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• Emergence of 1st

generation of venture 
companies

• Establishment of 
venture capital 
companies under 
‘Support for Small and 
Medium Enterprise 
Establishment Act’
(1986)

• No viable exit markets

• Lack of 
entrepreneurship 

• Reformed OTC to 
KOSDAQ in 1996

• Built regulatory 
framework to promote 
ventures

• Emergence of ‘star’
ventures

• Ventures as new 
growth engine after IMF 
crisis

Inception Era
( - 1990)

Infra Building Era
(1996 - 1999)

Correction Era
(2000 - 2002)

Maturing Era
(2003 - )

• Criticism on negative 
effects of government 
initiatives for ventures

• Formation of anti-
venture atmosphere

• Legal sanction against 
‘pseudo-ventures’

• Post bubble effects

• Recovery of social 
confidence in ventures

• Maturing market 
infrastructure

• Established economic 
disciplines for 
transparency and 
accountability

• Beginning of virtuous 
cycle in venture capital

Key
Features

I. DEVELOPMENT OF VENTURE COMPANIES

• Explorer • Initiator • Facilitator • SupporterGovernment's
Role

DEVELOPMENT OF VENTURE ECOSYSTEM

Source:  Korea Venture Business Association (KOVA);  Ilshin Analysis
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4,934

8,798

11,392

8,778

7,702

8,776
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Source:  Small and Medium Business Administration (SMBA)

NUMBER OF VENTURE COMPANIES

I. DEVELOPMENT OF VENTURE COMPANIES (continued)

Venture Certification Program

• Introduced through legislation of Act on Special 

Measures for the Promotion of Venture 

Businesses in 1997

• Small and Medium Business Administration 

(“SMBA”) designates qualified venture-type 

companies as “Venture” according to 

procedures classified into the following three 

categories:

- VC investment

- R&D focus

- New technology

Venture Certification Program

• Introduced through legislation of Act on Special 

Measures for the Promotion of Venture 

Businesses in 1997

• Small and Medium Business Administration 

(“SMBA”) designates qualified venture-type 

companies as “Venture” according to 

procedures classified into the following three 

categories:

- VC investment

- R&D focus

- New technology



5Source:  2004 Venture Companies Survey, SMBA / KOVA

100 ~ 500
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500 ~ 1,000

5,000 ~ 10,000
12.0

VENTURE COMPANIES BY SALES, 2004
100% = 7,609 companies

13.9

19.1%

Software*

15.9

18.0

Manufacturing

Energy,
Bio Technologies

Machinery

10.8Broadcasting, 
Communication*

10.6

Computer,
Semiconductor, 
Electronic
component*

IT Services*
3.3

8.4

Others

VENTURE COMPANIES BY INDUSTRY, 2004
100% = 7,609 companies

15.5%

20.4

18.3

1,000 ~ 5,000

Over 10,000

Less than KRW 100 million

* IT venture companies account for 43.8%

I. DEVELOPMENT OF VENTURE COMPANIES (continued)

20.2
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Source:  2004 Venture Companies Survey, SMBA / KOVA

PROFILE OF ENTREPRENEURS
100% = 7,609 companies

72.6%

7.5

BY FORMER JOB

Corporations

Private
Research
Center

5.8
Professor

Government
3.3

Public Research Center
3.1

Student
1.7 Others

6.3

57.0%

16.6

BY MAJOR

Engineering

8.5

Business
/Economics

Science

7.0

Social
Science

Others

11.0

41.2%

27.1

BY EDUCATION

Bachelor

15.6

Master

Ph.D.

Others

16.1

I. DEVELOPMENT OF VENTURE COMPANIES (continued)
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Consolidation Phase
(2001 – )

Overshooting Phase
(1998 – 2000)

• Support for Small and 
Medium Enterprise 
establishment Act 
enacted in 1986

• 12 venture capital 
companies (VCs) 
founded in 1986 and the 
number of VCs 
increased to 72 in 1998

• Small and Medium 
Business Administration 
(SMBA) organized in 
1996

• Act on Special Measures 
for the Promotion of 
Venture Businesses 
enacted in 1997

• VCs proliferated and the 
number of VCs peaked 
at 147 in 2000

• 325 venture capital funds 
(VC funds)  were 
launched in 2000

• VCs invested KRW 2 
trillion in 2000

• The number of VCs 
decreased to 105 in 
2004

• The VC fund formation 
and VC investment 
significantly contracted   

• Only 30~40 VCs are 
active

II. VENTURE CAPITAL MARKET

Growth Phase
(1986 – 1998)

Initial Phase 
(1974 – 1986)

• Korea Technology 
Advancing Corporation 
(KTAC) founded by 
Korea Institute Science 
and Technology (KIST)  
in 1974

• Three more New 
Technology Finance 
Companies established 
under Financial 
Assistance to New 
Technology Businesses 
Act (1986)

DEVELOPMENT OF VENTURE CAPITAL

Source:  Ilshin Analysis
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ESTABLISHEMENT OF VENTURE CAPITAL COMPANIES AND VENTURE CAPITAL FUNDS, 1998-2004

72

87

147

145

128

117

105

1998

1999

2000

2001

2002
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2004

93

149

325

395

410

428

422

Number of
Venture Capital 
Funds

Number of
Venture Capital 

Companies

Source:  SMBA

II. VENTURE CAPITAL MARKET (continued)

• A venture capital company (VC) acts 
as a general partner and takes a 
form of a corporation with a 
minimum paid-in capital 
requirement.  

• A venture capital fund (VC fund) is 
organized in the form of a limited 
partnership and managed by a VC.

• A venture capital company (VC) acts 
as a general partner and takes a 
form of a corporation with a 
minimum paid-in capital 
requirement.  

• A venture capital fund (VC fund) is 
organized in the form of a limited 
partnership and managed by a VC.
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LIMITED PARTNERS OF VC FUNDS BY TYPE, 2004
Total = KRW 3,559 billion

14.4

5.5

31.1%

VCs**

Foreign Investors

Financial
Institutions

2,463

4,138 4,525 4,560

3,202 2,801 2,432

1,175

1,338

2,338
3,060

3,223
3,477

3,5593,638

5,475

6,863

7,620

6,425 6,277
5,991

1998 1999 2000 2001 2002 2003 2004

AGGREGATE FUND SIZE, 1998-2004
KRW billion

Source:  Korean Venture Capital Association (KVCA)

VC
Funds

VCs’
Proprietary
Capital

Government

Pensions*

Corporates
and Individuals

18.8

14.7

15.5

II. VENTURE CAPITAL MARKET (continued)

* The National Pension Act was revised in 2001 and the National 
Pension Corporation started to invest in VC funds in 2002

** Equivalent to general partner contribution to VC funds
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950.2

2,007.5

889.3

616.7

611.8

563.9

Source:  SMBA

AGGREGATE INVESTMENT BY YEAR, 1998-2004
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1,973

3,076
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2,863
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2003

2004

1,484.5

2,869.1

3,035.8

3,032.2

2,737.1

2,563.1

Amount
KRW billion

Number of
Investments

1,457

1,901

1,117
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615

510
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KRW billion
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INVESTMENT BY YEAR, 1998-2004

II. VENTURE CAPITAL MARKET (continued)
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Source:  SMBA

Bio
Technologies

Manufacturing

21.7

2.3
1.1

Information
Technologies

Others

Entertainment

55.7%

INVESTMENT BY INDUSTRY, 2004
100% = KRW 563.9 billion

16.5

Retail

Environment

Energy

0.6

0.4

1.8

16.9

3-7 years

27.5%

Over
7 years

Less than
3 years

INVESTMENT BY STAGE, 2004
100% = KRW 563.9 billion

55.6

II. VENTURE CAPITAL MARKET (continued)
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INVESTMENT BY INSTRUMENT, 2004
100%l = KRW 563.9 billion

Source:  SMBA

25.4

Equity-linked

26.8

Project Financing

Equity

47.8%

II. VENTURE CAPITAL MARKET (continued)

Comments

• The common form of an equity 
investment has been the common stock.

• Recently, VCs started to employ preferred 
stocks (redeemable and convertible).

• VCs are legally prohibited from using 
straight debt instruments.

• The project financing is usually used for 
financing the production of films, games, 
and music, etc.

Comments

• The common form of an equity 
investment has been the common stock.

• Recently, VCs started to employ preferred 
stocks (redeemable and convertible).

• VCs are legally prohibited from using 
straight debt instruments.

• The project financing is usually used for 
financing the production of films, games, 
and music, etc.
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2000 2001 2002 2003 2004

• Still negative connotation 
attached to M&A

• Unfavorable tax implications of 
equity swap

• Ceiling on conglomerate’s total 
shareholding deters large 
corporations from acquiring 
venture companies.

• Still negative connotation 
attached to M&A

• Unfavorable tax implications of 
equity swap

• Ceiling on conglomerate’s total 
shareholding deters large 
corporations from acquiring 
venture companies.

2000 2001 2002 2003 2004

EXIT BY TYPE, 2000-2004
Number of Exits

M&A

IPO

M&A

IPO

KOREA* US

96.5% 95.9 93.5 96.2 91.3

3.8
6.5

4.13.5%

54.5% 89.5 92.9 90.9 78.2

90.97.110.5

45.5%

21.8

8.7

Source:  KVCA;  National Venture Capital Association (NVCA)

Reasons for Inactive M&A 
Market in Korea

No. of
Exits

No. of
Exits142 123 138 131 138 580 391 339 320 426

* Based on survey data from 43 VCs
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KOSDAQ

1997 1998 1999 2000 2002

604 843

37.4

157

Number of IPOs of      
Venture Companies

NA NA 65 117 137 108 59 37 11

59

29.0

231

NA

331

7.9

8

NA

2001 2003 2004 2005.4

Number of Listed 
Companies* 359 453 721 879 890 880

Total Market Capitalization*
(KRW trillion)

7.1 98.7 51.8 37.4 31.1 37.1

Number of IPOs 83 164 177 71 52 16

Number of IPOs of
VC-backed companies

NA NA NA 36 26 11

Source:  Korean Stock Dealers Association

II. VENTURE CAPITAL MARKET (continued)

* As of each year-end
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GOVERNMENT POLICIES FOR VENTURE FINANCING

Nurture and strengthen venture capital

Revitalize KOSDAQ

Activate M&A market

Restructure OTC market

Enhance tax benefits

III. GOVERNMENT INITIATIVES

Infrastructure Building

Policy loans

Credit guarantees

Direct Support
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Start-up • Secure resource of venture capital
− Fund-of-funds investing in VCs (KRW 1 trillion by 2008)
− KDB-private joint fund investing in start-ups (KRW 200 billion)

• Bail-out program
− Loans support for viable venture companies after feasibility test

Growth • Expand financial support & venture-related information infrastructure
− Increase guarantee for venture companies (KRW 10 trillion by 2007)
− Encourage large companies’ investment in SMEs

• Place priority on SME products in public procurement 

Maturity / Restructuring • Revitalization of KOSDAQ
− Easing price fluctuation limits
− More tax benefits to listed companies
− Promotion of M&A

MAJOR GOVERNMENT VENTURE POLICIES BY STAGE*

III. GOVERNMENT INITIATIVES (continued)

* Announced on December 24, 2004
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1999 2000 2001 2002 2003 2004

NUMBER OF SMBA-SPONSORED
VENTURE CAPITAL FUNDS, 1999-2004

447.9

280.0
171.6 154.1 152.1

224.6

122.0

85.5 83.9
156.2

63.2

672.5

402.0

257.1 238.0

308.3

36.1

27.1

1999 2000 2001 2002 2003 2004

SMBA CONTRIBUTION TO SMBA-SPONSORED
VENTURE CAPITAL FUNDS, 1999-2004
KRW billion

III. GOVERNMENT INITIATIVES (continued)

Source:  SMBA

SMBA-
sponsored

SMBA
contribution
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Budgets Amount per Company

Funds for Restructuring, Improvement and Stabilization 1,750.0

Funds for Cooperation Support 240.0 Up to 4.0/2.0/0.5

Funds for R&D & Commercializing Patented Technologies 80.0 Up to 0.5

Up to 3.0 for restructuring; 1.0 for fostering knowledge-
based industries; and 1.0 for stabilization

Funds for Small Businesses 510.0 Up to 0.5

Funds for Industrial Base 363.3 NA

Funds for Start-up SMEs and Ventures 350.0 Up to 1.0

Funds for Export Financing 70.0 Up to 2.0

Funds for Asset-based Securitization 50.0 NA

Funds for Traditional Market Redevelopment 20.0 NA

Total 3,433.3

POLICY LOANS AND CREDIT GUARANTEES FOR SMEs, 2005

• Budgets for Policy Loans
(Unit:  KRW billion)

• Credit Guarantees
• Total amount of guarantees:  KRW 43 trillion

Source:  SMBA

III. GOVERNMENT INITIATIVES (continued)
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COMPONENTS AND MATERIALS TECHNOLOGY DEVELOPMENT PROJECT

Source:  Korea Core Industrial Technology Investment Association (KITIA)

III. GOVERNMENT INITIATIVES (continued)
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