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Motivation Letter 

March 19, 2018 

Dear Sir/Madam, 

I am applying to the NBER Entrepreneurship Research Boot Camp 2018. 

I am in my 2nd year of PhD studies at the University of Lausanne (Swiss Finance 
Institute Doctoral Program in Finance). My research interests include contract design, 
entrepreneurship and venture capital. I have started to work on the entrepreneurial 
finance relatively recently, and the Boot Camp would be an excellent opportunity for 
me to learn more about the research in this field from the leading professors. 

Current research 

Currently I am working on a project studying how banks decide which financial 
covenants to put into a loan contract. Our findings suggest that heterogeneity in the 
choice of covenants is associated with differences in borrower characteristics, e.g. high 
growth companies with large R&D spending tend to receive covenant specifying 
minimum level of tangible net worth. Lenders do not seem to have strong preferences 
regarding covenant types, and they tend to combine covenants to span the borrower's 
state space. While about 12% of loans contain covenants-substitutes, we interpret this 
observation by intention of lenders to implement approximation of complete contract 
when firms bear higher risk of default and are not financially constrained. Finally we 
demonstrate that the covenant choice might be the link between fast expansion in the 
loan market and lender's subsequent poor performance. In order to establish causality 
we plan to use a quasi-natural experiment based on staggered interstate banking 
deregulation. 

Future research 

Recently I have started my own project studying performance of venture capital (VC) 
funds and I plan to focus on entrepreneurship and innovation in my future research. 
Given the importance of entrepreneurs in job creation and productivity in the 
economy it is crucial to learn more about what makes start-up companies succeed. 
And I aim to contribute to the understanding of this basic question.   

I. Venture Capital Fund Performance: Implications For Entrepreneurs 

In my project I hypothesize that the poor performance of VC funds has a negative 
impact on their portfolio companies in terms of innovation and successful exits. I see 
several potential channels through which past losses to the VC portfolio affect venture 
fund’s behavior.  

a) First, losses might change investor’s orientation from long-term growth to 
short-term profitability. To cover losses venture capitalists (VCs) can 
prematurely exit from their investments selling them to other companies. I 
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expect that this negative effect is most pronounced when VC firm fails to raise 
new funds (case of so-called “Zombie VC firms”). 

b) Second, the recent empirical evidence shows that on-site involvement of VCs 
with their portfolio companies has a significantly positive impact on innovation 
and successful exit. VCs which suffered significant losses to their portfolios 
might prefer to reduce costly monitoring of their portfolio companies.  

c) Third, it is important to keep in mind that start-up companies typically have 
more than one investor. In such a case, negative impact of losses comes from 
coordination frictions among members of VC syndicate, induced by differences 
in performance and, therefore, in priorities. 

Past performance could also change VCs attitude towards new investments, namely: 
(1) the selection of portfolio companies, (2) the contracting behavior (preferred shares 
v. convertible debt, inclusion of restrictive covenants), (3) the choice of partners for 
VC syndication. While it is reasonable to analyze those changes through the lens of 
risk-aversion, it is not clear whether losses to the portfolio decrease or increase (case 
of risk-shifting) the amount of risk the VC fund is willing to take.  

To test my hypotheses I plan to construct the database based on VentureXpert (data 
on VC investments), Burgiss and Cambridge Associates (data on VC performance), 
the NBER Patent Data Project (data to measure the innovation before 2006) and the 
Google Patents (data to measure the innovation after 2006), Capital IQ and SDC 
Platinum (data to determine successful exits). At present I do matching of the 
company names from the two aforementioned patent databases. 

This is my current research topic regarding entrepreneurship and innovation. I 
strongly believe that the Boot Camp will help me to gain better understanding of the 
research in the area of entrepreneurial finance. I am grateful for considering my 
application and I am looking forward to participate in your Research Boot Camp in 
July.  

Kind regards, 

Rustam Abuzov 
 

 

 








