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COMMITMENT TO CAPITAL RAISING FOR VENTURE CAPITAL
FUNDS IN INDIA: AN APPLICATION OF ARDL MODEL
MOHAMMAD MUSTAFA AND SYED SHAHID MAZHAR

Abstract. Venture capitalists (VCs) ‡ourish on the ability to add funds to their kitty
across nations. Consequently, VCs’ability to convince Limited Partners (LP), who are their
primary source of …nancing, plays a critical role in the venture capital investment growth
in any economy. However, it is not easy to rake in capital from an investor. LPs assess
the market conditions carefully before making their capital available to the VCs. This paper
examines the macro-economic variables that in‡uence the supply of money to venture capital
funds in emerging economies such as India from an LPs perspective. The empirical analysis
using Autoregressive-Distributed Lag (ARDL) approach reveals that supply of capital to the
VC funds in India is in‡uenced by macro variables as well as past investment behaviours.
Macro-variables such as GDP growth, interest rate spread, global liquidity, and in‡ation rate
signi…cantly in‡uence the supply of capital to the VC funds in India. However, stock market
liquidity does not in‡uence the supply side of the venture capital investment. Our analysis
reveals that VCs’fund raising in India is highly in‡uenced by their past investment relation
with the LPs.

1. Introduction
With the advent of liberal market policies in 1991, India opened many industries and sectors
to foreign investment. As a result, the overseas capital in‡ow has increasingly exploited an
underfunded market, Mustafa (2019). The Indian venture capital industry is a thriving testimony of the same. We must mark that around 70 percent of venture capital investment in
India comes from the external market. Consequently, the Indian venture capital industry has
evolved substantially during recent years, basking in the prosperity of foreign money. In the
venture capital industry, fundraising by the …rms has reached 117 billion rupess by the end
of 2020. However, the total fundraised is low compared to the 268 billion rupees commitment
made by the LP investors. It is to be noted that the total fund received by the Indian VC …rms
stands at around 45 percent of the commitment made by investors to the industry. In 2016
the total investment was just 20 percent of the entire corpus committed by the investors (as
shown in Figure -1 of Appendix A)1 . However, over the last four years, the growth of capital
raising capacity by Indian VC …rms has outstripped the increase in the commitment made by
the investors to the fund managers. As a result, the sector is witnessing marginal improvement
in recent quarters.
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The ratio has sharply increased to 54% in March 2015 and then came down to 16% in June 2016. We note
here that pension funds are allowed to invest in VC industry in 2016. During the same year, Insolvency and
Bankruptcy Code was also implemented.
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Limited Partners plays a critical role in the growth of VC funds. In the venture capitalist’s
investment ecosystem, VC funds act as intermediaries, pooling capital from various sources
(known as LP) and investing in start-ups or early-stage entities. Venture capital investment in
a country will ‡ourish if it can raise higher funds. Limited partners are the foundation of this
ecosystem, providing funds to the VC …rms and setting the course of venture capital investment’s
growth. Further, if the supply of funds to the VC …rms is limited, the …nancial intermediary will
…nd it di¢ cult to provide …nancial support to the portfolio companies (Lin and Varottil, 2019).
As discussed above, LPs invest signi…cantly less than what they commit to the fund managers.
Therefore, it is essential to understand what factors motivate the investors to supply more
capital to the VC funds focused on a given country from the supply-side perspective. This will
increase the liquidity with the VC funds and thereby increase their ability to …nance a higher
number of start-ups.
In literature, various factors that motivate the Indian VC …rms to invest have been widely
discussed. However, what determines the supply of funds to the VC …rms has been overlooked.
A study on the supply side of the VC fund is essential for understanding and promoting this
investment in India, where the availability of capital speci…cally for small enterprises is scarce.
Therefore, this paper intends to examine the supply of funds to the VC …rms in three steps.
First, factors that entice the investors (LPs) to commit money to the VC …rms willingly. Second,
factors that attract the LPs to invest in the VC funds focused on an economy. Finally, examining
the factors that will hasten the growth of funds supplied to the VC …rms over commitment made
to them.
The rest of the paper is organized in the following order. Section 2 reviews the association between venture capital investment and macroeconomic variables. Section 3 presents
the methodology for empirical analysis. Section 4 discusses empirical results and Section 5
concludes this study.
2. Review of literature
The determinant of venture capital investment has long been an important research topic in
the alternative investment literature. While examining the factors determining the supply of
VC funds in the US, Gomper and Larner (1998) used industry aggregate data from 1969 to 1994.
The study used net venture capital investment in an absolute term in a …xed-e¤ect model. It
explored and established that economic growth, …rm-speci…c performance, and capital gain tax
are the critical factors in‡uencing the supply of VC funds. The authors believed that the recent
return of …rms could lead to higher commitment. Though the authors claimed that capital gain
tax is the driving force for venture capital investment, Balboa and Marti (2001) later revealed
that capital gain tax in‡uences only the tax-sensitive investors. Further, examining the demand
and supply of the venture capital investment, Cannice and Goldberg (2009) argued that the
ability to invest by the VC funds is determined from the level of commitment of the investors.
Another study by Gomper et al. (1998) observed that a favourable IPO market could determine the availability of funds for venture capital investment. Further, the willingness of
investors to commit money is driven by the expectation of return from the VC investment.
Black and Gilson (1998) also observed a strong nexus between venture capital market and robust capital market during the same period. They argue that a resilient IPO market with good
returns can encourage the venture capital market from both the demand and supply sides. Further reinforcing the argument, Jeng and Wells (2000) cited that exit through IPO is the most
pro…table option for a venture capitalist. Therefore, the volume of IPOs can a¤ect both the
supply and demand of venture capital.
Balboa and Marti (2001) tried to examine the determinants of venture capital investment
in the European region. The authors considered that countries’ information asymmetric is
high. The result revealed that GDP growth does not in‡uence the ‡ow of venture capital
investment. If we go by the …ndings of Jeng and Wells (2000), it suggests that healthy growth
in the number of IPOs indicates money is going back to the investors. Hence, it can be assumed
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that the expected return from the portfolio was lucrative. However, market capitalization or
the active stock market does not seem to in‡uence the early-stage investment. Schertler (2003)
used stock market capitalization as a proxy for stock market liquidity to examine the factors
that in‡uence venture capital investment. The author cited that stock market liquidity can
positively impact venture capital investment at an early stage.
Fleix et al. (2007) employed panel regression from 1992 to 2003 for 23 European countries.
The authors attempted to explore the factors determining the supply and demand of venture
capital investment in the European region. The study builds a separate model and assesses
the supply-side and demand-side factors. Their analysis reveals that market capitalization and
interest rate are strong determinants of VC investment in the European region. They believe
that a positive association between VC investment and interest rate implies that demand for
such investment increases when the cost of capital remains high in the market. However, in
the case of GDP growth, unlike the …nding of Gomper and Larner (1998), this study …nds this
variable is not essential for the VC investment in the EU region.
Even Chief and Gazdar (2011) employed panel regression to identify the factors in‡uencing
venture capital investment across 21 European countries. Their result explored that GDP
growth, market capitalization and expenditure on R&D are the decisive determinants of venture
capital investment in the European region. Romain and Pottelsberghe (2004) tried to explore
the role of macroeconomic variables on venture capital investment considering 16 Organisation
for Economic Co-operation and Development (OECD) countries for 1990 to 2000. Their work
reveals that venture capital investment is positively associated with GDP growth and interest
rate.
Bonini and Alkan (2011) reveal macro-variables such as interest rate, GDP growth, in‡ation
rate, and stock market liquidity are the motivational factors for venture capital investment.
However, the in‡uence of GDP growth on venture capital is limited to the early stage only.
Considering quarterly data for 17 years between 1995 and 2011, Ning et al. (2015) attempted
to explore the driving forces of venture capital investment in the US. The study reveals that
GDP growth and change in IPO are the vital drivers of the VC investment in the US.
Neeraz and Tripathi (2019) attempted to examine the factors determining alternative investment categories, including venture capital, in India’s sector-level analysis. The study used
principal component analysis for examining the relationship between macro-variables and alternative investment. This study’s …nding pertaining to the impact of macro-variables was
inconclusive as their e¤ects vary from sector to sector.
While examining the demand side of the VC funds, Mustafa and Mazhar (2020) revealed
that venture capital investment is strongly in‡uenced by domestic factors such as GDP growth,
stock market liquidity and in‡ation rate. In addition to the domestic factor, global factors also
in‡uence the rate of venture capital investment in developing countries like India.
Based on the earlier studies, it can be inferred that macro-economic variables such as GDP
growth, stock market liquidity, in‡ation rate, liquidity in the global …nancial system and interest
rate are the in‡uential factors for venture capital investment. It was observed that the past
studies conducted on the emerging markets had examined the major in‡uential factors for
venture capital investments on the demand side only. That is how VC funds invest in an
economy. However, most literature pertaining to the subject has overlooked the supply side
of the VC funds – what in‡uences the VC funds’ fundraising. In emerging economies, the
availability of capital is a major concern. Therefore, examining the driving factors of the
supply of capital to the VC funds is very important.
Further, foreign investors are the major contributor in the emerging market venture capital
industry, evidenced in India. Therefore, determinants of venture capital investment in emerging
markets like India should be measured considering the relative performance of the economy. In
this context, Verma and Prakash (2011) examined the sensitivity of capital ‡ows to interest
rate di¤erential in India. The authors used a 10-year yield spread between India and the US
to proxy for interest rate spread. They concluded that a 1.0 percent change in interest rate
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di¤erential could lead to a 0.05 percent change in the capital in‡ows in the same direction. Before this, the work of Chakravorty (2006), Singh (2007) and Singh (2009) revealed that interest
rate di¤erential is a strong determinant of capital in‡ows to emerging markets. Therefore, it
is appropriate to consider interest rate di¤erential as an explanatory variable instead of the
prevailing interest rate in the domestic market.
3. Methodology
This paper has considered the data available on venture capital investments for the …scal
quarters starting December 2012 till December 2020 to carry out a series analysis. The data
on quarterly frequency has been collected from the Securities and Exchange Board of India,
Reserve Bank of India, Centre for Monitoring Indian Economy (CMIE), and Federal Reserve
Bank of St. Louis. Data of capital received by various VC funds and the wealth committed
to the VC fund pool by di¤erent investors (LPs) is taken from SEBI. The committed capital
is the amount investors have promised to invest into the VC funds. Similarly, capital raised is
the total money received by di¤erent VC funds from investors. The capital received by the VC
funds could be concurrent with the changing level of commitment of the investors. Therefore,
we aimed to examine the in‡uence of macroeconomic variables on the ratio of capital received
by the VC funds to the commitment made by the investors.
The independent variables considered in the models are GDP growth, Interest rate spread,
stock market liquidity, global liquidity, and in‡ation rate. For interest-rate di¤erential, spread
between the 10-year sovereign yield of India and the US has been considered. Similarly, change
in the Federal Reserve’s asset side has been considered a proxy for global liquidity.
3.1. Independent variables. GDP growth: GDP growth re‡ects the health of the economy.
Therefore, healthy GDP growth encourages higher venture capital investments. At the same
time, new start-up …rms will emerge when an economy is expanding rapidly. Hence, higher
demand for venture capital investment is expected. The earlier studies conducted by Gomper
and Larner (1998), Fleix et al. (2007), Chief and Gazdar (2011), Ning et al. (2015), Mustafa
and Mazhar (2020) have considered GDP growth as a signi…cant explanatory variable of venture
capital investment. On the supply side, faster economic expansion will create greater business
opportunities. Therefore, considering growing investment opportunities, investors are expected
to pour more money into the VC funds of an economy when that economy experiences faster
growth. Furthermore, during such times, actual money invested to money committed rises as
investors are con…dent about better returns (IRR).
Interest rate spread: Global capital in‡ows to the emerging market remain high when
the interest rate di¤erential between emerging and advanced economies is higher. Investment
in the emerging market can fetch a higher return. Therefore, the supply of capital towards
venture capital can increase in a country that o¤ers a higher return (because of higher interest
rates). Investment in VCs is part of the portfolio management exercise undertaken by respective
family o¢ ces of LPs. While the subject of capital allocation among segments is not a concern
for this paper, VC segment in LP capital allocation is considered signi…cant because of potential
returns. Further, a higher interest rate can nudge an enterprise towards exploring alternative
funding sources as borrowing from the bank becomes expensive. Therefore, actual venture
capital investment is expected to increase from both the demand and supply sides. Among the
earlier studies, Gomer et al. (1998), Romain and Pottelsberghe (2004), Fleix et al. (2007) have
considered domestic interest rate as an explanatory variable. Fleix et al. (2007) argue that
a positive association between VC investment and interest rate implies that demand for such
investment increases when the cost of capital remains high in the market.
Stock market liquidity: Exit through IPO can optimize the return from venture capital
investment. Therefore, the liquid stock market can encourage higher supply to the venture
capital industry from an investor perspective. Similarly, a liquid stock market can facilitate an
opportunity for the entrepreneur to take back or enhance its control over the entity. Bonini and
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Alkan (2011) argue that number of IPOs is an outcome of venture capital investment. Hence,
venture capital investment leads IPO not the reverse. Therefore, earlier studies such as Jeng
and Well (2000), Schertler (2003), Romain and Pottelsberghe (2004), Bonini and Alkan (2011)
Mustafa and Mazhar (2020) considered stock traded as a proxy for stock market liquidity.
Global Liquidity: When the global …nancial market has excess money, higher capital
in‡ows to EME (emerging market economies) are generally yield chasing as interest rate differentials become more pronounced. Consequently, supply of capital to the VC …rms in expectation of higher return will be higher when global …nancial system is having surplus liquidity.
Therefore, Mustafa and Mazhar (2020) have considered this variable as a potential explanatory
variable.
In‡ation rate: Firm in‡ation rate re‡ects the level of consumer demand in an economy.
Hence, higher investment is expected when rate of in‡ation is strong. As a result, demand for
funds from fund manager would be …rm as well. On the supply side, higher consumer demand
in an economy can give con…dence to the investors about the investee economy. In literature,
Bonini and Alkan (2011) and Mustafa and Mazhar (2020) has explored a positive impact of
price level on overall VC investment.
To explore the existence of cointegration relationship among the variable bounds testing
approach in the framework of Autoregressive Distributed Lag (ARDL) (as developed by Pesaran
et al. 2001) has been employed. The cointegration approach developed by Pesaran et al.
(2001) has some econometrics advantages (Durairaj, 2010) compared to other cointegration
procedures. For instance, the bounds test approach can be applicable for a small sample
size study (Pesaran et al., 2001; Udoh et al, 2015), whereas another conventional multivariate
cointegration approach such as Johansen and Juselius approach is e¤ective only for large sample
size. Further, the estimates of the long-run model provided by the test will be unbiased despite
some regressors are endogenous (Harris and Sollis, 2003; Udoh et al, 2015). Therefore, in this
paper, we have applied the ARDL model.
The ARDL procedure includes two stages. In the …rst stage, it identi…es the presence of a
long-run association among the variables. Once the long-run association is established, in the
next step, it estimates the long-run relationship. A simple ARDL model can be presented as
follows:
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Where Y is a dependent variable, is the constant, @i are the short-run dynamic coe¢ cients
of the model’s convergence to equilibrium, is the speed of adjustment, and t are white noise
errors.
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Variable
Committed Amount
Capital Received
Capital received to the
committed amount ratio
GDP growth
Interest rate di¤erential
Stock Market Liquidity
Global Liquidity
In‡ation rate

Description
Limited Partners promise to invest
in the venture capital fund
The amount received by VC funds
from the LPs
The ratio of capital received and
committed amount
In‡ation-adjusted quarterly output
Spread between 10-year Indian and
US sovereign yield
The stock traded to GDP ratio
Change in the asset side of the Fed’s
balance sheet
Growth in the consumer price index
Note: # is the dependent variable

Notation
CA

Predicted sign
#

CR

#

CRTC

#

GDP
Spread

+
+

SML
GL

+
+

CPI

+

4. Empirical Analysis
This paper aims to examine how the macroeconomics variables in‡uence the commitment and
actual investment of the LPs into the Indian VC funds. This paper has used the autoregressive
distributed lag (ARDL) approach to examine the relationship empirically. As macroeconomics
variables have a dynamic relationship, examining with time series econometrics models like the
ARDL model is more appropriate.
4.1. Unit root test. The result of the unit root test applying the Augmented Dickey-Fuller
(ADF) approach for the variables CA, CR, CRTC (capital received to committed amount ratio),
GDP growth, Spread, SML, GL, and CPI is presented in Table 1. The ADF test result reveals
that all the variables are stationary at the …rst di¤erence (at 1% level), i.e., is integrated of order
one, (I). As the considered variable for the ARDL model is stationary at the …rst di¤erence, a
long-run equilibrium relationship can be examined by applying the bounds test.
Table 1: Unit Root Tests
Variables Level (0) First Di¤erence (I)
CA
0.867
-3.597*
CR
1.897
-3.194*
CRTC
-0.231
-3.118*
GDP
-1.174
-5.782*
Spread
-0.639
-4.403*
SML
0.521
-4.619*
GL
0.741
-5.685*
CPI
1.441
-3.815*
Note: * indicates signi…cance at 1% level

4.2. Bounds test. Before proceeding with the bounds test, the order of lags on the …rst
di¤erenced variables has been examined using AIC. In the next step, an F-statistic test was
conducted to examine the long-run relationship among the considered variables. The F-statistic
of bounds test is higher than the upper bound critical value at the 5 percent level. This infers
that the variables considered for the assessment are having long-run cointegration2 .
2 The null hypothesis of the null hypothesis of no cointegration among the macro variables can be rejected as
F-statistic value is greater than the upper bound of the critical value. If the estimated value remains below the
lower bound of the critical value, the null hypothesis of no cointegration among the macro variables cannot be
rejected. Similarly, it cannot be judged if it remains within the lower and upper bound.
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Table 2: F-Bounds test for Cointegration Relationship
Number of regressors
Value of statistics k= 5
Model
M1
M2
Computed F- statistic
5.124
5.159
Critical value
At 1% level
At 5% level
Lower bound value
4.257
3.037
Upper bound value
6.040
4.443
Note: k is the number of regressors

4.3. Error Correction Model. The equation (1) was estimated after following the …ndings
of a long-run cointegration among the considered variables. The result of the ARDL model is
presented in Table 3. In Model 1, the variables GDP growth, GL, CPI, and spread have a longrun association with the dependent variables as the coe¢ cient of these variables is statistically
signi…cant. The coe¢ cient of the variables of GDP growth, CPI, and GL are signi…cant at
5 percent level or above with positive sign, whereas coe¢ cient of spread is signi…cant at 10
percent only. The GDP growth and CPI signify healthy economic outlook and strong consumer
demand which is good for investment in domestic economy. Therefore, dependent variable is
positively in‡uenced by these variables. In the earlier study, Gomper et al. (1998) also stated
that investors promise to invest more on the VC funds when expected rate of return is higher.
Similarly, signi…cance of the coe¢ cient of the variable GL and Spread with positive sign implies
that surplus liquidity in the global …nancial system motivates the investors to take advantage
of the relatively higher rate of interest in the domestic market.
Similar to the result of Model 1, the variable GDP growth, GL, CPI, and spread are found to
be signi…cant in Model 2 as well. The coe¢ cient of the GDP growth, CPI, and GL is signi…cant
at a 5 percent level or above, whereas the spread is signi…cant at 10 percent only. A positive sign
of the coe¢ cient of all these variables indicates a positive association between the independent
variables and fundraising. On the demand side of the analysis by Mustafa and Mazhar (2020),
GDP growth, CPI, GL, and SML are the in‡uential factors. However, stock market liquidity
is not found to be signi…cant on the supply side. As the share of exit through IPO is very low
in India (Mustafa, 2019), stock market liquidity does not in‡uence the supply of capital to the
VC funds in India.
Table 3: Long run coe¢ cients using ARDL approach
Independent Variables
Dependent Variable
CAt (1)
CRt (2)
ARDL
(1,1,2,1,2,1)
(1,2,0,0,0,1)
CA
0.146(0.616)
CR
0.7099(16.453)***
GDP
0.012(4.210)***
0.003(3.031)***
Spread
0.004(1.797)*
0.005(1.816)*
SML
-0.001(-0.971)
-0.001(-0.897)
GL
0.0098(2.815)**
0.005(4.380)***
CPI
0.0032(3.926)*** 0.0030(4.731)***
Constant
-0.302(-3.40)***
-0.0006(-0.135)
Note: * , ** , & *** indicates signi…cance at
10, 5 and 1% level respectively.

It was observed that as compared to that of the CR, CA is highly elastic to the GDP growth
and global liquidity. Likewise, CR is highly elastic to the change in interest rate spread as
compared to the variable CA. Our analysis reveals that a 10bps change in interest rate spread
can lead to INR 0.04 million change in committed amount and INR 0.05 million change in
capital receipt on the same direction. It can be inferred that interest rate spread induce capital
receipts more than its commitment. Therefore, higher interest rate spread can narrow down the
gap between committed amount and actual capital receipts. Further, CR is strongly in‡uenced
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by its own lag. This implies that a fund managers ability to raise capital may be in‡uenced
by his/her investment relationship with the LPs along with their past performances. In an
assessment in the EU region, Balboa and Marti (2001) also observed that raising new funds is
signi…cantly in‡uenced by the past performance of the fund managers.
In another model, we have considered a ratio of capital receipts and committed amount as
a dependent variable and had run a regression. However, the result is contradictory, therefore,
we are not reporting the result here.
Table 4: Estimated Coe¢ cients of the Short-run
Dynamic Error Correction Model
Independent Variables
Dependent Variable
CAt (1)
CRt (2)
Constant
-0.312(-6.522)
-12.394(-6.303)
ECMt 1
-0.882(-6.525)*** -0.273(-6.374)***
GDPt 1
0.001(0.662)
1.422(9.641)***
GDPt 2
-0.824(-3.593)***
Spreadt 1
-0.0004(-1.943)*
Spreadt 2
-0.0004(-2.425)**
SMLt 1
0.005(4.241)***
GLt 1
-0.003(-2.557)**
GLt 2
-0.003524(-2.557)
CPIt 1
0.0003(5.939)*** -0.015(-2.785)***
CAt 1
0.0688(0.378)
CRt 1
-0.379(-3.074)***
Note: ***, ** & * indicates signi…cance at
1 percent, 5 percent and 10 percent level respectively.

The …ndings of the short-run dynamic associated with the long-run behaviour have been
obtained from the error correction model as presented in Table 4. For the …rst model, the
coe¢ cient (-0.88) of the error correction model is signi…cant at a 1percent level with the correct
sign. This suggests that the speed of adjustment in the dependent variable to any shock is
strong. Approximately 88 percent of disequilibrium from a shock in a period can return to
the long-run equilibrium in the next period. However, in the case of model 2, the speed of
adjustment in the dependent variable to any shock is only 27 percent during a period.
R-squared
Adj. R-squared
F- statistic
Akaike info criterion
LM Test for residual correlation
Test for normality
Test for heteroscedasticity

Model 1
0.9972
0.9961
11.95***
-411.13
0.353(0.563)
0.956(0.237)
22.235(0.176)

Model 2
0.976
0.965
94.72***
-533.90
0.868(0.356)
0.974(0.658)
7.205(0.926)

Further, the stability of the model has been checked with the behaviour of the recursive
residual. The graphical representation of CUSUM (Cumulative Sum of Recursive Residuals)
and CUSUMSQ (Cumulative Sum Square of Recursive Residual) in Figure 2 in Appendix A are
applied to the ECM model suggested by the AIC criterion. In the …gures, the recursive residual
remains within the critical bounds. Based on the plot, we can conclude that the estimated
model has no evidence of instability.
5. Conclusion
In the past, many theoretical and empirical studies have attempted to examine the key determinants of venture capital investment. However, on the supply side, a study on capital-raised

COM M ITM ENT TO CAPITAL RAISING FOR VENTURE CAPITAL FUNDS IN INDIA:

129

by VC funds compared to LP commitment can explore investor strategy. This assessment is
pivotal to emerging markets like India, where the availability of capital is limited. Consequently,
the cost of capital remains elevated for small enterprises.
This paper explores the supply of investment (capital) in India through the conduits built by
VCs. In this regard, this study used quarterly data from December 2012 to December 2020. An
ARDL model was applied to explore the in‡uence of the macro variables such as GDP growth,
Interest rate spread, Stock market liquidity, global liquidity, and in‡ation rate.
Further, this study explored the factors that motivate the investors to supply more capital
to the VC funds than what they have committed. The empirical analysis reveals that supply
of capital to the VC funds in India is in‡uenced by macro variables as well as past investment
behaviours. Macro-variables such as GDP growth, interest rate spread, global liquidity, and
in‡ation rate signi…cantly in‡uence the supply of capital to the VC funds in India. However,
in‡uence of stock market liquidity is found to be insigni…cant on the supply side of the venture
capital investment.
In case of interest rate spread, our empirical analysis reveals that a higher interest rate
in host economy as compared to the global rate of interest can encourage LPs to pour more
money into the VC funds compared to what they committed. As a result, the gap between the
actual supply of funds and the promise to invest will come down. Further, the actual capital
investment is highly in‡uenced by its past behaviour. This implies that LPs puts money into
the VC funds based on the past investment relation with the fund managers.
Concluding, the capital received by the VC funds in India is around 45 percent of the
investors’ commitment to the industry. This study has explored that a lucrative domestic
economic outlook can improve the domestic VC funds’ fundraising capability (higher capital
raised to commitment ratio). Our analysis suggests that it is a good time to raise funds during
surplus global liquidity and higher interest rate spreads, however, fund managers need to have
a good track record to give con…dence to the LPs.
This is an early attempt to explore macroeconomic variables’in‡uence on committed amounts
and capital-raised by the VC funds. We have limited our analysis to macro level as our aim is
to examine the supply of capital in‡uenced by the macroeconomic variables in general. Therefore, we admit that our …ndings should be interpreted cautiously. However, a further study
considering industries and geographical areas can give more clarity on this relationship. In addition, while we acknowledge that the tax and legal system in the host economy also in‡uence
international capital movement, we could not include these factors due to limited observations.
Therefore, a further study incorporating these parameters will enrich this …nding.
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Appendix A
Figure 1: Ratio of capital raised and commitment (from LPs) to Indian VC funds

Source: Author’s computation using data from SEBI
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Figure 2: Plot of Cumulative Sum of Recursive Residuals (CUSUM) and
Cumulative Sum of Squares of Recursive Residuals (CUSUMSQ)

2.a.1 CUSUM test for Model (1)

2.a.2 CUSUMSQ test for Model (1)
.
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2.b.1 CUSUM test for Model (2)
.

2.b.2 CUSUMSQ test for Model (2)
.
Note: The straight line in Figure 2 represents critical bounds at 5 percent signi…cance level.

