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Massive amounts of investments in clean
technologies (e.g., solar energy, electric
vehicles) are needed in order to limit global
temperature rise below 2°C. Experts esti-
mate that the world needs to invest $12.1
trillion globally over the next 25 years. To
put this figure in perspective, it would re-
quire increasing the current level of invest-
ment by $210bn per year, a bit less than
Portugal’s GDP.

Yet, the current funding of clean techno-
logies is hindered by an unattractive risk/
return profile compared to other types of
technologies. It takes high amounts of
both capital and time to prove the commer-
cial viability of a cleantech startup (Nanda
etal, 2015). To tackle this issue, itis crucial
to develop a better understanding of novel
financing tools available to startups. One of
these new financing tools, which we study
in_our recent research, is venture compe-
titions',

The rise in venture competitions

Venture competitions are events in which
startups compete to receive money, men-
toring or recognition. They have become
a key actor of the startup ecosystem.
CrunchBase data shows that 22 percent of
all Swiss-based startups created between
2006 and 2019 that secured funding won
at least one round of Venture Kick, the lea-
ding Swiss venture competition. The phe-
nomenon is global. In the United States,
Howell (2019) estimates that about 15
percent of startups that secure early-stage
funding have won such a competition.

Changes in the investment strategy of
some startup investors—also known as
venture capitalists—can help explain the
rise of venture competitions. Faced with
falling costs of starting a venture, inves-
tors have increasingly adopted a ‘spray
and pray’ investment approach (Ewens et
al., 2018); they now provide more limited
funding and governance to a greater nu-
mber of startups. This new environment
has facilitated the emergence of novel
financial intermediaries, such as accelera-
tors or venture competitions, that provide
scalable, lower cost forms of support to
early-stage startups.

Venture competitions offer participating
startups two main benefits. First, they
usually supply capital to the winning star-
tups at a stage where acquiring financing
is challenging (McKenzie, 2017). Second,
winning a venture competition can act as
certification of startup quality, providing
valuable information about a startup’s pro-
bability of success to both founders and
investors (Howell, 2019). Which of these
two mechanisms — cash prizes or certifi-
cation —has more impact on the long-term
success of participating startups? To exa-
mine this question, we use an anonymized
sample of 987 Swiss startups that have
participated in the Venture Kick competi-
tion between 2007 and 2017,

Startups particularly benefit from ven-
ture competitions’ seal of quality

We find that Venture Kick has a significant
impact on participating startups’ business

success (measured by their survival rates
and funding raised after the competition).
Our results also show that venture compe-
titions are mostly helpful because they cer-
tify startups’ quality and less so because
they offer cash prizes. This certification
provides valuable information to both en-
trepreneurs and outside investors, which
accelerates the termination of low-quality
startups and improves external funding
opportunities for high-quality startups.
The limited effect of the cash prize could
be explained by the fact that only the last
remaining high-quality startups compete
to win it. In well-developed financial sys-
tems, top-ranked winners usually also
have access to more funding options and
therefore might not gain much from win-
ning a cash prize.

Science-based and ICT startups are im-
pacted differently by venture competi-
tions

However, the effect of the certification or
the cash prize on the startups’ business
success vary according to the type of in-
dustry.

First, we observe that certification mostly
benefits startups belonging to technology
types that the competition's judges are
adept at evaluating. When comparing the
grades given to startups and their future
success, we find that judges are able to
reliably assess the quality of startups in
science-based sectors like biotech, mi-
cro-nano technologies or cleantech. They
seem less able to do so for startups in the



internet, mobile & software (ICT) indus-
tries. A possible explanation for this diffe-
rence is that the success of science-based
startups depends on elements that are
more ‘objective’ (i.e., hard evidence of a
technological advance) compared to ICT
startups. As a consequence, winning or
losing during the competition provides
objective information about science-based
startups’ true potential to entrepreneurs
and investors. Conversely, ICT startups do
not benefit so much from the competition's
certification.

Second, while winning the final CHF
100,000 cash prize does not have much
of an impact on science-based startups, it
turns out to be beneficial to ICT startups.
Because of their lower running costs, ICT
startups are much better able to take ad-
vantage of the money granted. However,
this ‘prize effect’ remains limited. It only
increases ICT startups’ survival rate in the
short-term without, it seems, affecting
these startups’ long-term prospects.

Venture competitions could stimulate
cleantech innovation in Switzerland

The small number of cleantech startups
taking part in Venture Kick shows that the
cleantech revolution is still in its infancy in
Switzerland. Only seven percent of partici-
pants are cleantech startups. Yet, venture
competitions have a role to play to support
entrepreneurship and innovation in clean
technologies. Such help is critical because
the rest of the startup ecosystem still shies
away from betting big on the cleantech
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sector. Indeed, despite the 2010 federal
Swiss Cleantech Masterplan, investments
in early stage cleantech startups have
failed to keep up with other sectors (see
Figure 1). According to startupticker.ch’s
20720 VC report, cleantech ventures re-
presented only around five percent of the
Swiss startups that secured a financing
round in 2019,

\Venture competitions’ cash prizes can
certainly help cleantech startups with low
running cost — for example startups invol-
ved in digital technologies such as smarter
grid management — to survive the crucial
early years of their development. Howe-
ver, for the more capital-intensive clean
energy startups (e.g., renewable energy
production), cash prizes are unlikely to be
tremendously useful. The main draw of
venture competitions is that they offer an
evaluation and certification of cleantech
startups’ quality at a low cost. This certi-
fication can, in turn, help reduce the time
required for investors to efficiently screen
early-stage cleantech ventures. For this to

happen, however, investors need to trust
the certification to be informative. For-
tunately, clean technologies are like other
science-based sectars, in the sense that
judges’” certification is likely to be mea-
ningful.

A call for the creation of a green venture
competition in Switzerland

Given the urgency of the situation and
based on the findings in our paper, we call
for the creation of a venture competition
dedicated specifically to clean technolo-
gies. The key to success would be to ap-
point judges that are experts in cleantech,
so that their certification of quality will
be trusted and useful to investors. While
Swiss startups already have access to
some green venture competitions, more
support is needed. Switzerland, the wor-
Id's most-innovative country, has the po-
tential to become a hub of green innova-
tion. Such a venture competition could be
a catalyst for the cleantech revolution that
is still slow to appear.

Figure 1: Swiss venture capital in-
vestments in cleantech are stalling

" This project is supported by the
Swiss National Science Foundation

(SNSF) within the framework of the

National Research Programme 73

L

=

5

%a pam—
E ™ __.-"-.——__

E 2008 2010 2012 2014 2016 2018
é — T w=sss: Biglgoh —e— Cleaniech |

on sustainable economy (NRP 73,

Sraans: Crunchtess, EPTL

Grant-No 407340-172395).

Ewens, M., Nanda, R., & Rhodes-Kropf, M. (2018). Cost of experimentation and the evolution of venture capital. Journal of Financial Economics, 128(3), 422—442.
Howell, S. T.(2019). Reducing Information Frictions in Venture Capital: The Role of New Venture Competitions. Journal of Financial Economics.
McKenzie, D. (2017). Identifying and spurring high-growth entrepreneurship: Experimental evidence from a business plan competition. American Economic Review, 107(8),

2278-2307.

Nanda, R., Younge, K., & Fleming, L. (2015). Policy Publication Date : July 2015 Chapter Title : Innovation and Entrepreneurship in Renewable Energy Innovation and Entrepre-

neurship in Renewable Energy, (July), 199-232.

About the Centre for International Environmental Studies

Established in 2010, the Centre for International Environmental Studies (CIES) is the Graduate
Institute’s focal point for research on environmental issues. The centre is dedicated to the better
understanding of the social, legal, economic and political facets of global problems related to the
environment, with an emphasis on the international dimension and North-South relations.

The centre addresses complex problems such as climate change, biodiversity, food security, ener-
gy, natural resources and development. CIES's mission is to conduct high level academic research
to improve the quality of decision making in public and private spheres. This goal is achieved by
creating a platform for researchers to conduct interdisciplinary research on the environment, by
providing training to PhD students in specialized areas of research and by disseminating research
results through outreach activities that target academic experts and policymakers.

CIES is part of a number of academic networks and partners with academic institutions and
stake-holders throughout the world. Located in the heart of International Geneva, CIES regularly
hosts workshops and conferences that bring together researchers and policymakers.
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