOs as well as non-VC-backed IPOs in the US market.

Our paper connects several strands of literature in finance. First, our paper contributes to the
literature by focusing on performance metrics across both the short and long term, while also
incorporating the impact during times of economic distress, particularly during the 2008
financial crisis. Current literature reflects mixed results regarding long-term PE-backed and
VC-backed IPO performance (Ahtiainen, 2022; Von Drathen, 2007). We hypothesize that
VC-backed IPOs may perform better initially due to intensive capital support and
growth-oriented strategies but may not sustain this advantage in the long term due to higher
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growth pressures and strategic volatility of the markets. In contrast, non-VC-backed IPOs may
show more stable but gradual growth post-IPO.

Seeing the disparity in the performance of VC-backed IPOs and non-VC-backed IPOs during
economic distress, especially the 2008 financial crisis, offers additional insights into the nature of
VC-backed firms. For instance, our paper also complements recent work by Bernstein et al.
(2017), who demonstrated that PE-backed IPOs exhibited higher investment rates and growth in
assets during the crisis, largely due to having greater access to capital, even during bad economic
conditions. This shows how private equity or venture capital backing might help firms be more
resilient to financial downturns as compared to non-VC-backed firms. Moreover, we add to the
literature by clarifying whether VC-backed IPOs demonstrate an advantage in volatile markets
due to strategic capital access and high-growth focus, or if their initial growth advantages
disappear, making them achieve the long-term stability seen in non-VC-backed IPOs. This
comparative analysis enhances our understanding of venture capital's impact on firm resilience
and contributes to strategies that VC-backed firms and IPO candidates might adopt to maximize
value in both growth and downturn phases. We provide evidence that VC-backed IPOs tend to
focus less on profitability and returns and more on growth and expansion in the form of
establishing a greater market reputation through higher underpricing as well as striving to
achieve higher sales compared to non-VC-backed firms.

Finally, our paper contributes to the literature by providing a multi-faceted view of VC-backed
versus non-VC-backed IPO performance in the US, spanning four decades, and incorporating the
effects of the 2008 financial crisis. Our analysis covers diverse performance
metrics—underpricing, BHAR, PPE, ROA, and sales growth—which are rarely studied together
in IPO research. Prior studies have often examined IPO performance in the short-term or
long-term independently. Our study provides an integrated approach that considers both
short-term and long-term indicators, offering insights into how venture capital involvement
shapes IPO outcomes across economic cycles and irrespective of the period considered.

This study is organized as follows. In section I, we provide a critical evaluation of our data
sources as well as the variables we use. The methodology and results are discussed in section II.
In Section III, we introduce our analysis of the crisis period, where we focus specifically on the
2008 financial crisis. Here, we also discuss our results for the crisis period. Section IV discusses
the limitations of our approach and the results. Section V concludes the study.
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I. Data and Variables

A. Main Data Sources

Our sample of IPOs comes from data provided by Jay Ritter. The data includes numerous
variables such as the names of the 15,447 IPOs in the US from January 1975 to December 2022,
the offer date for each of these IPOs, various IPO unique identifying keys such as CUSIP
number, ticker symbol, and CRSP PERMNOs, and the founding date for each company. We are
also using Venture Capital as a dummy variable for identifying whether the IPO is backed by
venture capital or not. There is a group of IPOs in the database that are backed by what Jay Ritter
terms Growth Capital (a subset of venture capital). Since they are subsets of venture capital, we
are still interested in them. Hence, we include them under the venture capital dummy variable in
our data. There are some firms where it is not clear if they were backed by venture capital or not
and thus we exclude them from the data.

We supplement this IPO database with information from the CRSP Compustat database where
we collect information on the five metrics we are analyzing. We also use the FRED database to
collect data for the Consumer Price Index (CPI) in the US, thereby allowing us to calculate
inflation and adjust the sales growth for real prices over the three-year average that we are
looking at. To get the offer price data for the IPOs in the concerned period, we collect
information from the Securities Data Company’s (SDC) Global New Issues Database.

B. Sample Construction

For the calculation of each metric, we follow a systematic process that involves data cleaning,
merging, and filtering before conducting the final regression analysis. We standardize variables
across the datasets to ensure compatibility with Jay Ritter’s IPO data set. To run the OLS
regressions, we merge Jay Ritter’s IPO dataset with the calculated metrics at the firm level by
using PERMNO, the unique identifier for each IPO. This creates a master table containing
firm-specific information and the corresponding calculated metrics for each PERMNO.
Additionally, we incorporate the SIC code from the CRSP Compustat database as a means to
have a certain industry classification.

To ensure data integrity, missing values are carefully addressed throughout the analysis. Missing
PERMNOs as well as missing offer dates for the respective PERMNOs are filtered out.
However, if some PERMNOs in Jay Ritter’s IPO database have missing values for some of the
metrics, we do not filter out these PERMNOs and instead mark the missing values as NA for the
respective metrics. To get a better understanding of our dataset, let us now look at the
distribution of VC-backed IPOs and non-VC-backed IPOs in the US during our sample period.
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Table I
Number of IPOs over Time

Table I reports the breakdown of the number of VC-backed IPOs compared to those that are
non-VC-backed from 1980 - 2020. The total IPOs here are the sum of the VC-backed and
non-VC-backed IPOs.
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As depicted by Table I, our sample consists of both VC-backed as well as non-VC-backed IPOs
from 1980 to 2020. A key insight here is that the number of total IPOs done each year varies to a
great extent largely due to differences in economic and market conditions. For example, the
number of IPOs that happened during 2008 was 47. The main reason for this might be the
financial crisis that took place that year due to the collapse of the Lehman Brothers, a situation
that we will analyze towards the end of our paper. Another period that stands out is the years
1999 and 2000. In 1999, the number of VC-backed IPOs was nearly the same as the number of
non-VC-backed IPOs, while in 2000, VC-backed IPOs were more than non-VC-backed IPOs.
This trend reflects the increased activity of VC during the dot-com era, which was a period
characterized by investments in technology.

Table II below compares the number of VC-backed IPOs with the number of non-VC-backed
IPOs across different industries.

Table II
Number of IPOs across Industries

Table II reports the breakdown of the number of IPOs that are VC-backed and non-VC-backed
for every industry in our sample. To find these industries, we grouped the industries by the first
two digits of their SIC code to obtain a balance between capturing important variations in the
industry level and avoiding overfitting due to an excessive number of SIC codes. This gives us
an insight into how certain industries may have a greater number of IPOs in total compared to
some other industries. This also helps us understand which industries venture capitalists target
and thus have a greater number of IPOs in.

As Table II shows, certain industries such as Manufacturing, have a larger number of IPOs
compared to other industries such as Agriculture, Forestry, and Fishing. The industry differences
show that these external factors can have a huge impact on the performance of VC-backed as
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well as non-VC-backed IPOs. Thus, it is important to control for such factors to make our
analysis more standardized.

To analyze how venture capital-backed firms perform post-IPO compared to non-venture
capital-backed IPOs, we run regressions on each metric, controlling for certain factors. The SIC
code incorporated in the datasets is controlled in our regressions to account for the industry-level
effects. We also control for year-fixed effects in our regressions to eliminate any discrepancies
arising from unobservable factors that change over time but impact all the firms. As mentioned
before, we use venture capital as a dummy variable to see if a firm is backed by venture capital
or not. We handle outliers in our results by winsorizing the results at the 1% and 99% confidence
intervals. The winsorization is applied on each performance metric separately and grouped by
venture capital status (whether the IPO is backed by venture capital or not).

As motivated by our introduction, we have decided to vary our approach to take both a
short-term as well as long-run perspective. While underpricing and BHAR give us a short-term
(up to one-year post-IPO) indication of performance, we focus on the longer term by looking at
how the investments made by companies have changed in the three years post-IPO. We also take
this longer-term perspective to look at the return on assets and sales growth over three years.
This allows us to capture the company's performance from the initial offering to a more mature
post-IPO stage.

C. Variables

Underpricing

As mentioned previously, one of the metrics we measure is underpricing. We analyze how
different the underpricing is for firms depending on whether they are backed by venture capital
or not. We calculate underpricing as the change in offer price to the first-day closing price.

By analyzing underpricing, we get a better understanding of the impact of venture capital
involvement on the market's reception of IPOs.

Returns (Buy and Hold Abnormal Returns)

We use Buy and Hold Abnormal Returns (BHAR) to measure how much extra return an investor
earns by holding the stock of a company over a certain period. In this paper, we define the period
as one year after the IPO offering date. This gives a balanced approach between a relatively
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short-term and long-term perspective on the post-IPO performance of a firm. BHAR gives us the
difference between compounded stock returns of individual firms and compounded benchmark
market returns over one year. We use the S&P 500’s returns to benchmark for the performance of
the market. The BHAR formula is as follows:

Investment

We use Property, Plant, and Equipment (PPE) as a measure of a company’s operational capacity
(investments). This indicates how much a company has been investing in its assets and how
venture capital might potentially impact a firm’s investing activity post-IPO. Thus, in this paper,
whenever we refer to PPE, we mean investments. We account for firm size in this metric by
dividing PPE by the total assets of each firm (as seen in the equation below), as it gives a better
picture by comparing firms irrespective of their size. We use this metric to target the long-term
horizon by taking the three-year average ratio of PPE/Total Assets, thereby assessing the
efficiency in utilizing fixed assets.

Return on Assets

Return on Assets (ROA) is a measure of a company’s operating profitability. This metric helps us
understand if venture capital impacts the operating profitability of companies post-IPO. Instead
of directly extracting the return on assets from the CRSP Compustat database, we found it more
useful and reliable to calculate it ourselves by dividing the EBIT (Earnings Before Interests and
Taxes) for each firm by their respective Total Assets. We choose EBIT instead of EBITDA
(Earnings Before Interest, Taxes, Depreciation, and Amortization) because EBIT provides a
better insight into the company's operating profitability and includes depreciation, which
accounts for the wear and tear of its assets. The use of total assets helps us also account for firm
size, thus indirectly eliminating the effects that might occur due to varying firm sizes. We took
an average ROA over three years post-IPO to see how it might have developed in the years
following the IPO.
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Sales Growth

We measure sales growth as average annual growth three years post-IPO date. We take the
two-year average if no data was available for three years. Consequently, the value of n in the
formula adjusts based on data availability for the years post-IPO, with n = 3 when 3 years of data
are available and n = 2, otherwise. We base our original year (year 0) as one year after the IPO
instead of the IPO year due to a lack of data for the IPO year. So if the IPO year is 2015, our base
year is 2016. We calculate the nominal sales growth (r) using the following formula:

We later adjust for inflation using the US Consumer Price Index for the years concerned to
compare the growth. Thus, the growth we see is accounted for by inflationary pressures
irrespective of the period considered. We calculate inflation using the base year's CPI and the
year corresponding to the nominal sales growth.

C.1 Dummy Variables

C.1.1 Venture Capital (VC)

To compare the performance of Venture Capital-backed IPOs with non-Venture Capital-backed
IPOs, we use VC as a dummy variable with “1” for VC-backed IPOs and “0” for non-VC-backed
IPOs. This is done to distinguish between the two categories and make it easier to compare their
respective performances.

Jay Ritter defines Growth Capital as a subset of Venture Capital in his IPO database represented
by the number “2” under the VC variable. We include these into the category of VC-backed IPOs
and therefore assign number “1” to all the Growth Capital-backed IPOs.

Table III below reports the summary statistics for all the variables we will be using in our
analysis.
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Table III
Summary Statistics for all the Firms that went Public between 1980 - 2020

Summary statistics for the performance metrics being analyzed across a large sample of firms.
Each performance metric (Underpricing, BHAR, PPE, ROA, or Sales Growth) has a different
number of IPOs being analyzed based on data availability. Starting from the left, Table III reports
the number of IPOs per metric, the mean for each metric, the standard deviation for each metric,
and the minimum and maximum values for each metric. The values for underpricing are
expressed as percentages, while the values for the BHAR, PPE, ROA, and sales growth are
expressed as percentage points.

The summary statistics in this table highlight the characteristics of IPOs based on the
performance metrics being analyzed. The data indicates that, on average, IPOs are underpriced
by 11.935%. This means that, on average, the initial offering price is 11.935% lower than the
first-day closing price which can be an indication of how much the investors value the firm.
However, the high standard deviation highlights significant variation in underpricing, ranging
from substantial undervaluation to overvaluation. This disparity suggests that market sentiment
and information asymmetry are crucial in determining IPO pricing.

The negative average BHAR (-7.8 percentage points) suggests that IPOs underperform the
market on average when it comes to returns one-year post-IPO. However, the significant
standard deviation implies that individual IPOs can exhibit both substantial outperformance and
underperformance. The average investment of 0.215 indicates that firms going public have an
average 21.5 percentage point allocation of their total assets to fixed assets.
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The negative average ROA (-9.6 percentage points) suggests that, on average, IPOs tend to not
be immediately profitable. This finding might be attributed to factors such as high initial
investment costs, intense competition, and the challenges of scaling operations. However, the
significant standard deviation indicates that some IPOs achieve substantial profitability, while
others incur significant losses. The positive sales growth (17 percentage points) suggests that, on
average, IPOs experience high growth in sales.

Since we have now gotten an understanding of most of our variables, let us dive into the results.

II. Results

The methodology used to obtain the main results of our analysis is performing numerous OLS
regressions on our metrics of interest. These regressions utilize the VC dummy variable to
capture the impact that VC involvement has on an IPO’s performance. The regression models
include industry and year-fixed effects to ensure that these external factors do not impact our
analysis in any way. These are explained in greater detail below. Through the regressions, we are
seeking an understanding of how much more of an impact venture capital has on IPO
performance compared to non-VC-backed IPOs.

A. Control Variables

A.1 Industry

Each industry is associated with a specific SIC (Standard Industry Classification) code in the
data. There tends to be some variation in IPO performance depending on the industry. For
example, certain industries like the technology industry are more volatile to economic shocks.
Since the US has numerous industries and there are many uncertainties associated with each
industry, we have chosen to control for the industry effects so that our analysis focuses on only
the performances of IPOs rather than being influenced by external factors and potentially giving
a wrong indication of the outcome. This is mainly done to control for the unobservable factors
related to each industry that remain constant over time.

The difference in the growth potential, sensitivity to economic cycles, and the difference in
capital intensity across industries are factors that can greatly impact the performance of
companies post-IPO. Controlling for the industry helps us remain focused on the performance of
IPO market factors rather than the industry-specific sentiment of investors. As a result, by
controlling for industry, we separate the performance of IPOs from the broader economic market
dynamics.
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A.2 Year-Fixed Effects

Since we are interested in looking at the trend over the given period (1980 - 2020), we control
for year-fixed effects in our regressions to eliminate any discrepancies arising from unobservable
factors that change over time but impact all the firms.

Before exploring our results from the regressions, we compare the summary statistics for the two
groups (VC-backed and non-VC-backed) of IPOs separately and see how different they are from
each other. We also perform t-tests to evaluate if the differences in means between the two
groups are statistically significant, with p-values providing a measure of significance.

Table IV
Grouped Summary Statistics for VC-backed and non-VC-backed Firms

Table IV reports the grouped summary statistics for IPOs categorized by VC-backed and
non-VC-backed status during the period 1980 - 2020. The table includes our performance
metrics of interest. For each metric, the number of observations, mean and median are reported.
The three columns on the right report the difference in means across the two groups for each
metric and the t-statistics and p-values for each difference in mean value. The values for
underpricing are shown as percentages, while the values for the BHAR, PPE, ROA, and Sales
growth are expressed as percentage points.

From Table IV above, we notice that VC-backed IPOs are significantly more underpriced than
non-VC-backed IPOs, with an average underpricing of 18.238% compared to 9.0%. This
suggests that VC-backed companies are perceived to have higher growth potential and are thus
valued more favorably by investors. Venture capitalists also generally tend to price the IPO lower
than normal to attract investors and gain a strong reputation which they believe will help the firm
grow in the future (Gompers, 1996). The higher standard deviation in underpricing for
VC-backed IPOs indicates greater variability in their valuations, potentially reflecting the higher
risk and uncertainty associated with these companies. The difference in means of 9.238
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percentage points, with a t-statistic value of 10.236 and a p-value<0.05 and more specifically 0,
provides evidence that there is a statistically significant difference in underpricing between the
two groups.

While both VC-backed and non-VC-backed IPOs tend to underperform the market in the longer
run as the negative average BHAR indicates, VC-backed IPOs exhibit slightly better longer-term
performance. The average BHAR for VC-backed IPOs is -6.2 percentage points, while for
non-VC-backed IPOs it is -8.1 percentage points. However, the significant standard deviation in
BHAR for both groups highlights the challenges of predicting future performance, even for
VC-backed companies. Although the mean difference in BHAR is 1.9 percentage points, the
t-statistic value of 1.485 and the p-value of 0.138 suggest that the difference in means is not
statistically significant.

VC-backed IPOs tend to have lower investments than non-VC-backed IPOs, as evidenced by
their lower PPE/Total Assets ratio. The average PPE/AT for VC-backed IPOs is 15.6 percentage
points, while for non-VC-backed IPOs it is 24.7 percentage points. This potentially reflects
VC-backed firms’ greater focus on intangible assets and technology-driven business models,
compared to non-VC-backed firms’ emphasis on tangible assets and traditional business models,
as these are usually low-risk firms with a moderate growth rate. Regarding the PPE to total assets
ratio, the difference in means is -9.1 percentage points with a t-statistic value of -24.371 and a
p-value of 0 highlighting that the difference in means between the groups is statistically
significant.

Both VC-backed and non-VC-backed IPOs exhibit negative average ROA, indicating that, on
average, they are not profitable. The average ROA for VC-backed IPOs is negative 18.5
percentage points, while for non-VC-backed IPOs it is negative 4.8 percentage points. This
finding highlights the challenges of generating sustainable profits in the early stages of a
company's life cycle, even for high-growth firms generally backed by venture capital. With the
statistically significant t-statistic of -20.881 and p-value of 0, the difference in means is -13.7
percentage points for ROA between the groups.

VC-backed IPOs exhibit higher sales growth than non-VC-backed IPOs, aligning with the
venture capital model of investing in high-growth potential companies. The average sales growth
for VC-backed IPOs is 21.0 percentage points, while for non-VC-backed IPOs it is 14.8
percentage points. This finding underscores the role of venture capital in fostering innovation
and driving economic growth. This is also consistent with the idea that venture capitalists focus
more on growth than profitability and thus try to gain as much market share as possible,
especially at the initial stage of IPOs. The mean difference of 6.2 percentage points for the sales
growth between the means for the two groups is statistically significant with a t-statistic of 6.824
and a p-value of 0.
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As we saw, in general, there seems to be a significant difference in the means of the two groups
of firms and thus we can expect notable results in our regressions. The statistical significance of
the results, with most p-values < 0.05, strongly supports the differences between the VC-backed
IPOs and non-VC-backed IPOs.

Table V
OLS Regressions Output

Table V presents the results of the OLS regressions analyzing the impact VC-backing has on IPO
performance. The table reports the estimated coefficients for the VC dummy variable, the
intercept, adjusted R-squared, F statistics, and the number of observations for each regression
model. In parentheses below the coefficients, we find the standard errors for each coefficient.
Significance levels are denoted by * p<0.1, ** p<0.05 and *** p <0.01. The values for
Underpricing are shown as percentages, while the values for the BHAR, PPE, ROA, and Sales
Growth are expressed as percentage points. Specifically, the table reports the following equation:

Where captures each of our performance metrics (the dependent variables), captures the
SIC code as a means to control for industry, exhibits fixed effects of offer year and is the
error term. The subscript “ ” refers to each specific firm and “ ” refers to the year.
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The regression results reveal a statistically significant positive relationship between VC-backing
and underpricing. The coefficient of 4.460, with a p-value of less than 0.01, indicates that, on
average, VC-backed IPOs are underpriced by approximately 4.460% more than non-VC-backed
IPOs. This suggests that VC-backed companies are perceived to have higher growth potential
and are thus valued more favorably by investors.

An interesting insight here is that VC-backed IPOs having higher or lower underpricing
compared to non-VC-backed IPOs largely depends on the type of venture capital that is backing
the concerned firm. For example, Gompers’ (1996) grandstanding hypothesis states that younger
venture capital firms are dedicated to bringing companies to market earlier, utilizing higher
underpricing as a strategic cost. This is done to help VC-backed firms establish a reputation and
attract investors, which according to Ritter (Ritter & Welch, 2002) has its roots in the signaling
model. However, this was not the case for older and more established venture capitalists. More
specifically, Gompers claims that VC-backed IPOs supported by younger venture capitals had an
average underpricing of 13.6% compared to 7.3% on those IPOs that were backed by older
venture capitals from 1978 to 1987 (Gompers, 1996). Further context is provided by (Barry et al,
1990) who highlighted that venture capitalists who actively monitor IPO firms can also influence
their characteristics. Lower underpricing was obtained on the firms backed by higher-quality
venture capitals, and significant equity positions were maintained on the IPO firms, reassuring
continued monitoring. This is translated to the fact that the market can recognize these quality
venture capital firms, resulting in lower underpricing for such firms (Barry et al., 1990).

The results support other studies that were conducted after Gompers (1996). A study by Lee and
Wahal (2004) on IPOs between 1980 and 2000 concluded that VC-backed IPOs experienced
significantly higher underpricing or first-day returns than non-VC-backed ones. More
specifically, the difference in return ranged from 5.01 to 10.32 percentage points, being
especially significant during the 1999-2000 time period, mostly due to an increase in market
activity in combination with increased competition among the VCs. This is further supported by
the fact that in 2000, there were 252 VC-backed IPOs in the US as compared to 178
non-VC-backed IPOs as seen in Table I above. This period was also characterized by having a
large number of IPOs compared to many other years with 561 IPOs in total in 1999 and 430
IPOs in 2000, as depicted in Table I above. Underpricing in VC-backed IPOs can be utilized as a
signal to the market and more specifically by the younger VC firms to build upon their reputation
which can be used to attract future funding (Gompers, 1996; Lee & Wahal, 2004).

As for the slightly longer term, the regression suggests a slight positive relationship between VC
backing and BHAR. The coefficient of 0.020, being statistically insignificant, indicates a
relatively small impact. This suggests that, on average, VC-backed IPOs outperform
non-VC-backed IPOs by 2.0 percentage points in terms of BHAR, after controlling for other
factors. However, this effect's magnitude is relatively modest. Thus, we cannot be fully certain of
our argument in this case due to statistical insignificance.
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Chan et al. (2008) found similar results where VC-backed IPOs generally perform better in the
long run than non-VC-backed ones. That was found to be the case especially for larger IPOs,
suggesting that the potential effect that VC backing has on IPO in the long run should not be
discounted. A similar notion is supported by Dutta et al., (2015) who found that VC-backed IPOs
from 1980 to 2013 performed better in a longer period of a three-year BHAR (both market- and
style-adjusted) than non-VC-backed IPOs. Our results could be insignificant due to the one-year
time period we chose to analyze instead of the three years Dutta chose to explore.

The regression results confirm that VC-backed IPOs invest less in tangible assets compared to
non-VC-backed IPOs. The negative coefficient of -0.042, with a statistically significant p-value
of less than 0.01, indicates that on average, VC-backed IPOs have an investment ratio that is 4.2
percentage points lower than non-VC-backed IPOs, after controlling for other factors. This aligns
with the notion that VC-backed companies often operate in technology-intensive industries with
lower capital requirements as a way to pursue their strategy of investment in high-growth
companies (Gompers, 1994).

As for ROA, the regression results indicate that VC-backed IPOs tend to have lower profitability
than non-VC-backed IPOs. The negative coefficient of -0.030, with a statistically significant
p-value of less than 0.01, suggests that on average, VC-backed IPOs have a 3.0 percentage point
lower ROA than non-VC-backed IPOs, after controlling for other factors. This may be due to
higher investment in growth initiatives and a focus on long-term value creation, which can
negatively impact profitability.

Although the monitoring role of venture capitalists could be a factor in high post-IPO
performance, there might still be other factors such as conflict of interest and pressure to go
public early which may instead lead to inefficient asset utilization (Wang et al., 2003). They
claim that venture capitalists may prioritize bringing the firms to the public market rather than
securing asset efficiency which would boost ROA. This is also supported by Gompers's (1996)
study, suggesting that it is important to build a reputation for venture capitals, and more
specifically for younger venture capitals, leading to a potential trade-off between entering the
market earlier and compromising on efficient asset utilization.

The regression results confirm that VC-backed IPOs exhibit higher sales growth than
non-VC-backed IPOs. The positive coefficient of 0.062, with a statistically significant p-value of
less than 0.01, indicates that, on average, VC-backed IPOs have a sales growth rate of 6.2
percentage points higher than non-VC-backed IPOs, after controlling for other factors. This
resonates with the venture capital model of investing in high-growth potential companies. These
results can be aligned with the findings suggesting that VC-backed firms’ net sales benefit from
the active monitoring and the involvement of venture capitalists, which strengthen the
performance of the firm post-IPO (Raghupathy & Thillairajan, 2015).
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The regression analysis provides strong empirical evidence for the distinct characteristics of
VC-backed IPOs. While they offer higher growth potential and initial market excitement, they
also come with higher risk and uncertainty, as shown by their lower profitability. One of the most
important takeaways from our analysis is that VC-backing instills greater underpricing and sales
growth, implying that VC-backed IPOs tend to have higher growth potential, one of the main
reasons for attracting investors. However, we also notice poor profitability (ROA) as VC-backed
IPOs tend to focus more on growth and expansion. This trade-off reflects the inherent nature of
venture capital where they focus on strong growth, even if it means compromising on operating
profitability. These findings are synonymous with the findings in literature like Gompers’
grandstanding hypothesis, indicating that younger venture capital firms use underpricing to build
a reputation in the market. In contrast, the active monitoring by venture capitalists contributes to
higher sales growth after the firms go public.

While this analysis focused on the generic trend of VC-backed and non-VC-backed IPO
performance over 40 years, it does not give the complete picture of whether one group of firms
performs better than the other or not. To fully understand this argument, we will now dive deeper
into analyzing the performance of these two groups of firms during the 2008 financial crisis,
which helps us focus on how these two groups of firms adapt when economic conditions are not
normal.

III. Crisis

As mentioned earlier, to get a better understanding of whether venture capital influences IPO
performance in the US or not, it is important to also focus on the differences in their performance
during times of economic distress. This is where we get a more informed understanding of the
nature of both VC-backed IPOs as well as non-VC-backed IPOs. One of the main differences we
notice between these two groups of firms during a crisis is that VC-backed IPOs might also play
a vital role in keeping the confidence of investors in check during economic crises. This is
largely due to certain systemic risks being a major concern, which Arner (2009) identifies. The
collapse of the Lehan Brothers that triggered the 2008 financial crisis led to a loss of confidence
across financial systems (Arner, 2009). Thus, in such a situation, VC-backed IPOs may be better
off in keeping investors' confidence intact (Arner, 2009). This is further reinforced by Tammi
(2024), who claims that venture capital plays a huge role in mitigating risks associated with
investor sentiment by certifying IPO quality merely through backing their respective firms.

A. Data and Variables

A.1 Main Data Sources

We are once again using the IPOs listed in Jay Ritter’s IPO database as our main dataset.
However this time we limit our data to firms going public from 2004 to 2007. We complement
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this dataset with the financial data for these firms during the fiscal years 2004 - 2011. The
financial data is collected from the CRSP Compustat database and the data we collect is EBIT,
PPE, Sales, and Total Assets, which we use to calculate ROA and PPE to total assets ratio.

A.2 Sample Construction

As mentioned, the period we are focusing on for our analysis of the crisis is 2004 - 2011.
However, we specifically focus on firms that went public between 2004 and 2007. This allows us
to analyze how VC-backing affected the firms’ performance post-2008 (the period during and
after the crisis). If we include firms that went public after 2008, we risk our results being biased
as firms that are listed during the crisis may naturally exhibit weaker financial performance due
to the economic conditions. Therefore, we are exclusively interested in all IPOs conducted
between 2004 and 2007.

Even in this analysis, we follow a similar process that merges Jay Ritter’s IPO database with the
CRSP Compustat dataset by using PERMNO, the unique identifier for each IPO, to create a
master table with the firm information and the financial data for each PERMNO. Additionally,
we incorporate the SIC code from the CRSP Compustat database as a means to have a certain
industry classification.

The final table is a panel dataset that contains financial information for firms going public from
2004 to 2007. The dataset includes financial data from 2004 to 2011, with yearly data depending
on each firm’s year of public offering.

A.3 Variables

ROA

As mentioned before, Return on Assets (ROA) is a measure of a company’s operating
profitability. Here as well, we calculate ROA ourselves by dividing the EBIT (Earnings Before
Interests and Taxes) for each firm by their respective Total Assets. The use of total assets helps
us also account for firm size, thus indirectly eliminating the effects that might occur due to
varying firm sizes. We took a yearly ROA for each fiscal year during the period to see how it
might have developed in the years following the IPO.

Investment

As mentioned before, we use Property, Plant, and Equipment (PPE) as a measure of a company’s
operational capacity (investments). We account for firm size in this metric by dividing PPE by
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the total assets of each firm (as seen in the equation below), as it gives a better picture by
comparing firms irrespective of their size. We measure the yearly PPE for each fiscal year during
the period to see how it might have developed in the years following the IPO, thereby assessing
the efficiency in utilizing fixed assets.

Sales

We collect the data for the net sales of all companies in our sample period. This variable
represents gross sales, the amount of actual billings to customers for regular sales completed
during the period, reduced by cash discounts, trade discounts returned sales, and allowances for
which credit is given to customers. This variable is scaled in millions.

To gain a better understanding of the variables we are using in this analysis, we construct
summary statistics of all the variables.

Table VI

Summary Statistics - Crisis Period (2004-2011)

Table VI reports the summary statistics for three performance metrics ROA, PPE, and Sales of
the firms that went public from 2004 to 2007. The data points span the post-IPO performance
over the period from 2004 to 2011. Each performance metric has a different number of IPOs
being analyzed based on data availability. Additionally, mean, standard deviation, minimum, and
maximum values are presented for each metric. The values for ROA and PPE are shown as
percentage points, while the values for Sales are expressed as million USD.
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Table VI depicts the summary statistics for the variables we are using to analyze the performance
of the two groups of firms during the crisis period. The negative average ROA (-2.7 percentage
points) suggests that, on average, IPOs are not profitable. This might be due to factors such as
high initial investment costs and intense competition. However, the standard deviation of 21.8
percentage points seems to be high and thus reveals a wide variation in profitability across firms.
This can range from a huge loss of 123.4 percentage points to a strong profit of 36.3 percentage
points. This illustrates the idea that while IPOs tend to struggle with profitability, some firms
may manage to achieve huge success in the very short term after going public.

The average investment of 0.210 indicates that IPOs have an average 21.0 percentage points
allocation of their total assets to fixed assets. The large standard deviation of 26.3 percentage
points highlights the great variety in investment strategies among firms, with some having no
investments in fixed assets to others having significant investments in fixed assets (94.1
percentage points). This variability is largely due to differences in industries, access to capital
during crises as well as the business models of specific firms.

The average sales (568.319 million USD) suggest a strong notion that IPOs contribute
significantly to improved sales levels. However, as before, the large standard deviation of
1,225.618 million USD hints at a diverse sales performance across firms in our sample, with
some having no sales at all while others having sales of up to 10,018.2 million USD.

B. Results

As aforementioned, our analysis explores the impact of venture capital backing on the
performance metrics of our interest during the 2004 - 2011 period, with a specific focus on firms
that went public between 2004 and 2007, following the methodology of Bernstein et al. ( 2017).
The panel data we chose to construct is symmetric in the year 2008, similar to what Bernstein
uses. We also use the idea of 2007 being the base year to see the difference in IPO performance
before and after the crisis.

The panel data regression models use both firm-fixed effects and year-fixed effects. With this
approach, we aim to assess the relationship between venture capital involvement and IPO
performance while controlling for unobservable firm-specific and time-varying factors.

B.1 Control Variables

We use several control variables in the regressions to limit the influence of various external
factors.
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B.1.1 Firm-Fixed Effects

In our analysis, we incorporate firm-fixed effects, controlling for the unique firm identifier,
PERMNO. This is done to account for unobservable, time-invariant characteristics specific to
each IPO firm. By controlling firm-specific variations over time, we focus on other factors that
might contribute to performance, such as venture capital backing, rather than the unobservable
internal factors.

B.1.2 Year-Fixed Effects

Since we are interested in looking at the trend over the given period (2004 - 2011), we control for
year-fixed effects in our regressions to eliminate any discrepancies arising from unobservable
factors that change over time but impact all the firms.

B.1.3 Assets

We include the firms’ total assets in 2007 as an additional control variable. This is included to
account for differences in firm size that could impact IPO performance. The usage of 2007 as the
baseline year allows us to standardize the impact of firm size Bernstein et al. (2017). This
ensures that differences in performance are not driven by differences in the firms’ sizes.

B.2 Dummy Variables

B.2.1 Crisis

In addition to the VC dummy variable used before, we also use Crisis as an additional dummy
variable to separate the years in our sample between the pre-crisis and post-crisis periods. For the
crisis and post-crisis period, we assign variable 1, which is defined by the period from 2008 to
2011. The period from 2004 to 2007 is defined as the pre-crisis period. Introducing this dummy
variable allows us to compare firm performance across these two periods.

Before exploring our results from the panel model regressions, let us compare the summary
statistics for the two groups of IPOs separately and see how different they are from each other.

Table VII

Grouped Summary Statistics - Crisis Period (2004-2011)

The Grouped Summary Statistics for the crisis period report the mean and median values. Once
this is done, the difference in the mean of VC-backed IPOs and non-VC-backed IPOs for each
metric is calculated. The t-statistic and p-value are then calculated to show how significant the
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difference between the means of the two groups of firms is. The values for ROA and PPE are
expressed as percentage points and the values for Sales are expressed as million USD.

Tabe VII depicts notable differences between VC-backed IPOs and non-VC-backed IPOs.
VC-backed IPOs indicate a mean of -15.1 percentage points for ROA compared to 3.1
percentage points observed for non-VC-backed IPOs. This gives an insight into the potential
challenges VC-backed firms face in generating profits during the early stages post-IPO compared
to non-VC-backed IPOs. The difference in mean of -18.2 percentage points is statistically
significant, highlighted by a p-value of 0 and a t-statistic of -9.850. This reveals a huge
distinction in profitability between the two groups of firms, possibly due to VC-backed firms
being more growth-oriented compared to non-VC-backed firms.

In terms of investments, VC-backed IPOs allocate a smaller percentage of their total assets, with
an average PPE ratio of 10.1 percentage points compared to 26.3 percentage points for
non-VC-backed IPOs. The difference in mean of -16.2 percentage points is also statistically
significant, as highlighted by a p-value of 0 and a t-statistic of -11.358. This hints at the fact that
VC-backed firms tend to focus more on intangible assets and technology-centric business models
whereas non-VC-backed firms focus more on capital-intensive business models as well as
tangible assets.

VC-backed IPOs, on average, have significantly lower sales of 200.174 million USD compared
to 739.999 million USD for non-VC-backed IPOs. The difference in mean of -539.825 million
USD is statistically significant with a t-statistic of -8.602 and a p-value of 0. VC-backed firms
showing lower sales than non-VC-backed firms indicate that VC-backed firms are generally in
their early stages of growth and are focused on expanding their reputation in the market rather
than increasing their revenue. The median sales values are also lower for VC-backed firms,
89.568 million USD compared to non-VC-backed firms (261.201 million USD), which
strengthens the previous argument.

Overall, we see large differences in the two groups of firms with VC-backed firms targeting
growth prospects at the cost of profitability as opposed to non-VC-backed firms. The statistically
significant differences in ROA, PPE, and Sales across the two groups, supported by p-values <
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0.05, underscore the diverse financial and operational nature of VC-backed IPOs compared to
non-VC-backed IPOs.

Table VIII

Fixed Effects Panel Regressions Output (2004 - 2011)

Table VIII reports the estimates of the interaction between the VC dummy variable and the crisis
dummy variable. Models 1, 3, and 5 contain the coefficient of our interaction term (VC * Crisis)
of interest while employing year and firm fixed effects. The regressions run with these fixed
effects are our baseline model. To get another perspective, Models 2, 4, and 6 expand on our
baseline regression and account for the asset size in 2007 of each firm. These assets interact with
the post-crisis dummy variable. The output from columns 1 and 2 reflect ROA, columns 3 and 4
reflect PPE scaled on total assets and columns 5 and 6 illustrate the outputs for sales.
Significance levels are denoted by *<0.1, ** p<0.05 and *** p <0.01. The values for ROA and
PPE are expressed as percentage points while the values for Sales are expressed in million USD.
Specifically, the table reports the following equation:

Where captures each of our performance metrics (the dependent variables), is
the interaction term we are analyzing, captures the fiscal year as a means to control for
year-fixed effects, exhibits firm fixed effects and is the error term. The subscript “ ”
refers to each specific firm and “ ” refers to the year.
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We see clear disparities between VC-backed IPOs and non-VC-backed IPOs with varied
significance levels. The interaction term VC * Crisis measures the treatment effect of how
differently the two groups of firms performed during the crisis. We will now look at how these
two groups of firms performed measured by our performance metrics.

The coefficient of the interaction term VC * Crisis in the models regressed on ROA (1 and 2) are
-0.002 and -0.003, respectively. Both of these are statistically insignificant with p-values >0.1,
indicating that during the crisis, VC-backed IPOs did not outperform non-VC-backed IPOs in
terms of ROA (profitability). On average, VC-backed IPOs performed 0.2 percentage points and
0.3 percentage points (when controlling for assets) lower compared to non-VC-backed IPOs.
This suggests that while venture capital support may support growth and expansion through the
addition of capital, it does not necessarily mean that the improvements in profitability are
immediate.

The statistically significant and positive interaction term VC * Crisis for Investments (PPE), with
coefficients of 0.021 for model 3 and 0.023 for model 4, suggests that VC-backed IPOs invested
more post-crisis than non-VC-backed IPOs. On average, VC-backed firms invested 2.1
percentage points more than non-VC-backed IPOs post-crisis and 2.3 percentage points when
controlling for assets. These results imply that venture capital in general supported their portfolio
companies under challenging economic conditions, helping them maintain or enhance their
investments (Bernstein et al, 2017). This proactive approach to investment highlights how
venture capital backing helps firms gain certain competitive advantages during times of
economic distress (Bernstein et al, 2017).

In the models (5 and 6) for sales, the interaction term VC * Crisis is both statistically significant
and positive, with coefficients of 316.283 in model 5 and 328.808 in model 6 (both with p-values
<0.01). These results indicate that VC-backed IPOs exhibited superior performance, 316.283
million USD higher sales compared to non-VC-backed IPOs during the crisis period. Even after
controlling for firm assets pre-crisis, the results remain positive and statistically significant, with
VC-backed IPOs, on average, having 328.808 million USD higher sales.

These regression results exhibit some important insights. We notice that while venture capital
backing may not help with profitability, it still enables firms to have strong investments and sales
owing to the growth prospects and stability venture capital brings to their firms. This is not only
due to venture capitalists helping with financing, but also helping their firms with strategic
advice and networks that enable their firms to have a higher resilience during economically
tough times.
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Table IX

Time-Varying Fixed Effects Model

Table IX reports the coefficients from a time-varying fixed effects model. All the models employ
year and firm fixed effects. The estimates exhibited are the main parameters of our analysis
between the VC dummy variable and the dummy variables for each year from 2004 to 2011.
Models 1, 3, and 5 contain the coefficient of our interaction terms of interest while employing
year and firm fixed effects. The results for models 1, 3, and 5 are based on our baseline formula.
On the other hand, models 2, 4, and 6 expand on our baseline regression and account for the
assets’ size of each firm measured in 2007. These assets interact with the post-crisis dummy. In
columns 1 and 2 the outcome is ROA, in columns 3 and 4 the outcome is PPE scaled on total
assets and in columns 5 and 6 the outcome is sales. Significance levels are denoted by *<0.1, **
p<0.05 and *** p <0.01. The values for ROA and PPE are expressed as percentage points and
the values for sales are expressed as million USD. Specifically, the table reports the following
equation:

Where captures each of our performance metrics (the dependent variables), is the
interaction term between the VC dummy variables and the dummy variable for each year from
2004 to 2011 that we are analyzing, captures the fiscal year as a means to control for
year-fixed effects, exhibits firm fixed effects and is the error term. The subscript “ ”
refers to each specific firm and “ ” refers to the year.
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Table IX illustrates how the effect of VC-backing on the performance metrics has evolved from
2004 to 2011 for each performance metric. The analysis incorporates an interaction term between
the assets of the 2007 dummy and the crisis dummy as shown in columns 2, 4, and 6. The
interaction term allows the models to capture the differential effect of firm size during the
pre-crisis period on performance outcomes during the crisis years. This provides insights into
how the involvement of venture capital interacts with the pre-existing firm capacities to shape
post-IPO performance during the financial crisis and our defined crisis period (2008 - 2011).

The coefficients for the pre-crisis period and especially for years 2005 (0.027 in model 1 and
0.030 in model 2) and 2006 (0.019 in model 1 and 0.018 in model 2) are positive and statistically
significant. These suggest that compared to non-VC-backed firms, VC-backed firms experienced
higher profitability before the crisis with 2007 as the base year.

Looking at the period after the crisis, we notice that the coefficients exhibited are negative and
statistically significant. More specifically, in 2008 the coefficient experienced a decline (-0.023
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in model 1 and -0.024 in model 2). When controlling for assets, VC-backed IPOs performed 2.4
percentage points worse than non-VC-backed IPOs. A similar pattern is seen for 2009 where the
coefficients are negative and statistically significant (-0.036 in model 1 and -0.037 in model 2).
These results suggest that VC-backed firms faced a relative decline in profitability post-crisis
compared to non-VC-backed firms.

Going back to our results on VC * Crisis from the previous table (Table VIII), we see that while
the coefficients of the interaction term were negative and insignificant, something that these two
results have in common is that post-crisis there is a decline in ROA compared to non-VC-backed
IPOs and thus profitability for VC-backed IPOs. This trend highlights how venture capital’s
focus on long-term strategies instead of short-term financial returns could lead to profitability
being impacted in times of crisis.

The coefficient for the pre-crisis period that is statistically significant is for 2006 with
coefficients of -0.009 for both models 3 and 4, suggesting that VC-backing led to lower
investments. However, in the years 2004 and 2005, we see that while the coefficients are
negative, they are not statistically significant and thus we cannot be fully certain of this
relationship.

However, when looking at the years post-crisis from 2008 to 2011, we see statistically significant
positive results. For example, in 2008, we noticed a 2.3 percentage point increase in investments
for VC-backed IPOs compared to non-VC-backed IPOs when assets were not controlled and a
2.5 percentage point increase when assets were controlled. This illustrates how the backing of
venture capital provides the much-needed resilience to firms that firms usually do not get.

Going back to our results on VC * Crisis from the previous table (Table VIII), we see that the
positive and statistically significant coefficients for investments are also present there. This
shows how the influence of venture capital is helping firms sustain their operational capacity
even during times of economic uncertainty.

For sales, in the period before the crisis, we see negative and statistically significant coefficients
for the VC-backed IPOs. However, during and after the crisis, we see positive and statistically
significant coefficients. For example, in 2008, the coefficients were 117.124 in model 5 and
128.078 in model 6, later rising to 322.323 in model 5 and 335.291 in model 6 respectively by
2011. These positive and statistically significant results show that despite controlling for the firm
size pre-crisis in model 6, venture capitalists had a strong influence on the sales of their firms
post the crisis, supporting the claim that they focus more on sustainable growth rather than
short-term financial performance.

Going back to our results on VC * Crisis from the previous table (Table VIII), we see that the
positive and statistically significant coefficients for investments are also present there. The
results are significant and supporting, even after controlling for assets.
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Overall, the results so far suggest that companies backed by venture capital firms were more
resilient during the financial crisis than a similar set of non-VC-backed firms. One hypothesis of
why this might be the case is that venture capital firms help their firms to maintain high
investment levels by relaxing their financial constraints, especially when the condition of the
economy is bad (Bernstein et al, 2017). This can take place in two ways. As mentioned
previously, venture capitalists have fund commitments that are seldom broken and thus they may
be more willing to inject more funds into their companies if access to financial markets is
difficult. Another way this can take place is by venture capitalists leveraging their strong ties
with banks and thus finding it easier to access credit in markets that are struggling economically
(Ivashina & Kovner, 2011).

Looking at the broader implications, we see that in the pre-crisis period (2004 - 2006), the
positive ROA coefficient suggests that VC-backed firms exhibited higher profitability than
non-VC-backed firms, with the 2007 year as the baseline. However, while their investment and
sales showed a negative performance, the coefficients were small and thus we notice more of a
focus from venture capitals on financial efficiency rather than growth before the crisis.

During and after the crisis (2008 - 2011), we noticed a decline in profitability, together with an
increase in investments and sales, which hints at VC-backed firms prioritizing market presence
and growth over profitability. This gives insight into the strategic value of venture capital in
supporting firms in dealing with economic challenges. The results elaborate on the strong impact
of venture capital backing on firm performance during changing economic cycles, with 2007 as
the base year. Although VC-backed firms experienced declining profitability during the crisis,
they were able to be resilient in their investments and sales.

IV. Discussion

Our analysis of whether VC-backed IPOs outperform or perform differently than non-VC-backed
IPOs has endogeneity problems, preventing us from being 100% certain about our results and
thus generalizing the trend. Generally, venture capitals target high-growth companies and the
nature of these companies tends to be different from non-VC-backed firms, making their
performance inherently distinct to a certain degree. A strong performance or high growth
potential could attract venture capital involvement rather than venture capital causing the
performance. This reverse causality makes it difficult to determine whether the observed
performance differences are due to venture capital funding or inherent company qualities that
attracted venture capital funding in the first place. Moreover, companies may prefer to go public
at times of favorable market conditions according to their operations and financial status and thus
this self-selection of the timing of IPOs may introduce some bias when comparing performance.
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Additionally, while funding is one main contribution of venture capital to firms, they also
provide strategic support to their firms. This level of support can vary greatly and thus while
generalizing venture capital may allow us to differentiate from non-venture capitals, within the
venture capital-backed firms, there may be discrepancies due to the varied support offered.

Finally, while we control for the industry and year-fixed effects, our results may still suffer
slightly from the omitted variable bias as many unmeasured factors such as company
management quality can influence IPO performance irrespective of venture capital backing or
not.

It is important to also note certain limitations with our data sources. While Jay Ritter’s IPO
database is comprehensive and widely acknowledged in literature, there is subjectivity involved
in the data due to being constrained with predefined categories such as Growth Capital.
Moreover, excluding firms with unclear venture capital status may prevent us from generalizing
our results, due to potentially omitting firms with significant results. While used in literature to a
large extent, the completeness of the CRSP Compustat and FRED datasets can be questioned. As
a result, comparing the data across these datasets might lead to mismatches in our results. The
SDC Global New Issues Database often misses certain data points, like PERMNOs, which
prevent us from being 100% accurate in matching it with the data in Jay Ritter’s IPO database
and the other databases. While these sources have high credibility by researchers in the field, one
must be careful in generalizing the results while considering the potential limitations.

V. Conclusion

This paper provides support for VC-backed IPOs to outperform non-VC-backed IPOs in the
longer term in terms of sales growth owing to their focus on growth and market expansion,
thereby compromising profitability (ROA). We also notice lower investments in VC-backed
IPOs, indicating a greater focus on less capital-intensive firms by venture capital. Our results
show a higher underpricing by VC-backed IPOs, perhaps as a means to build an initial reputation
in the market to gain stronger returns in the future. This contradicts our hypothesis that
VC-backed IPOs may perform better initially compared to non-VC-backed IPOs due to intensive
capital support and growth-oriented strategies but may not sustain this advantage in the longer
term due to higher growth pressure and the erratic nature of markets.

During periods of economic distress, such as the 2008 financial crisis, we noticed greater
resilience exhibited by VC-backed IPOs compared to non-VC-backed IPOs, primarily due to
larger access to continued funding and strategic support even during economically difficult
times. Moreover, VC backing helps firms sustain their investments as well as keep the level of
sales even when the economic climate is bad. This finding is also consistent with the literature,
especially Bernstein, who emphasizes the role of strong financial backing during economic
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downturns. While the backing of venture capital seems to be promising, the results also illustrate
the trade-offs faced by VC-backed IPOs where they might have a higher exposure to volatility
and might be exposed to market risks due to reduced capital investments in tangible assets for
instance.

By conducting a multi-faceted performance analysis, our paper highlights the strategic influence
of venture capital on IPO performance and illustrates nuanced strategies for sustaining long-term
success in volatile economic conditions.

Our findings contribute to the broader understanding of the IPO market and the vital role played
by venture capitalists in influencing post-IPO performance. Moreover, our paper provides
insightful perspectives on different measures of IPO performance as well as different periods.
While this study controls for industry and year-fixed effects to reduce the influences of these
additional factors, further insights could be generated by going deeper into sector-specific factors
and seeing the differential impact of venture capital influence on IPO performance across
industries.
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VI. AI-Appendix

** Chat GPT was used to enhance the quality of writing and condense the text in certain sections
of the paper. We also used Chat GPT to fix certain errors in our code in R when running the
regressions. **
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