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ABSTRACT

The business angel market is usually identified as a local market, and the proximity of an investment has been shown to be key in the angel’s investment preferences and an important filter at the screening stage of the investment decision.  This is generally explained by the personal and hence localised networks used to identify potential investments, the hands-on involvement of the investor and the desire to minimise risk. However, a significant minority of investments are made over long distances.  This paper is based on data from 373 investments made by 109 UK business angels. We classify the location of investments into three groups: local investments (those made within the same county or in adjacent counties), intermediate investments (those made in counties adjacent to the ‘local’ counties), and long-distance investments (those made beyond this range).  Using ordered logit analysis the paper develops and tests a number of hypotheses that relate long distance investment to investment characteristics and investor characteristics.  The paper concludes by drawing out the implications for entrepreneurs seeking business angel finance in investment-deficient regions, business angel networks seeking to match investors to entrepreneurs and firms (which are normally their primary clients), and for policy makers responsible for local and regional economic development.

1. INTRODUCTION

The informal venture capital market – which we define as equity investments and non-collateral forms of lending made by private individuals using their own money to invest directly in unquoted businesses in which they have no family connection (i.e. business angels) – plays a major role in the financing of start-up and early stage ventures (Mason and Harrison 2000a; Mason, 2006).  First, it occupies a critical position in the financing of growth firms (Freear and Wetzel 1990; Sohl, 1999), coming between the finance provided by the entrepreneurs and their family and friends and that provided by the institutional venture capitalists, who rarely make small-scale investments because the fixed nature of the transactions costs involved make such investments uneconomic.  Second, estimates from the US (Wetzel 1994; Sohl, 1999) and the UK (Mason and Harrison 2000b) suggest that the informal venture capital market is significant by comparison with the institutional venture capital market (Wong 2002).  Third, business angels are hands-on investors, contributing their skills, expertise and knowledge to the strategic and operational development of the businesses in which they invest, often as members of the board of directors but frequently also as paid or unpaid consultants or with an employment contract with the venture (Harrison and Mason 1992a; Mason and Harrison 1996; Lumme et al, 1998; Ehrlich et al, 1994; Fiet 1995a; 1995b; Sætre, 2003; Politis, 2008).

The institutional venture capital market has been shown to be highly concentrated geographically in the most economically developed, or core, regions, both in terms of the location of the fund managers and the investments made (Mason and Harrison 2002; Martin et al, 2002; Florida and Kenney, 1988; Powell et al, 2002; Zook, 2002). The implication is that companies located in peripheral regions have limited access to institutional sources of venture capital.  In contast, little is known about the geography of the informal venture capital market, but it is generally accepted that it is geographically dispersed: business angels are widely distributed within countries (‘angels live virtually everywhere’ according to Gaston, 1989: 4) and their investment patterns are dominated by parochialism. Thus, the conventional wisdom is that the informal venture capital market comprises a series of overlapping local/regional markets rather than a national market. 

However, the ubiquity of the informal venture capital market should not be overstated. Although a thorough geographical analysis remains to be undertaken, it is clear that informal venture capital is not equally available in all locations. Since the majority of business angels are cashed-out entrepreneurs (up to 80% according to some studies) and other high net worth individuals, the size of the market in different regions is likely to reflect the geography of entrepreneurial activity and the geography of income and wealth, both of which have been shown to be unevenly distributed within countries (e.g. Armington and Acs, 2002; Keeble and Walker, 1994; Davidsson et al, 1994; Reynolds et al, 1995; Mackay 2003; Lynch 2003). Less developed regions are disadvantaged in two further respects. First, a study by Paul et al (2003) on Scotland suggests that the business angel population in less entrepreneurial regions contains fewer investors with an entrepreneurial/small business background and more investors with a large firm background. This might be expected to have implications for both the type and usefulness of the hands-on support provided.   Second, Johnstone (2001) argues that declining industrial regions are likely to suffer from a mismatch between the supply of informal venture capital and the demand for this form of finance. He demonstrates that in the case of Cape Breton, Canada the main source of demand for early stage venture capital is from knowledge-based businesses started by well-educated entrepreneurs (mostly graduates) with formal technical education and training who are seeking value-added investors with industry and technology relevant marketing and management skills and industrial contacts. However, the business angels in such regions have typically made their money in the service economy (retail, transport, etc), have little formal education or training, and do not have an affinity with the IT sector. Moreover, their value-added contributions are confined to finance, planning and operations. This suggests that the informal venture capital market in ‘depleted communities’ is characterised by stage, sector and knowledge mismatches.

The obvious question which arises is whether economically lagging regions with a deficiency of business angels (or particular types of business angels) can ‘import’ informal venture capital from other regions that have a greater and more diverse supply of business angels? Specifically, are there investors who are less sensitive to the location of the investment opportunity, and under what circumstances would they make investments in distant locations. The empirical evidence, which is reviewed in the next section, is consistent in indicating that most business angels prefer to invest close to home and that the majority of actual investments are made within one hour’s driving time of the angel’s home or place of work. However, this evidence also indicates that a significant minority of angel investments do occur over long distances. The objective of this paper – the first ever study of the role of distance in angel investing – is to develop a clearer understanding the circumstances under which such investments occur and identify potential roles for policy-makers to influence the flow of business angel investments between well-supplied and less well supplied regions.  This remains an outstanding issue in the informal venture capital research agenda proposed by Freear et al (2002: 282): “we need to know what factors tend to diminish the significance of geography in the investment decision.” Specifically, this paper asks three questions:

· To what extent and under what circumstances do long-distance investments occur?

· Are there deal characteristics that are consistently associated with longer distance investments?

· Are there some types of business angels who are more likely to make long distance investments?

These questions have both academic interest and are also relevant to policy and practice. They address an important and until now an un-researched dimension to the operation of the business angel market and at the same time add insights into how the geography of money interfaces with regional economic development processes (Martin, 1999)., In terms of practice, they have implications for the entrepreneur’s search for finance by serving to identify the circumstances when the normal advice to “search locally” may be inappropriate. They have implications for policy by indicating the extent to which regions with a deficit in the local supply of investment capital can ‘import’ finance from business angels located elsewhere. They also have implications for the form that policy intervention takes, notably in terms of the geographical basis for the design of business angel networks. National business angel networks, such as ACE-NET in the USA,  COIN in Canada and NBAN in the UK (which have all closed ) and BAND in Germany operated at least in part on the assumption that there is the potential for (more) long distance investment to occur simply by increasing the amount of information that investors receive concerning distant investment opportunities. 

The next two sections review the literature on the geography of angel investing and develop a number of hypotheses to account for the why long-distance investments occur. In the remainder of the paper these hypotheses are tested using a unique survey-based data set on business angel investments in the UK.

2. DISTANCE AND THE INFORMAL VENTURE CAPITAL MARKET

The literature on the operation of the informal venture capital market suggests that only a minority of business angels have a specific preference for investing close to home and that a significant minority of investors say that they have no geographical limits on where they will consider investing. In the USA studies have identified between 24% and 40% of business angels who claimed to have no geographical preferences (Wetzel, 1981; Tymes and Krasner, 1983; Freear et al, 1992; 1994a). Only in Gaston’s (1989) study was the proportion less than 10%. A study of Ottawa angels reported that 36% imposed no geographical limits on their investments (Short and Riding 1989; Riding et al, 1993). In the UK, Coveney and Moore (1998) reported that 44% of angels would consider investing more than 200 miles or three hours travelling time from home, compared with only 15% whose maximum investment threshold was 50 miles or one hour. Paul et al (2003) suggest that Scottish business angels are rather more parochial, but even here 22% would consider investing more than 200 miles or three hours from home, compared with 62% wanting to invest within 100 miles of home .

Studies of how business angels make their investment decisions suggest that the location of potential investee companies is a relatively unimportant consideration, and much less significant than the type of product or stage of business development (Haar et al, 1988; Freear et al, 1992; Coveney and Moore, 1998; van Osnabrugge and Robinson, 2000). A more nuanced perspective is offered by Mason and Rogers (1997). Their evidence suggests that most angels do have a limit beyond which they preferred not to invest, but – to quote several respondents to their survey who used virtually the same phrase - “it doesn’t always work that way”. In other words, the location of an investment in relation to the investor’s home base appears to be a compensatory criterion (Riding et al 1993), with angels prepared to invest in ‘good’ opportunities that are located beyond their preferred distance threshold. 

However, studies which have focused on the actual location (revealed preference) of investments made by business angels reveals a much more parochial pattern of investing In Connecticut and Massachusetts the proportion of investments located within 50 miles of the investor’s home or office is 37% (Freear et al, 1992). In New England the equivalent proportion is 58% (Wetzel, 1981) while in Ottawa the proportion is 85% (this high proportion reflecting its proximity to different cultural and political milieus to the north and south and distance from other major urban areas in English-speaking Canada). In the UK, Mason and Harrison (1994) found that two-thirds of investments by UK business angels were made within 100 miles of home. In other words, the proportion of investors who report a preference for or a willingness to consider long distance investments is much higher than the actual proportion of long distance investments that are made.

In the business angel literature, this dominance of local investing in practice is held to reflect three factors. First, it arises because of the operation of ‘distance decay’ in information availability, the effect of which is to restrict the geographical range of the investment opportunity set. As Wetzel (1983: 27) observed: “the likelihood of an investment opportunity coming to an individual’s attention increases, probably exponentially, the shorter the distance between the two parties.” Indeed, in the absence of an extensive proactive search for investment opportunities, combined with the lack of systematic channels of communication between investors and entrepreneurs, most business angels derive their information on investment opportunities from informal networks of trusted friends and business associates (Wetzel, 1981; Aram, 1989; Haar et al, 1988; Postma and Sullivan, 1990; Mason and Harrison, 1994), who tend to be local (Sørheim, 2003). 

Second, business angels place a high emphasis on the entrepreneur in their investment decision – to a much greater extent than venture capital funds (Fiet, 1995a; 1995b; Mason and Stark, 2004). Their knowledge of the local business community means that by investing locally they can limit their investments to entrepreneurs that either they know themselves or are known to their associates and so can be monitored. This point is illustrated by one Philadelphia-based angel quoted by Shane (2005: 22): “we have more contacts in the Philadelphia area. More of the people we trust are here in the Philadelphia area. So therefore we are more likely to come to some level of comfort or trust with investments that are closer.” 

Third, the geography of informal venture capital investments is driven by the tendency for business angels to be hands on investors, in order to minimise agency risk (Landström (1992). Maintaining close working relationships with their investee businesses is facilitated by geographical proximity. Angels are likely to make frequent visits to monitor their investments, “to see the owners sweat” in the words of one angel quoted by Shane (2005). Landström’s (1992) research demonstrates that distance is the most influential factor in determining contacts between investors and is more influential than the required level of contact.  This, in turn, suggests that the level of involvement is driven by the feasibility of contact rather than need. Active investors give greater emphasis to proximity than passive investors (Sørheim and Landström (2001). Proximity is particularly important in crisis situations where the investor needs to get involved in problem-solving. As one of the investors in Paul et al’s study (2003: 323) commented, “if there’s a problem I want to be able to get into my car and be there in the hour. I don’t want to be going to the airport to catch a plane.”  

Some studies have further noted that experienced angels are most acutely aware of the benefits of investing close to home. Freear et al (1992; 1994a; 1994b) reported that whereas 38% of virgin angels had no geographical restrictions on where they would be prepared to invest, this fell to 24% amongst active angels. In a study of UK investors, Lengyel and Gulliford (1997: 10) noted that whereas the majority (67%) of investors gave preference to investee companies which were located within an hour’s drive, actual investors placed an even bigger emphasis on distance in their future investments, with 83% indicating that they would prefer their future investments to be within 100 miles of where they lived. In similar vein Mason and Harrison (1996) noted that 12 out of 15 of the investors in their study (80%) who were planning to make future investments would impose a maximum distance or travelling time from home because of monitoring considerations. One investor said that he only appreciated the importance of distance after making his first investment, another blamed the failure of a distant investment to his lack of local knowledge and others attributed their inability to contribute as much hands on assistance to their investee businesses because they were located some distance from their homes. Paul et al (2003) cite the example of a Scottish business angel syndicate that now limits its investments to a maximum of 90 minutes driving time from their base because one of their early investments several hundreds of miles away went wrong, and underlined the value of being able to visit an investee business quickly. 

Nevertheless, long distance investments do occur. In studies of New England (Wetzel, 1981; Freear et al, 1992) the proportion of investments over 300 miles from the investor’s home or office ranged from 22 to 36%. The equivalent proportion in a study of Canada (Riding et al, 1993) was 29%. In the UK (Mason and Harrison (1994) found that one-third of investments were in businesses located more than 100 miles from the investor’s home. Even in studies that have reported very high levels of local investing, at least 1 in 10 investments was over a long distance. For example, 11% of investments made by Ottawa-based business angels were over 300 miles away (Short and Riding, 1989), while in Finland, 14% of investments were over 500km away from the investor’s home (Lumme et al, 1998). 

There has been less discussion in the literature of the factors that underlie those non-local investments that are recorded. However, investors who make long distance investments appear to be distinctive. Those who have industry-specific investment preferences (including technology preferences) are more willing to make long distance investments, and the pattern of their actual investments support this preference (Lengyel and Gulliford, 1997). Paul et al (2003) suggest that the willingness of angels to make non-local investments is related to the funds that they have available to invest and the number of investments that they have made. They note, for example, that distance is not an issue for ‘super-angels’ with more than £500,000 available to invest.  The ‘personal activity space’ of angels is also relevant. Investors with other interests elsewhere in the country will look for additional investments in these locations in order to reduce the opportunity costs of travelling (Innovation Partnership, 1993). Moreover, evidence of regional differences in the characteristics of business angels, for example, in terms of their size of investments, sectoral preferences, rate of return expectations and expected time to exit (Feeney et al, 1999), raises the possibility that the regional location of the angel will influence his or her willingness to invest further afield, not least because of regional variations in the quantity and quality of investment opportunities. This is supported by Riding et al (1993) who show that the proportion of local and long distance investments varies across Canada.  Deal characteristics are also associated with long distance investing. Size of investment is important, with angels willing to invest further afield when making a £100,000 investment than a £10,000 investment (Innovation Partnership, 1993). The amount of involvement required is also relevant, with one angel observing that  “a one day week involvement is going to be closer than a one day a month involvement” (Innovation Partnership, 1993). Angels will also make long distance investments if someone that they know from the location in which the business is based is co-investing with them and so is able to bring the local knowledge and proximity to be able to monitor the investment.

3. EXPLAINING THE ANATOMY OF LONG DISTANCE INVESTMENTS: HYPOTHESIS DEVELOPMENT

In the venture capital literature there are a small number of studies which have given attention to issues associated with geographical aspects of the investment process, focussing on explanations for the proximity of venture capital funds and their portfolio companies and key factors in the distance-investment relationship (e.g. Sorensen and Stuart, 2001; Hand, 2004; Powell et al, 2002; Fritsch and Schilder 2006). In contrast, there is little systematic analysis of the role of distance in the business angel literature (Wong 2002). Accordingly, following a broadly inductive approach (Locke 2007), we draw on insights from both empirical observation and prior research in information economics (Akerlof 1970; Spence 1974; Hyytinen and Toivanen 2003) and social network theory (Burt 1982; Uzzi 1996) to develop a series of hypotheses on the relationship between long distance investments and a range of deal-specific and investor-specific characteristics.  Our detailed hypotheses are set out below.

3.1 Deal Specific Characteristics

Business angel investments occur across all industrial sectors and stages of business development, and range in size from very small to much larger investments. We hypothesise that five deal specific characteristics in particular will be associated with long-distance investment.  First, we anticipate a relationship between investment in technology-based firms and distance.  There are significant cluster effects in the location of technology based firms, including start-ups, which take the form of agglomeration and localisation economies (Parr 2002) and knowledge and other spillover effects (Hudson 1999; Storper 1995), and are also manifest in terms of the location of suppliers of finance to such firms, including cashed-out technology entrepreneurs (Mason et al, 2002).  This is reinforced by the existence of knowledge barriers to investment in technology-based firms (Mason and Harrison 1998), as a result of which most technology investors have an entrepreneurial background in technology ventures which encourages localisation and clustering in their investment behaviour (see Mason 2007; Mason et al 2002).  Accordingly, we anticipate that;

H1: The more technology oriented is the project, the more likely it is to have local investors.
Second, business angel investors invest at all stages of the business development process, and are for the most part hands-on, or value added, investors who become involved in the management and strategic direction of the businesses in which they invest (Harrison and Mason 1992; Politis 2008).  In general, it is accepted that hands-on involvement is associated with local investment (Powell et al 2002, Lerner 1995; Sorenson and Stuart 2001).  The opportunity and need for this hands-on involvement is likely to be greatest at start-up and in the early stages of the venture, when direct contact with the business is likely to be most intense.  Being local is an advantage in facilitating more intense involvement (which may occur several times a week and require site visits and face to face contacts rather than remote contact by telephone or email). Moreover, given that the expected return from and risk of an investment is higher the earlier the stage of the investment, investors may be expected to allocate more time to the monitoring of, and involvement in, these early stage investments and this will be reflected in a higher level of proximity.  This is consistent with other evidence that failure rates (negative exit from an investment) are lowest for seed stage investments (Wiltbank 2005).

H2: Investments in seed, start-up and early stage ventures are more likely have  local investors later stage investments.

Third, as with the institutional venture capital industry, the business angel market is likely to be influenced by the interaction between distance and investment scale: the relative costs of long distance investment (in terms of information costs, search and monitoring costs) will be larger than for more local investments, suggesting that to compensate for these additional costs, the investment size (and prospective return) will be larger than for local investments.  Furthermore, it is likely that the availability of information on larger-scale investment opportunities will be more widely dispersed, as entrepreneurs exhaust local capital sources and extend their search for capital, suggesting that long distance investments will be larger investments.  However, from an information economics perspective (Akerlof 1970; Spence 1974; Hyytinen and Toivanen 2003), information asymmetries imply that non-local investors will be at an informational disadvantage relative to local investors embedded in networks that provide access to location-specific knowledge.  As a result, as the magnitude of the investment increases relative to the portfolio of projects held by an angel, the reluctance to engage in large deals would also be expected to increase. Finally, larger investments are scarcer, so less likely to be available locally for the investor seeking to make larger investments. As Wong (2002) has shown, total funding, the angel’s contribution to the funding round and average contribution per angel all decrease as the angels are closer.  This suggests both that it is less economic to make small non-local investments (from the investor perspective) and that local investors may not be as wealthy as those investing at a long distance, with the result that the need for entrepreneurs to widen the geographic scope of their search for capital as they seek larger investments counteracts the locationally-specific information asymmetries that would otherwise militate against making larger non-local investments.

H3: Long distance investments are more likely to be larger investments.
Fourth, not all business angel investments are made by individual investors acting in isolation: many such investments are syndicated, formally or informally, or involve co-investors who may be other business angels, venture capitalists or other providers of finance.  The development of syndication relationships is a process of developing and leveraging social capital, which is a locally-oriented process (Burt 1982; Uzzi 1996).  Specifically, syndication arises out of the flow of information on potential investment opportunities, which is often tacit rather than explicit in nature, arises from and is communicated through personal contact and follows the social structure of information networks (Green 1991; Powell et al 2002; Sorensen and Stuart 2001).  We therefore anticipate that investments by business angel syndicates will be more likely to be associated with local investments
.  

H4: Deals involving co-investment with other business angel investors are more likely to be local.

Fifth, based on the concept of local economic potential (the relative location to, density and volume of economic activity and hence potential deals) (Clark et al 1969; Keeble et al 1982) we would anticipate a relationship between the regional location of the deal and the extent to which it is localised.  For example, economically dynamic urban regions (notably London and the South East) have both a higher volume and greater density of investment opportunities (ie a higher local economic potential) compared with regions that are either less economically dynamic or less densely populated, or both, resulting in a higher proportion of short-distance investments. 

H5:  Deals located in the London and South East region will be shorter distance deals than those recorded in other regions. 
3.2 Investor Specific Characteristics
Reflecting the justification for H3 above, we anticipate that investors with a preference for making small investments will be more likely to make local investments (Wong 2002). Investors are more likely to become aware of such investments through their local networks and both they and entrepreneurs search locally. Moreover, for small investments the additional information asymmetries, costs and difficulties involved in maintaining contact with and involvement in investments over long distances are not justified by the potential returns from such investments.

H6: Investors who make small scale investments are more likely to be local investors.

In terms of other investor characteristics, there are a number of possible relationships with long distance investing.  First, investors with an entrepreneurial background may tend to invest locally because they have better developed networks through which to access investment opportunities, and because they are more likely to become directly involved in the business.  However, given the importance of business associates in the identification of investment opportunities, such investors will also have networks outside their local area through which they may become aware of potential investments.  Equally, investors who do not have an entrepreneurial background may be more likely to join business angel networks to compensate for the absence of other informal sources of deal flow: these networks are organised on a primarily local and regional basis and will encourage local investing.  On balance, therefore, we hypothesise:

H7: Investors with an entrepreneurial background will be more likely to make long distance investments than those with no entrepreneurial background.
Second, there will be a relationship between the number of investments made and long distance investing.  Specifically, investors who have been more active and have a larger portfolio of investments will make longer distance investments as they exhaust local investment opportunities that meet their investment criteria.
 The superior networks and higher profile of active business angels will reinforce this tendency (KPMG 1993).

H8: More active investors with larger investment portfolios will be more likely to make more long distance investments than will less active investors.
Third, investor location will be related to long distance investment, with investors in less urbanised areas expected to make longer distance investments than those in more urbanised areas as a consequence of the lower density of investment opportunities close by: other things being equal, to access the same volume of deal flow as their counterparts in more urbanised areas such investors will have to search a wider geographical area for potential investment opportunities.

H9:  Investors in less urbanised areas will be more likely to make long distance investments than will investors in more urbanised areas.
Fourth, reflecting the importance of social capital networks, investors who normally only invest in companies where they have a prior relationship with the entrepreneur or business are more likely to invest locally: in this respect, investment is a further manifestation of the extent to which these investors are embedded in the local business milieu.

H10: Investors who normally have a prior relationship with their investee companies are more likely to be local.

Fifth, syndication and co-investment are mechanisms which can reduce or spread the risks of investment, improve deal flow by allowing the investor to access and participate in investments they would not otherwise have come across, and broaden the networks through which deals are identified.  As a result, and notwithstanding the argument for H4 above, we may anticipate that investors who participate in syndicates, which both broadens the information and referral networks and permits the consideration of larger deals, or are brought into investments by a lead investor (where their involvement may be more passive) will be less likely to invest locally. Specifically, business angel syndicates may rely on the involvement of a distant member to act as their ‘eyes and ears’ to monitor distant investments (in a manner reminiscent of the network-extension role of local investors in venture capital syndicates, where the deal is generally initiated by a local investor who syndicates to non-local investors to access deeper pools of capital or specific expertise).

H11: Investors who invest as part of a syndicate are less likely to invest locally.
H12: Investors who are brought into investments by a lead investor are less likely to invest locally.
4. METHODOLOGY

Research on the informal venture capital market is hampered by the difficulties involved in identifying business angels. Their investments are not publicly recorded and most strive to preserve their anonymity, hence researchers have to rely upon small-scale samples of convenience. This paper is based on 127 usable responses to a mail questionnaire sent to over 1,000 business angels who were registered with UK business angel networks (BANs) of whom 109 had made one or more investments. These organisations operate like 'dating agencies', providing a communication channel which enables business angels to review investment opportunities while preserving their anonymity and allows entrepreneurs seeking finance to present their investment opportunity to a large number of potential investors (Harrison and Mason, 1996). The managers of several BANs agreed to distribute questionnaires to investors registered with their service.
 In addition, some questionnaires were sent to investors who were identified through recommendations and informal contacts. 

This methodology is open to two potential sources of bias. First, business angels registered with Business Angel Networks may not be typical of the overall population of business angels. However, any attempt to test the representativeness of a sample of business angels, whether drawn from BAN membership lists or from other sources, runs up against the problem that the overall population of business angels is unknown and probably unknowable (Wetzel, 1983). Nevertheless, the risk of significant bias is substantially increased if a sample is drawn from just one BAN (Mason and Harrison, 1997a). To counteract this in the present study, the sample has been drawn from a number of different types of networks (large and small, local and regional, private and public) in various parts the country. Second, it was not possible to calculate a meaningful response rate because it is not known how many investors are members of more than one network nor the number of investors registered with BANs who are not business angels.
 An alternative method of testing for non-response bias is to compare early and late respondents, on the basis that over successive waves of respondents late respondents (and by implication, less willing respondents) will be more similar to non-respondents than to respondents (Freear et al, 1994a; 1994b).  However, this was not possible here because the various BANs sent out the questionnaires at different times, and the research team did not have control over this process.  While there is an expectation that more active investors will be more likely to respond that less active investors, the profile of respondents is consistent with that reported in previous studies, and suggests that response bias of this type is unlikely to unduly distort the findings.

The questionnaire covered a range of topics
.  The first section asked investors to report on all the investments that they had made in unquoted companies. Investors were asked to give the year that the investment was made, investee company characteristics (industry, technology, stage of business development, location), investment characteristics (amount invested, presence and type of any co-investors, follow-on investment) and exit information (year of exit, method of exit, return multiple).  The vast majority (109, or 87%) of the respondents had made at least one investment. In aggregate, they had made a total of 372 investments.  

We did not ask for information on the precise location of the investor nor the location of the investee businesses because of our concern that this would reduce response rates (or simply be left blank) because it might enable the investor and the business to be identified. Instead, we asked for county of residence and county of location of the investee business to permit a geographical analysis. Investments by UK-based investors in UK-based businesses were classified into three categories: local investments (those made within the same county or in adjacent counties – typically within 50 miles); intermediate distance investments (those made in counties adjacent to the ‘local’ counties – typically within a range of 50-100 miles); and long-distance investments (those made beyond this range – typically over 100 miles which equates to more than two hours driving time).  In previous studies local investments by business angels are held to be those located within 50 miles of the investor’s home or work. Given the scale of the UK we have used a 100 mile threshold rather than 300 miles which has been used in North American research to signal long-distance investment.  It is possible as a result that our data set includes a few situations in which although angel and investment are in different counties, they are actually local by our definition while same-county parties may be further apart.  However, on the basis of discussions with BAN managers about the distribution of their investor and venture clients we do not believe that this is a significant problem in the data and it will not affect the robustness of our analysis.

Several different methods were potentially available to test our set of 12 hypotheses.  Analysis of variance (ANOVA) involves a set of methods for testing hypotheses about inter-group differences between means.  Unfortunately, in relation to our hypotheses ANOVA would not allow the direction of relationships to be established; the ANOVA technique would only help us to understand whether there is or is not a difference between the means of our explanatory variables with respect to our distance variable.  Thus, whether we used one-way or N-way ANOVA our hypothesis testing would be only advanced in a limited manner.

The three-way classification of distance investments into local, intermediate and long-distance investments  yields a three-level ordinal scale dependent variable.  In this scenario, the estimation of the business angel investments is more appropriately undertaken by using an ordered logit technique 

5. SAMPLE CHARACTERISTICS: INVESTORS AND DEALS

Table 1 shows the main characteristics of the investors in our sample.  Overall, 97% were male and 3% were female, a proportion in keeping with the overall profile of the angel population (Harrison and Mason, 2007).  The sample was very entrepreneurial: 70% had started one or more businesses (median of two start-ups), 19% had been involved in one or more management buyouts (MBO), 10% had been involved in at least one management buyin (MBI) and 12% had been involved in both MBOs and MBIs. In total, 83% of respondents had gained entrepreneurial experience in at least one start-up, MBO or MBI. This is consistent with other samples of informal investors (Harrison and Mason 1992b; Landstrom 1993; Hindle and Wenban 1999). The mean number of investments they had made was 3.3.  A significant proportion of investors had no (41%) or only occasional (12%) prior contact with the businesses in which they invested. However, almost one-third of investors always or usually had a prior relationship with their investee companies, suggesting that for a significant minority of investors social capital relationships may be important.   

TABLE 1 HERE

Table 1 also suggests that syndicated investment is still less important than in other more developed informal venture capital markets, such as the USA (Mason and Harrison 1994): 54% of respondents never invest through a syndicate and only 13% always or usually do so.  Only 24% of investors are brought into at least some of their investments by a lead investor, and 46% are never brought in by a lead investor, confirming that in this sample of investors passive rather than active investment (initiated and led by another investor) is relatively rare.  Confirming results from other UK studies (Mason and Harrison 1994; Harrison and Mason 1992b), there is a wide spread of investor preferences in terms of investment stage:  investors have strongest interest in early stage, start-ups and expansion projects, but are less strongly interested in seed financing and in rescue deals.  There is little evidence of an aversion to technology-based deals among the sample: only 11% have no interest in these, and 55% have a strong or quite strong interest.  Finally, the preferences amongst investors in this sample regarding the size of investment, indicated that they were is prepared to make investments across the size range, with almost equal proportions in each of the investment size categories between £10k and £250k.

As would be expected from the economic geography and distribution of wealth in the UK, investors are concentrated in the south and east of the country: 25% of the investors were located in the South East of England (excluding London), a further were 10% located in London itself, and 22% were located in the East region (which includes the Cambridge technology cluster). The regional location of the remaining investors in rank order of frequency was South West (20%), the North East, North West, Yorkshire and Humberside (11%), Scotland, Wales and Channel Islands (8%), and abroad (1%).    

Table 2 summarises the deal characteristics.  In total, the 109 investors in the sample from whom we have relevant data made 372 identifiable investments.  Overall, 41% of the investments were in technology based firms
.  The mean and the median amounts invested across all deals were £42,100 and £20,000
, respectively, suggesting a preponderance of smaller deals with a smaller number of larger deals also made.  Although there are minor variations, the regional distribution of investments follows fairly closely the distribution of investors: 28% of investments were in the East, and this was closely followed in order of importance by the South East with 26%.   London contained 8% of investments, which was ranked the 6th most important location.  However, taken together investments in the East, South East and London accounted for approaching two-thirds of the total number of investments.

TABLE 2 HERE

The last part of Table 2 shows the relationship between the locations of the investors and the businesses, the critical focus of the analysis in this paper:  54% were local (same county), 17% were intermediate (adjacent counties), 24% were long distance and 5% were overseas investments.  In answer to the first question posed in this paper, one-quarter of all UK investments made by this sample of investors can be classified as long distance, suggesting that this type of investment accounts for a significant part of the market.  In the analysis which follows, we have excluded the overseas investments (because of the small numbers involved): as an aside, we note that cross-border investing by business angels is being encouraged by the European Commission through its EASY programme and is an important topic for further dedicated research.
 

6. DISTANCE AND BUSINESS ANGEL INVESTING: RESULTS

Table 3 shows the results of the ordered logit model of the relationship between investors and businesses. Full data are available for 306 of the total of 354 reported investments (excluding non-UK located investee ventures, which have been excluded from this analysis).  The difference is due to listwise deletion of cases as a result of missing values for one or more variables.  Missing values were randomly distributed and do not have an adverse impact upon the model results. The results are summarised with respect to each of the hypotheses developed earlier.   Table 4 lists the variables used in the logit model.  Analysis of the correlation matrix for all variables found no evidence of very high correlations, suggesting that multicollinearity is unlikely to be a problem in our subsequent regression analysis and interpretation of the results
. 

TABLE 3 HERE

TABLE 4 HERE

6.1 Deal characteristics

The technology based firms variable is statistically significant at the 5% level and appears with a negatively signed coefficient.  This result is consistent with hypothesis H1.  This is an important finding for two reasons.  First, it suggests that the local supply of investment capital (for the firms, most of them start ups and early stage ventures) and investment opportunities (for the investors) may be an important feature of technology clusters.  However, this is suggestive of no more than an associative relationship, not a causal one, and more research needs to be done on the role of capital supply, and in particular the supply of competent investors with sector and technology specific entrepreneurial experience, in the evolution of industry clusters (Mason et al, 2002). Second, this result suggests that technology-oriented or technology-specialist investors located outside of technology clusters, who would be expected to search for opportunities and make investments on a broader geographical scale, are a significant minority of all investors.  Technology investing is a local phenomenon, and encouraging local informal investors to become more sympathetic to technology investments (in support of regional economic development initiatives to develop the technology base of the local/regional economy) will only be successful to the extent to which there is an expanding supply of investment ready technology investments.

The stage of the business development was included as a dummy variable of 1 if the stage of development was pre-start up, start-up or early stage, and 0 if the stage of development was a later stage investment.  This is not statistically significant in our model.  Thus, the findings do not support H2.   Contrary to our expectations that early stage investments would be local because of their greater need for hands on support our findings indicate that there is no link between stage of business development and distance.  This, in turn, might suggest that contrary to theory the hands-on requirements of investments at different stages of venture development may not vary significantly. This is a fruitful area for further research into the post-investment relationship between business angels and their investments.

Investment size refers to actual total investment in the venture in the relevant round. The evidence supports hypothesis H3 that larger investments will be long distance investments.  For the first time, this result confirms that the size of an investment has a bearing on aspects of the investment decision making process in the informal venture capital market, with the result that investors making larger investments will be prepared to invest further from home.  This may reflect the wider visibility of such investments: firms seeking larger investment sums may be prepared to invest more time and effort in promoting their needs more widely, thus bringing them to the attention of a wider group of potential investors. Equally, having been alerted to the availability of the investment opportunity, investors will be more prepared to invest the additional time and effort (and incur the associated costs) in evaluating and monitoring longer-distance investments if they are larger, because the prospective returns will be greater.  We might further speculate that larger investments are be made by more professional (rather than opportunistic) angels with more time to look for, and travel to monitor, investments. 

We included in our model a dummy variable to indicate whether or not there were other private investors in the syndicate and this was coded as 1, and 0 otherwise.  This was found to be statistically significant, and negatively signed, at the 5% level, which supports hypothesis H4.  Thus, the deals involving co-investment with other business angels are more likely to be local.  In other words, syndication is associated with local investment, implying that social capital relationships built up in localised networks are important in the informal investment process.  

We have included six dummy variables in our model to capture the location of the investment, and six dummy variables to model the location of the investor.  For both models the excluded classification (to meet the requirements of the ordered logit model) is investments in Scotland and Wales.  We first turn our attention to the location of deals.  We see that all but one of the regional dummy variables for location are statistically significant (although for investments located in the north of England [North East, North West, Yorkshire and Humberside] this is only weakly significant) and negative.  The results are therefore generally consistent with hypothesis H5 and confirm that local economic potential (reflected in higher rates of new firm formation and a higher proportion of growth oriented businesses) plays a significant role in the relationship between investor location and distance.  In densely urbanised core regions (London, South East) and regions with strongly localised clusters of economic activity (East region), business angel investors have much denser and richer opportunity spaces which allow them to meet their investment objectives in local investments.  Rather less expected is that in some remote rural regions with low population densities and dispersed economic activity (e.g. South West) physical remoteness appears to be acting as a localising factor which also encourages local investments. This probably reflects the higher relative information asymmetries in accessing information on, and assessing that information, for investors in remote locations.  In other relatively peripheral regions (e.g. North of England) the emergence of regional urban financial centres appears to be providing a stimulus to local investment by increasing local economic potential and the resultant investment opportunity set available to investors.

To summarise, we have identified a number of significant relationships between deal characteristics and the distance between the investor and the investee business.  In accordance with our hypotheses, investments in technology-based ventures, and those involving syndicates are more likely to be short distance investments, and larger investments are more likely to be longer distance investments.  In terms of region, there is support for the hypothesis that investments in areas outside of the core region (London and the South East) are more likely to be less local.  However, there is more general evidence that irrespective of region, investment is a local phenomenon, implying strongly that regions facing a deficit in the local availability of business angel investment capital will face difficulties in ‘importing’ that investment from elsewhere.  However, the hypothesis that there will be a relationship between stage of investment and distance, with later stage deals being less local, is not supported.

6.2 Investor characteristics

Including those investors who had a preference for making investments of under £50,000 ($77,500) as a dummy variable of 1, and 0 otherwise, we find support for hypothesis H6.  Investors who prefer to make smaller investments are more likely to make local investments. This is consistent with the results for H3 above, and strongly suggests that the economics of the investment process and the nature of information flow on deal availability encourage investors with a preference for small investments to invest locally.  More generally, this suggests that there may be an element of segmentation in the informal venture capital market.  This comprises a ‘local’ market of small scale investors who are based locally and invest locally, possibly as part of a syndicate.  It also comprises a local component of a wider regional or national market made up of investors looking for or prepared to make larger deals, which may not be locally based. This has implications for the scale and focus of business angel networks seeking to improve the efficiency of this market, which need to operate differently at local/regional and national scales (Harrison and Mason 1996; Mason and Harrison 1997). 

Whether or not an investor had an entrepreneurial background did not have a statistically significant relationship with distance.  Thus, the data are not consistent with hypothesis H7. 

In contrast to hypothesis 7, the results are highly supportive of hypothesis H8.  The greater the number of investments made the more likely that the investments will involve a greater distance between the investor and the investment.  As hypothesised, this may reflect the fact that more active investors exhaust the pool of potential investment opportunities that meet their investment criteria and preferences and are thus ‘forced’ to invest further afield.  As a result, more active investors are required to expand the search space they operate in.  A higher volume of investments made can also be interpreted as a surrogate for experience (Kelly and Hay 1996; 2000), suggesting that experienced investors are better able to manage the higher information costs (information asymmetries, uncertainty, transaction costs of maintaining relationships) of non-local investments.  However, this requires more detailed evidence on the dynamic evolution of the business angels’ portfolio to confirm this behavioural explanation.  

The geographical dummy variables that are included to capture the location of investors follows the same approach as with the analysis of the location of the investments. The results are mixed in terms of the support they offer for hypothesis H9.  Only one of the investor location dummy variables – the highly urbanised West and East Midlands  - is not statistically significant at the 5% level.  Compared to investors located in Scotland and Wales, investors located in the South West (a largely rural region with widely dispersed settlements) are less likely to make a distant investment and more likely to make a local investment.  This is counter to the relationship hypothesised. In part, this will reflect the particular geographical situation of the South West region, which is remote and as a result is economically more self-contained than many other regional economies.  We also find that compared to investors located in Scotland and Wales, investors in all other regions, including London and South East and north England (highly urbanised areas), are more likely to make a long distant investment and less likely to make local investments. Again, this is contrary to the hypothesised relationship and we therefore reject H9.  However, it should be noted that the data used to test this hypothesis are rather coarse-grained: at present investor location is coded only to the regional level, and the relationship is tested using ‘region’ as a surrogate for the degree of urbanisation.  A finer grained analysis, using detailed investor location data (which is not consistently available for the current sample of investors), may provide a better test of this hypothesis.  Contrary to the interpretation of H5, these results suggest that while for all regions, when compared with the hold-out comparator, the location of the investee venture is associated with local investors, the location of the investors is predominantly associated with non-local investment.  The implications for entrepreneurs are that the search for investment capital is likely to be local/regional; for investors the search for opportunities may have to be less locally oriented. 

The results are not consistent with hypothesis H10.  There is no evidence to support the view that investors who normally have a prior relationship with investee companies are more likely to be local investors: indeed, the relationship was only weakly statistically significant at the 10% level.  The syndicate variable (scored as 1 for usually or always and 2 for seldom or never) is statistically significant with a negative relationship at the 5% level, which is not consistent with H11.  Thus, investors who invest as part of a syndicate are more likely to invest locally. This is evidence reinforcing the importance of participation in local networks for the acquisition of information on opportunities and the development of tacit knowledge and social capital with potential coinvestors (Sorenson and Stuart 2001). We also know whether investors are brought into investments by the lead investor.  This was measured as a dummy variable, scored 1 for those investors who were brought into deals by a lead investor in some of their deals and 0 for those who were not. It is positively signed and statistically significant at the 5% level, and consistent with Hypothesis H12 that investors who are brought into investments by a lead investor are less likely to invest locally.  It appears, therefore, that there is a clear distinction between investors who normally or always invest on their own, who are more likely to invest locally, and those who invest at the invitation of a lead investor, who are more likely to invest in more distant opportunities.  However, for those who invest as part of a syndicate (other than as lead investor), the evidence from this study suggests that syndication reinforces local investment.  Increased syndication activity in the business angel market (which has been a feature of the development of the market in the UK in recent years – Mason 2006) may therefore be associated with increased localisation of investment in that market, but without further more detailed research on the syndication process these conclusions remain provisional.  

7. CONCLUSION

This paper has looked at the geographical dispersion of the informal venture capital market using a data set of the investments of 109 business angels.  By examining the geographical characteristics of the investor and the investment, together with other factors associated with the investor (investor characteristics) and the investment (deal characteristics) we have used an ordered logit model to identify a number of significant relationships between deal characteristics and the distance between the investor and the investee business.  In accordance with our hypotheses, the more technology oriented is the ventures, those involving co-investors and those located in London and the South East, East regions are more likely to be local investments, and larger investments are more likely to be longer distance investments.  However, the hypothesis that there will be a relationship between stage of investment and distance, with later stage deals being more likely to be less local than seed, start-up and early stage investments, is not supported.  In terms of investor characteristics, it appears from the evidence presented that investors with a preference for earlier stage deals and for smaller sized deals will make local investments, as hypothesised, while more frequent (active) investors and those involved in syndicated or lead investor deals will be more likely to make longer distance deals. However, there was no support for our hypotheses relating to investor preferences for investing in technology ventures, having an entrepreneurial background, being located in urbanised or less-urbanised areas or having a prior relationship with the investee business.

These findings, for the first time, provide a profile of the phenomenon of non local investing by business angels.  Although much business angel investing is localised, and this continues to represent a local capital market, a significant minority (of investments are long distance.  The actual proportion is likely to vary from country to country depending on such factors as population density, settlement patterns and culture. In this study 24% of investments were long distance, a lower proportion than reported in US and Canadian studies (Wetzel, 1981; Freear et al, 1992; Riding et al, 1993). This suggests that for business seeking capital and unable to identify potential investors in their immediate locality and for economic development agencies and others seeking to improve access to equity capital for firms in their area, there is a part of the informal venture capital market that is not localised.  We conclude that while investments (deals) in regions outside the economic core of the UK are local investments, investors in these regions are associated with making long distance investments (outside the region in which they are based).  Our findings do not, therefore, provide any immediate strong encouragement for those seeking to ‘import’ business angel capital from elsewhere, and suggest that for key categories of investment (such as technology) there is evidence of a sustained drain of risk capital out of the non-core regions.  However, further more detailed research is needed on the phenomenon of long distance informal investment to establish more robustly how this segment of the market operates.
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Table 1: Investor Characteristics

	Investor Location
	%

	North East, North West, and Yorkshire & Humberside
	11.2

	West and East Midlands
	3.7

	East
	21.5

	South East
	25.2

	London
	10.3

	South West
	19.6

	Scotland, Wales  & Channel Islands
	7.5

	Abroad
	0.9

	N
	107


	
	Always
	Usually
	Sometimes
	Occasionally
	Never
	N

	Prior relationship with investee companies
	10.3
	19.6
	19.8
	12.2
	41.1
	107

	Invests through syndicate
	1.9
	11.3
	20.8
	12.3
	53.8
	106


	
	In all my investments
	In most of my investments
	In some of my investments
	Occasionally
	Never
	N

	Brought into investments by lead investor
	3.7
	1.9
	18.5
	29.6
	46.3
	108


	Investor preferences
	No interest
	Weak interest
	Moderate interest
	Quite Strong interest
	Strong interest
	N

	Seed financing
	29.7
	19.8
	23.8
	10.9
	15.8
	101

	Start-Ups
	12.4
	17.1
	22.9
	21.9
	25.71
	105

	Early stage
	2.9
	10.6
	28.9
	26.0
	31.7
	104

	Expansion
	20.6
	10.3
	28.9
	17.5
	22.7
	97

	Rescue
	25.5
	26.6
	26.6
	13.8
	7.5
	94

	MBO
	18.1
	10.6
	33.0
	19.2
	19.2
	94

	Technology-based firms
	11.0
	14.0
	20.0
	28.0
	27.0
	100


	
	< 10
	10-24
	25-49
	50-99
	100-249
	250 and over
	No set amount
	N

	Typical amount committed to a single investment in £,000
	0.9
	21.3
	26.9
	22.2
	19.4
	2.8
	6.5
	108


Table 2: Deal Characteristics

	
	Pre-start up
	Start-up
	Early stage
	established
	MBO
	MBI
	Other
	N

	Stage of business development
	13.2
	29.7
	25.9
	20.3
	4.9
	5.4
	0.3
	370


	Type of Co-investors
	%

	No co-investors
	20.5

	Other private investors in syndicate
	20.3

	Other private investors – independent
	29.7

	Venture Capital Funds
	5.4

	Others (banks, public sector etc)
	7.0

	Multiple co-investors
	17.0

	N
	370


	Investment Location
	%

	North East, North West, and Yorkshire & Humberside
	10.0

	West and East Midlands
	2.8

	East
	28.0

	South East
	26.0

	London
	8.0

	South West
	13.0

	Scotland, Wales  & Channel Islands
	9.1

	Abroad
	3.0

	N
	361


	Geographical relationship between investor and business
	%

	Local (same county)
	54.0

	Intermediate (adjacent county)
	17.0

	Long distance
	24.0

	Overseas investments
	5.1

	N
	354


Table 3: Estimates of an ordered logit model of the distance between investments and investors 

	
	Distance

	Technology based firm
	-0.655 (0.268)b

	Stage of business development
	0.007 (0.273)

	Amount Invested
	0.003 (0.001)b

	Co-investors
	-0.127 (0.056)b

	Entrepreneurial Background
	0.160 (0.293)

	Frequency of investments
	0.063 (0.019)a

	Prior relationship
	0.074 (0.310)

	Syndicate
	-0.124 (0.054)b

	Brought in by lead investor
	0.444 (0.189)b

	Amount typically invested 
	-0.310 (0.136)b

	Investment location  North East, North West, Yorkshire &Humberside
	-1.521(0.839)

	Investment location WM and EM
	-0.104 (0.991)

	Investment location East
	-1.494 (0.688)b

	Investment location South East
	-1.765 (0.709)b

	Investment location London
	-1.120 (0.518)b

	Investment location South West
	-1.996 (0.727)a

	Investor location  North East, North West, Yorkshire &Humberside
	2.380 (0.919)b

	Investor location WM and EM
	-0.021 (1.226)

	Investor location East
	1.597 (0.857)b

	Investor location South East
	2.160 (0.850)b

	Investor location London
	0.263 (0.109)b

	Investor location South West
	-1.311 (0.878)b

	N
	306

	_cut 1
	0.382

	_cut 2
	1.418

	Log-likelihood
	-268.897


Note: a Significant at 1% level, and b at 5% level.  Standard errors in paretheses.

( Address for correspondence:  Professor Richard T Harrison, Queen’s University Management School, Queen’s University Belfast, Belfast BT7 1NN, Northern Ireland, UK. T: +44 (0)28 9097 3621. E: r.harrison@qub.ac.uk


� There is a specific exception to this hypothesis to cover the case where a local investor brings in non-local investors with deeper investment pockets and/or specific investment-related expertise: we discuss this ‘lead investor’ case in H11 below.


� There is an implication here that the location of an angel’s investments will change over time, with active investors becoming progressively more oriented to distant investments; however, the dynamics of this cannot be tested from the present data set.  


�  In order to keep the names and addresses of their investors confidential BANs were supplied with stamped envelopes containing the questionnaire, covering letter and FREEPOST reply envelope which they addressed and posted to their investors.


�  Those registered with BANs also include financial institutions, companies and intermediaries (registering on behalf of clients).


� Copies of the questionnaire are available on request from the authors.


� Investor respondents were asked to indicate for each investment reported whether it was a technology-based investment or not.  Although self-report data, this is no less reliable than investor-classified industrial/sector data, which in any case will not signal unequivocally technology-based investments in otherwise non-technology sectors


� With an exchange rate of £1=$1.55 (the rate prevailing at the time of the survey), these values of investments are approximately $65,255 and $31,000, respectively.  


� This is particularly the case in countries in central and eastern Europe where embryonic angel markets are emerging. For example, business angel networks have been created in the Czech Republic, Poland and Russia. These countries will need to tap into their diasporas in Western Europe, North America and Australia to compensate for the low proportion of active and potential angels in their populations.


� The correlation matrix is available upon request from the authors.
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